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^nncctioii witli such items are debited to Profit and Loss, because 
they are selling expenses. • j 

Rent. This is a moiuiy payniciU.in return for the use of the 
business premises. Rent of factory* is, as previously ^mentioned, 
sometimes debited to Trading Ac(:ount and sometimes- to Profit 
and Loss. Two Rent Accounts should be opened whenever any 
part of the premises is sublet, or whenever rent is received for any 
property owned by tlie firm. Tlie object of tljis is to show the actual 
gain and loss by Rent. If the Rent Receivable is credited to the 
Rent Payabl(^ Account, tlic balance of the account conveys a false 
impression, viz. that the Rent Payable is lower than it. really is; 
and, in the Profit and Loss Account, the income received from 
Rent is entirely l(‘st sight of. Ground Rent is the rent payable 
to CTound landlord for the iise of the land on which the buildings 
hayoyeen erected. Income tax must be deducted from each pay- 
ground rent. Tlic amoimt of the tax so deducted may 
convoaf;Xitty be debited to the account to which the ground rent has 
been pc^^ed (thus bringing the gross amount into acc5unt), and 
creditjft to an account, Commissioners of Inland Revenue/"- The 
umoinit paid for Income Tax Schedule D would be debited to this 
and the balance would be tak(‘u to the Profit and Loss 


has not been paid, tlicn the Commis- 
'cnue w'ouid be shown on the liabiliti(^ side 
t. Ground Rent of manufacturing premises, 
is sometimes charged to Trading Account, 
j. These are sums levied hy munielpal bodies, 
•Tbyiriznx. Government for the purpose of defraying public 
expcnoiturc. fhey comprise the general district rate. etc. thcome 
tax, Schedule A (sometimes called Property tas^)^ and Schedule D, 
is best dealt with in a separate account. . 

paries. Tliis item denotes the w^eekly or mom hiy remuneration 
of the employees of the firm in return for their services. Productive 


alaries should be charged to Trading Account. Where the business 
|4S»» Jlpd ir^to depajtments, there is generally a similar subdivision 
lithe ^-^laries. Sometimes,^ the division is into Office, Travellers, 
Mikuagcm^it Salaries. Partners" Salaries should be dealt with 
Gparateiy, as they require special treatment when preparing, the 
fe's accouis^afor income tax assessment, ^ ' ' /c- 

£Maries and ptages^ Unless tjiere is something to indicate the 
^l^rary, this it<im of expctiditlare is regarded as a selling expense 
li debited to Profit and Loss. K Wages are grouped with Salaries, 

^ former are considered to be n<m-ptoductive or unremunera- 
Je wages. The distinction between a salary and a wage is far 
uniform. Some accountaSits distinguish by ' the kind of work, \ 
Me ; payment for wdfk of a mechanical nature is termed a 
..I paypipy^fqr^woi^^^of:^^ nature is 
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salacjr. 6ther accountants dipcrentiate by the . 
covered by the pa 3 nnent; hf^ly, daily, or weekl^fetes pay 
are called wa,ges, and yearly siims payable half-yeaily,*qtOTterly, 
ormon tlhy^ are termed solaria. Again, there arc othef'a«S;o]^tantS 
with whom the criterion is the amount of the payment ; to smjh, a 
small weekly sum denotes a wage, and a large weekly or moBAly 
sum represents a salary. 

Disco]^t^ This itepi represents the cash allowances made when 
aC^nts are settled. " pjsqounts . Allowed " are a loss, and must 
be debited to Profit and Loss. " Discounts Received " are a gain, 
and must be credited to Profit and Loss. The terms " Discounts 
oh Purchases and “ Discounts on Sales " are also in cofnmpn 
use; they usually denote the cash discounts mentioned 
Students are often tempted to show such discounts in the Trfdmg 
Account as a deduction from the Purchases and Sales rSspec^c^ 
The terms are certainly unsatisfactorj^ owing to the ambigliiJy 
attaching to them. A purchase or a sale may be siibjec^o both 
a trade and a cash discount ; and unless the discount on Jadi pur- 
chase or sale is labelled Cash or Trade ** it is not 'iXssibte 
to state definitely wliat it really is. In some exercises, the s W- oj 
‘he discount (10 per cent and larger), obtained by ajgiifiji 
tion, may be sufficient indication as 


discounts. But, generally, the student should.! 
counts into the Trading Account, guard hims.^ 
explaining that such discounts have been assur 
discounts. Since Trade Discount is usually 

and Purchases Infforc they are entered in the boo Sj, ml. w 

must (except in very special case^) bo assumed to be Cash Discount. 
Some iiccountants prefer the terms “ Discounts Receivable " and 
“ Discounts Payable " to any of the foregoing terms. Agam, 
other accountants adopt tlie terms, “ Discounts on Pure' 
and "Discounts on Sales" to denote cash discounts; but j|^l 
Discount on Sales to Trading Account, and credit the BT ^ 
pji Fiircliases to Profit and Loss, these latter discounts keiiij 
dent on the financial resources of the business, while thSfor 
are in effect a reduction of the sales to the absdiute nelffigu]|^. 
The student should always treat thertwo amounts fw discc 
separately. The object of having two totals is to the a<? 
gain and loss by Discount. It is not, therefore, cc^ct to subt^Cit 
one lot of discount from the otifbr, ind to de^fl only withHhe 
balance. 

Interest. This item comprises •interest charged on overfJu^ 
account^ on overdraft, on bills, oif current account, etc. Interest 
and Drawings is generally dealt with apart from 
terest, in order to facilitate the preparation of Income 
:iin»s. .Where Interest his b^en paid on Loans, tax. 
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tax should be added and treated in the same way as mentioned 
under Ground Rent Interest on* Investments have^ been 
received less tax, but no adjustment will be necessary. Interest is 
usually divided into two accounts, Interest Receivable and Interest 
Payable, and both amounts should be earned to Projif and Loss, 
the former being credited, and the latter debited. 

Commission, While carrying on business for itself, a firm may 
also do work for other firms ; for which, ^of course, it charges a 
commission, llic student will possibly be familiar with one well- 
known instance, namely. Consignments Inwards. The firm may 
likewise employ agents to s<‘ll the firm's goods, and in such cases 
uould have to pay commission Two accounts are usually kept, 
for Commission Receivable and Commission Payable re.specti\ tij . 
'riie former is credited to Profit and Loss as a gam, and the Litter 
IS debited to Profit and Loss as a loss. 

Insurance. This item includes all annual premiums payable to 
Insurance Companits for indemnity \a) in the case of loss of goods 
or property by ti.o burglary, flood, etc. ; (/i) in the case of breakage 
of plate glass uiudows; {c) in the case of damages awarded under 
the Employers’ Lwbility Act. etc National Health Insurance pay- 
ments should j)uf(rably be dealt with in a separate account, 
an adjustment will be it'quiied, the Wages Account and Salaiies 
Account being d( tnted and Health lusurani'e Account credited with 
the weekly msiiiance contributions deducted from the wages and 
salaries of the staff Insurance, Ixuiig a loss, is debited to IVoht 
juid Loss. 

Bank Charges. Ihcse arc expenses incurred in the collection of 
Scotch and lush cheques. This item oftui includes charges for 
cheque bookb, for keeping cut rent aeiounts, for discounting bills, 
etc. Such expenses are losses and are, therefore, <hJ)ited to Profit 
and Loss. 

Legal and Accountancy Charges. Legal expenses cmupiise sohe- 
itors’ fees, law charges, and expenses in connection with the recov- 
deb^s, in lawsuits, etc, Accountancy Chaiges consist of the 
fi'cs alid expenses in connection with the investigation or audit of 
the adpounts 5nd books. Tlicse expenses are a debit to Profit and 
Loss. 

'printing Stationery. Expenditure under this heading con- 
sists of pa5mi^its fur paper, envelopes, invoices, statements, account 
books, etc. It\^ftcn indiHes ‘fhe cost of catalogues, samples, etc. 
Losses of tliis nature arc debited to Profit an^ Lqss. 

^ Advertising, Most businesses incur expenditure under this head- 
ing, and many owe their suc&ss almost entirely to it, ^'^Sometimes 
contracts are entered into and paid for a period of years in order 
to obtain cheaper rates. Such money is then debited to an AdveiK . 
tising Suspense Account/^^ and written off propoiiiiona^tel^'^i^llJ^^ 
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j^ear. Profit and Loss Account is, of course, debited with suclff 
an e^ipciise. ^ 

Repairs and small renewals or replacements relating 
to the prem jjses, to the plant and machinery , to the fixtures, fittings, 
utensils, etc., arc generally included under this heading; and such 
expenditure, being a loss, is debited to Profit and Loss. 

Postage, Telegrams, and Bill Stamps. Expenditure of this nature 
is, like other losses, afcharge against profits. Bill Stamps means, 
of course, stamps on bills of exchange. 

Apprentice Premium. This denotes the sum of money demande d 
in return for leacliing a person an^^ particular trade or pn)tessi(m 
Being income, it is credited to Profit and Loss; but it is geniTall}' 
a]‘portioned, i.e. spread over the period of ni>prcntirf‘sliip. Thus, 
a premium of £400 for five years weuild be transferrt-d to Profit and 
Loss by annual instalments of £80. 

Housekeeping Expenses. In many businesses such as dro]'(rs, 
outfit bis, etc., the assistants " live in.'' The ex})ense of boarding 
them is, therefore, a ]iropcr charge against tlie profits. ^ 

Travellers* Commission and Expenses. In those businesses which 
employ a niimlxT of ImveJlt'rs remunerated by mc^ans of commis- 
sion and expenses, such expendituie generally forms a separate item 
in itself. It is, of course, a debit to Profit and Loss. 

Travelling Expenses. In some businesses much travelling is neces- 
sary, either by the principals or travellers, and sometimes by subor- 
dinate officiaLs. Expenditure of such a character is geiK'rally dealt 
with as a separate item of expense, and, like otlier losses, debited 
to Profit and Loss. 

Horse-keep, Horse and Stable Expenses. With some firms this 
is a fairly large item of expenditure of constant lecnrrence, and 
warrants, therefore, a separate account. Horse-keep comprises 
fodder (hay, straw, etc.) aiid provender. Stable Expenses includes 
also wages of stable hands. Such expenditure Is debited to Profit 
and Loss. 


Office Expenses. These arc miscellaneous expensi'S i^trtaiwtfjj^o 
the office in contradistinction to the works,** expenses j^t the 
latter place being designated " Trade Expenses.*' The disUnclion 


has long been ignored and is now almost non-existent. Slicli an 
item is a charge against profits.-?' /• V 
Jrade E 7 q)enses. Generally speaking, these arc^ex})enses of a 
varied nature for which it is not w&rth opening separate accounts. 


They arc, therefore, amalgamated under the above hc'ading, or 
under some other similar term, namely, “ General Expenses," 
Petty Expenses," " Sundry Expeifses." As explained in tin', pre- 
vious paragraph, the original distinction between Trade Expenses 
and Office Expenses has almost reached vanishing {loint ; but where 
ii still obtains, XKade Expenses ai'c debited to Trading Account, 
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and office Kxpciiscs to Profit and Los^s. Except in a few isolated 
instances, ther(‘f(jre, Trade Expenses are debited to Profit and Loss, 
the term signifjdng merel}^ miscellaneous IJitsiness Expenses and 
not Trading Expenses. It should be noted, however, that tlio 
orj|:i[inal distinction is sometimes maintained under a n6w guise, by 
adopting the terms '' W'orks Expenses and " Office Expon^ies/' 
fo this, no objection can be taken ; but the term Trade Expenses " 
is undoubtedly very ambiguous. 

JJad Debts. This is a loss which unfortunately most businesses 
sustain, liowever careful the management may be in allowing credit 
to customers. Lo.sses of this nature arc also debited to Profit and 
J.oss. ^Should any bad debts written oft be subsequently recovered,' 
lo any appreciable ext('nt, tliey should not be deducted from the 
Bad bi'ljts, but should be shown separately on the cn'dit .side of 
tlie Pn,)fit and Loss Ac<X)unt, being income of an extiaordinary 
nature. 

Depreciation. This is the loss of value sustained by certain :i;.sets 
through wear and tear, etc., e.g. plant and machiiUTy, buildings, 
hiruiture an«l lixtures. If the business is to bi* put on a sound 
financial basis, such loss must be estimatixl anil charged again.^t 
ila? profits before arriving at the bal.mce calKd ''net profit." 
The Mibjcct of " depreciation " is dealt witli at IcMigtli in Chapter 
XVKl. 


ADJUSTMENTS AT B.\LANCING TIME 

These include various items which must be charged, or .'lo'.vcd 
for, before ascertaining the net profit. Outstanding l.'a.oiiities and 
accruing im'.ome must be brought to account, expenses prepaid 
and uiH'xpired income and expenditure must be apportioned, 
provision must b(‘ made for depreciation of assets, while reservi s 
must be created for any expected gains and losses, e^e. 

Interest on Capital. This is a very usual adjusiinent where there 
are partiu rs in a business. If iho same amouriL of capital had been 
iip’^irU'd ('Isewhero, it would have earned interest, and the business 
is, ih<>]refon\ charged with some rate, usually 5 per cent. Interest 
Accoi|it is debited and the partners' Capital ov Drawings Accounts 
an' credited with the amount. Such interest, howevcT, is not aclU' 
t£r>y paid the partners; nevertheless, it operates as a lo.ss to tlie 
business, beiilg a charge against the ]m)iit.s, and as a gain lo the 
partners, beca^ise it increXse.s ilieir ('.apital. 

Outstanding Liabilities. It very rarely happens that all the liabil- 
ities arc entered in the books at the dale of the half-yearly or 
yearly balancing. The 30th 'June and the. 31st December seldom 
occur at the cud of a week. They may fall in, or about, the middle 
of the week. This means that lwo, three, or four days* Wages 
and Salaries must be estimat;:d and charged. Those wages and 
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salaries, though not payable, have accrued due; and they musf 
be debited to Profit and Loss, as a year’s accounts must contain 
a year's Wages and Salaries; not a year less three or four days. 
Again, Rent is payable on certain fixed quarter days, and the 
half-yearly and yearly dates, i.e. Midsummer and Christmas, are 
241h June and 25th Diicember, respecUV('lj\ The Rent for the 
odd days up to the end of the trading period must, therefore, be 
calculated and debited j.o Profit and Loss, so that a year s accounts 
shall contain a year’s rent. In the case of Kates and Taxes, tlie 
foregoing remarks will also apply, if the ratealilc year does not 
coincide with the trading year. These expenses should be debited 
to tlieir appropriate Ledger accounts, and credited to an Outstand- 
ing Exi)cnsc.s Account. More often than not, however, no Journal 
entry is made; the accruing amoiinls arc debited in their Ledger 
accounts for the. old period, and brought down as credit balances 
in the same accounts for the new period. 

Accruing Income. It sometimes hapiKiis that certain income has 
accrued due, tliough it is not actually payable, to the firm. Wl}ere 
part of the premises has been sublet, Rent Receivable up to tlic 
time of balancing must be calculated and taken as a profit to 
Profit and Loss. Sundry Debtors for Rent ” should be debit'd 
and “Rent Receivable" credited; or the accrued rent may be 
adjusted in the Rents Receivable Account itself, by crediting the 
amount on one side, and bringing it down as a debit balance on the 
other side. There may also bo some Dividends due on Consols or 
other investments. Thc.se should be d^ bited, less tax, to an Out- 
standing Dividends Account, and credited a Dividends on Invest- 
ments Account, this latter account being duly transferred to the 
credit of Profit and Loss. 

Apportionments. Expen.ses are sometimes paid which extend 
over twe/or timee years, such as those for Advertising. A propOi- 
tionatc amount must be calculated each year, and taken as a loss 
to Profit and Loss. In cases where Telephone, Rent, Trade Sub- 
scriptions, Fire Insurance, etc., are paid in advance, ji 
covered by the payment docs not coincide with the Iradir^ year, 
the unexpired values of such payments must be<deduct</l from 
the amount spent, and carried forward to the next year; so that, 
of the amount sjxmt, only that portion will be clj^^d to T?t^t 
and Lo.ss that really relates to the current year. adjustment 
may be made by means of a Jouritftl erAi^, e.g. dotjiiting an Um x- 
pired Insurance Account and crediting fnsurance Account; or it 
may be made in the Insurance Aqcount itself, by crediting the 
unexpired amount on one side, anft bringing it down as a debit 
balance on the other side. Not only is it necessary to apportion 
expenditure,, but it is also necessa^ to apportion any income re- 
ceived in advance, such as Apprentice Premium, Royalties Req^iVcd 
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in Advance, etc. The income received should be divided by the 
number of years over wliich it extends, and this will give the 
amount to be taken to Profit and Loss as the current year's share 
of such income. The adjustment may be made either in the 
Account itself, or by means of a Journal entry, e.g. in the case of 
Apprentice Premium, debiting Apprentice Premium Account and 
crediting an Unexpired Apprentice Premium Account, 'flie former 
method is usually adopted in practice. 

Reserves for Expected Losses. Of the Sundry Debtors a certain 
mil Fiber may be more qr h;ss doubtful debts, and provision must be 
made tlierefor. This will be done by debiting Profit and Loss, and 
crediting a Bad Debts Reserve with the estimated amount, or with 
a certain percentage of the total debtors : or, aliemativcly, debiting 
liad Dt‘bts Account and carrying the amount down to the credit. 
Again, the Sundry Debtors may be subject to cash discount. Pro- 
vision is made for this 1()SS by estimating the amount, or by taking 
a certain percentage of the good debts, i.e. the Sundry Debtors 
loss the new Bad Debts Reserve. Sucli amount is then debited 
fo Profit and Loss Account, and credited to an account entitled 
Reserve for Discount on Debtors; or, alternatively, debited to 
Discount Account and carried down to the credit. In addition 
to these two reserves, a Reserve for Income Tax should be made 
(in the case of a company) by debiting Profit and Loss Account, 
and crediting Reserve for Income Tax with the estimated amount 
of tax payable. A Reserve for Audit Fee is generally made, so 
that the auditor’s charges may appear in the same set of accounts 
that he has been checking. Otherwise, the audit fee for one year 
would appear in the next year's accounts, as the auditor cannot 
send in his account before he has done the work. 

Reserves for Expected Gains. If the Sundry Creditors are su])ject 
to cash discount, and are shown on the Balance Sheet at Ihcir 
full figure, it is quite evident the liabilities have been overstated. 
The amount of such discount is, therefore, estimated, or calcu- 
lat^id ‘by means of a certain percentage of the total creditors, 
and then credited to Profit and Loss Account, and debited to 
an aclount entitled Reserv'e for Discount on Creditors; or, alter* 
natively, credited to Discount Account and brought dowm to the 
<f(?bit. 

Upwed .Stocks. It often happens at balancing time there are 
some unused fS^ocks of printing and stationer}^ and of catalogues, 
sample books, circulars, posters and other advertising material. 
Tb$.YiaJua..QfJbQSe jKtusJ be the ainpunt spent for 

printing and stationery, .^yeitising^ etc., so that only the amount; 
actually, usedjs debited « to and Loss. These remarks will 

ilsio apply to coal, fuel, etc. Only the amount actually used ifiust 
be debited to Trading Accouiit. The unused stocks of printing 
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c'lnd stationery, advertising material, coal, coke, fuel, etc., must be 
shown as assets ou the Balance Sheet. 

Depreciation of Assets. All the wasting asst'ts must be depre- 
ciated, i.e. ascertain amount must be written olt their book value, 
as they are obviously worth less after each year’s use. A fixed rale 
of 10 per cent is generally written off Plant and Machinery, about 
5 per cent off Furniture, Fixtures, and lultings, and 2i per cent off 
Land and Buildings. general schedule of rates can be laid dov. ii, 
however; and tlie}^ will, consequently, vary according to circum- 
stances. Such a los-i is undoubtedly incurred, althougli indii'cctly, 
in the earning of tlie profit, «ind must be charged or set off against 
it. A Depreciation Account is opened and debited with the amounts 
written off, the asset accounts being credited. The Di'prcciatioii 
Account is then closed by transfer to Profit and Loss. 

V National Health Insurance, etc. This is an item which requires 
adjustment before the books are closed. By the National Ilealtli 
Insurance Act, 1920, and the Widows', Orphans’, and Old Ag(^ 
Contributory Pensions Act, 1925, all manual workers aged 16 and 
upwards, whatever their caniings, and, with a few (*xci“]Hions, all 
other workers whose remuneration does not exceed £250 per annum, 
are compelled to contribute, jointly with their employers, to the 
National Health and Pensions Insurance Fund. The employer 
buys sheets of Health Insurance stamps, for whicli he pays (nor- 
mally) Is. 6d. a stamp in the case of men, and Is. Id. a stamp in 
the case of women. Each week, however, he deducts (normally) 
one-half from the wages of each insured employee'. The purchase 
of the stamps is debited to a Health Insurance Account. The wages 
paid are debited to a Wages Account, and the salaries to a Salaries 
Account; both accounts are, of course, below their actual figures 
owing to the deductions. The Health Insurance Account is ai'O 
in excess of the proper amount, because part of the expenditure ha 
been recovered from the workpeople themselves. An adjustment 
must be made debiting Wages Account and Salaries Account, 
and crediting Health Insurance Account, with the tetal ^f4i)e 
deductions. This will raise the Wages Account and the J|ilarios 
Account to the proper sums, and, at the same time, reduce tlierleallh 
Insurance Account to the amount actually borne by the cnijiloyer. 
A similar adjustment must also be made for the rates^.f 

contribution. 

Unemployment Insurance. Uneritplojfeipnt insutance was first 
introduced in the National Insurance Act of 1911, but in 1920 
the scheme was amended very considerably and embodied in the 
Unemplo 3 nnent Insurance Act, 192U. By this Act, compulsory 
iiis^irance against unemployment is required of practically all 
pejrsons in respect of whom Health Insurance contributions are 
j^aiyable, Qther than outworkers, persons employed in agriculture. 
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'and private domestic servants. Tliis weekly contribution required 
of employer and employed is set out in the following table — 


Mi‘n of 18 mid over 
Woint'u (»f 18 and over 
Buys of 16 and imdor 18 
Girls of 16 and undei 18 


I'rom Frotn Total Value 

Jinifdoyeii. Employe}' of Stamp. 
7d. 8d. ^ Is. 3d. 

6d. 7d. Is. Id. 

3id. 4d. 7id. 

3d. 3id. ejd. 


As in the case of tl.e Health Insurance Account, an adjustment 
will be necessary in c rd r to raise the Wages Account and the 
Salaries Account to their proper figures, and to reduce the Unem- 
ployment liLSiirancc Account to the amount that has to be borne 
by tlio employer. 

. Note on Health and Unemployment Insurance, 'flie adjustments 
mc'iititjned in the previous two paragraphs will be necessary only 
in the ca.se of large firms and companies, who buy insurance stamps 
in quanliti(‘s at a lime. In the case of small firms, who buy the 
stamps as and when required, the procedure is to draw the full 
wages, and deduct the insured employees' contributions. To the 
deductions is added the amomit of the firm’s contributiqps, and 
with tlu’ total sum the requisite stamps are then duly purchased. 


CLOSING ENTRIES 

Definition. Closing entries are the Journal entries by rneans of 
which (rt) the Stocks, Purchases, Sales, Returns, Wacres, C oal and 
('oke, etc., arc transferred to tlie Trading Account, (/>) the various 
Gains and Losses to the Profit and Loss Account, (c) the net profit 
or loss, and the Drawings (if any) to the Capital Account. 

How Accounts are Closed. Nominal accounts, i.e. those denoting 
gains and losses, arc closed by transfer to Trading Account or 
Profit and Lo.ss. Personal accounts, i.e. those of debtors and cred- 
itors, are usually closed by actual receipt or payment of the money. 
Beal or •Property accounts, i.e. Plant and Machinery, Fixtures, 
etc.,,- are not closed, being merely balanced. To close an accoimt 
witlf^a debit^balance, it must be credited with the amount required 
to make the two sides equal; and to close an account with a credit 
"Balance, ••i^vjpust be debited with the amount required to make the 
two sides equal. The accounts containing losses, being debit bal- 
ances, must be crediteA ** By Profit and Loss**\ and the gains 
being credit balances, must be debited "To Profit and Loss, 
Formula for Closing Entries. In actual practice, the closing 
entries are frequently made^direct from the Ledger accounts them- 
selves to the Trading and Profit and Loss Account ; but, in exam^^ , 
tion work, it is often necessary to know how to make the 
Journal entries. All the items (except Stock at finish, 
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etc.) are obtained from the Trial Bcdance. In business, the Stock' 
at finish can be ascertained only by actual stock-taking, but in an 
cxercivSe it is definitely stated. Sometimes, there is no Slock at 
start in the Trial Bakuice, and this fact greatly perturbs sludenls. 
But it is quite in order. In the first year of business the capital 
may be all in money ; everything has then to be bought ; and so the 
first year's Trading Account will start wjth Purchases instead of 
Stock. There will, howgver, be a Stock at finish* The method of 
procedure is, therefore, as follows — 

u T. l)ebit Trading Account tvith the total of the following: Stock 
1at start, Purchases less Returns, Wages, Carriage Inwards, C'oal 
and Coke (if any), and credit each of these accounts. 

■ 2. Credit Trading Account with the total of Sales less Returns, 
Stock at finish, and debit the accounts named. 

I 3. Subtract the debit total of Trading Account from the credit 
total of Trading Account, and the balance will be the gross profit. 

‘ 4. Carry down the amount of th(' gross profit to the credit of the 
Profit and Loss Account, debit Discounts Received Account, and 
other Profit Accounts (if any) with their riispcctive amounts, and 
credit ^ofit and Loss Account with the total of all these gains. 

. 5. Debit Profit and Loss Account with the total of all 1 he losses 
shown in the various accounts, and credit each of the latter. , 

6. Subtract the debit total of Profit and Loss Account from the 
credit total of Profit and Loss Account, and the balance viall be the 
.net profit. 

7. Debit Profit and Loss Account, and credit Capital Account, 

with the amount of the net profit. ‘ 

;,8. Debit Capital Account, and credit Drawing Account, with the 
amount of the Drawings (if any). ’ 

* fn the event of a gross loss, this will be debited to Profit and Loss 
along with the other losses, as stated in No. 5. 

^In the event of a net loss, Capital Account must be debited, and 
Profit and Loss Account credited, with the amount thereof — ^in fact, 
just the reverse procedure as for No. 7. 

BALANCE SHEET 

% 

Definition. A Balance Sheet is a statement prepare'’ from tiife 
books of a concern showing the debit and credit baJdnees thereof, 
whether actual assets and liabilities orTiot,^Lnd the balance, whether * 
of Capi^l, Reserve, or Profit, at a given date. An alternative 
definition is " a Balance Sheet is a gtatement drawn up at the 
end of each trading or financial peri(fe, setting forth the various 
ass^s ajnd liabilities of the concern as at this date.'* It is also, 
described as a classified summary of the debit and credit balances^ 
exisiSng in the Ledger after the Pro|t and Account has bee». 
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<3Dnstrucled. This is because a Balance Sheet often contains items 
which cannot, strictly speaking, be characterized either as assets or 
as liabilities. 

What a Balance Sheet tells us. A properly drawn up Balance 
Sheet should give us information on four important pojnts — 

1 . The nature and value of the assets. 

2. The nature and extent of the liabilities. 

3. \Vl)cther the firm is solvent. 

4. Wliether the firm is over-trading. 

If tile assets exceed the liabilities, the firm is solvent, that is, 
able to pay its debts in full. A business is, therefore, solvent by 
tlic amount of the capital in it, since Capital itself is the excess of 
ri'^sets over liabilities. The last point, No. 4, concerns the stability 
of tlic business. If the total of the debts due to Creditors (including 
Bank if an overdraft) is greater than the liquid assets (Casli, Invest- 
ments, Bills, etc., i.e. the resources readily available to pay them), 
the position of the firm may be financially unsotind. Where debts 
are being contracted without sufficient means of payment, the firm 
is said to be over-trading. Further, for the position to be quite 
sound, there should be some working capital, that is, some spare 
liquid assets available for current expenditure. It is not a wise 
policy to lock up the capital in fixed assets. It means that the firm 
must evcmtually resort to loans, the interest on which absorbs the 
])rofits. The concern may, therefore, be .sohent without being 
sound. 

Qiffyejice between a Trial Balance and a Balance Sheet. A Trial 
Balance is a list of all the Ledger 'RAlai'ices, not only assets and 
liabilities, but also gains and losses. A Balance Sheet is a list of 
a pari only of the Lodger balances, i.e. those remaining after 
the profit and loss items have been dealt with — assets and 
liabilities. 

Controversy re Form and Headings of Balance Sheet. In the 
Ledger, the Assets appear on the debit or left-hand side, and the 
LTSbilities* on the credit or right-hand side. Since the Balance 
Sheet purports to represent the state of affairs as shown by the 
books of the business, it follows that the assets and liabilities should 
ajHpear on tiie same sides of the Balance Sheet as the sides they are 
on in til? ’]f«dger. But, in the English form of Balance Sheet, 
the sides are rcversi'.d. ^This is no doubt owing to the mistaken 
idea that the Balance Shoot -is an account, whereas it is really 
only a statement. What may be said to be the more teclmically 
correct form is, however,'* in ^sc by American, and by some English 
and Scotch accountants ; but the mode of stating the assets on the 
right-hand side and the liabilitirs on the left is now almost umver- 
sally accepted. Some accountants still maintain that the B^nce 
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Sheet is an account, and one that shows the relation of the bus?* 
ness to the proprietor and to outsiders; that the business must, 
therefore, be credited with its possessions, i.e. the assets, and 
debited with its liabilities («) to outside persons or creditors; (&) 
to the proprietor for capital Other accountants regard this as a 
lame attempt to justify an otherwise indefensible position, and 
characterize it as an extravagant and convenient fiction. The 
earlier writers on English book-keeping did not constnict a Balance' 
Sheet at all, but only a Balance Account, the sides of wliicli corre- 
sponded exactly with the sides of the Ledger, viz. assists on the 
debit side and liabilities on the credit side. The pn'seribed I5alance 
Sheet attached to the Companies Act, 1862, seems to have been 
responsible for fixing the present form of Balance Shec*< Not onlv' 
upon the form, but also upon the nomenclature of tht Balance 
Sheet, there has raged a protracted and, at times, acute contro- 
versy. A Balances Sheet, not being an account, does not require 
to be headed with the contractions Dr/' and *' Cr." ; while the 
words ** To " and '' By," prefixed to the liabilities and assets 
respectively, are equally superiluous. TJic headings “ Assets " and 
" Liabilities " have also evoked much criticism. Alllioiigh not 
entirely satisfactory, they are mainly correct. Other items, it is 
true, arc met with which cannot be so classed, viz. Reserves, Sink- 
ing Funds, Preliminary Expenses, Income received in Advance', 
etc. Balance Sheets are sometimes met with in which the headings 
" Assets " and " Liabilities " have been omitted altogetlier. The 
suggested headings: Capital Reserves and Liabilities; Property, 
Assets and Expenditure ; still fall short of exactness. Liabilities 
and Sundry Credit Balances, Assets and Stmdry Debit Balances, 
would bo nearer the mark; while the headings, Ledger Credits, 
Ledger Debits, would be exact designations though not very exjdaj i- 
tory. In double-entry bc'ok-kecping, a business is regarded as a 
separate entity, that is, as existing apart from the proprietor of 
it. The Balance Slioct is, therefore, the Balance Sheet of the busi- 
ness, and not of the proprietor. That is why Capital is shown as 
a liability, being a debt due by the business to its proprietor. "^*ln 
his private Balance Sheet, the proprietor would sho^y as one of his 
assets: ‘'Capital in such and such a Business." This is quite in 
harmony witli the principle of double entry. ^ j, 

1 Order of Stating Assets and Liabilities on a Balance Mieet. The 
question often arises, in the student's giiiid, as to the order in 
which the assets and liabilities should be entered on the Balance 
Sheet. Wliich should come first? Which should follow? Which 
should come last? And what is tl|e reason for any particular 
order? Different methods are in vogue in business. By one method, 
the Assets are stated in the order of realizability, that is, the order 
in wbicli they can be converted into Cash ; while the Liabilities are 
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^'tated in the order in which they would be discharged, that is, paid 
off witli the cash realized by the sale of the assets. The arrange- 
ment is as follows — ^ > ' 

BALANCE SHEET ' C 


Liabilities. 
Dill'-j Payable . 

]^O^lUS 

Crcflitors 

Outblaudiiig Expenseb 
Incdiue Received in 
a<ivanc^‘ 

Partners' Advances . 
Capital A/cs . 


Assets 

1 1 i 

Cash 

. 1 .- ' ' 

Investments . 

•]! ; : 

Bills Recenable 

11 ! : 

• ! 1 

IX'btors 

• l! i 

Stock-in-trade 

■ M i ! 

Plant and Afacliinerv 

•*l ' ! 

I'uniiluro and Fixtures 


J-and and Buildings 

•i( ■ ; 

Goodwill 

•ji 1 


Tne^y^ircd Values , 




li i 


1 li 1 



By another method, tlic Assets and Liabilities are stated in the 
order of permanence, tlie fixed assets and liabilities taking precedence 
of the floating assets and liabilities. 

Th(^ IhiJanoe Slioets of some commercial concerns, e.g. banks, par- 
take of both methods, the Assets being stated in the Cash order, 
and the Liabilities in the order of pcrmaneince. Another variation 
is sometimes met with in practice. The floating assets and liabilities 
are marshalled first, but 11 k‘ Liabilities begin with e Lieditors, 
and the Assets with the Debtors. Cash is sometimes plated next 
to the Bills Receivable, and sometimes last of all. 

In the case of a bank the cash is put first as showing its stabilit\' 
— it being theoretically said that the first item strikes ihe eye most. 


AaMERTCAN BALANCE SHEET 


mr * 







A ssets 




Liabilities 



Cash . f . . 




.Mortgages 



In vestments . 




lionds .... 

i 






Accounts payable , 


j 

Plant anj^ia^inory 




)*»ills payable . 



Slock .... 




Outstanding Expenses 



Accounts receivable 

c 



Capital 



Bills receivable 

1 



Reserve 



(joudwill 

Patents, etc. . 

d 

4 

1 


Profit and Loss A/c 

1 




! 



! ! 

> 


1 J 


i 1 
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Worked Examples. We now propose to give exercises, oife 
fairly easy and one more difiicult, on tlie preparation of a Trading 
and Profit and Loss Account and Balance Sheet' and to show the 
full working of the same. The student should not be content to 
follow the key mentally, but should actudly work the exercise in his 
own books* step by step with the key. He should then work and 
re-work the exercise without the assistance of the key, and should 
not pass on until he can do it accurately. 

\,®KampIe i. From fhe following Trial Balance, extracted from 
the books of J. & J. Robinson, prepare a Trading Account and a 
Profit and Loss Account for the year ended 31st December, 19, 
^and a Balance Sheet as on that date. 


TRIAL BALANCE Dr. ^ Cr. 



£ 

5. 

d. 

£ 


d. 

James Robinson, Capital Account . 




5,000 

- 

- 

Joshua 




4,000 

_ 

- 

James ,, Drawings Account 

437 

mum 





Jc>sliua ■ „ ,, „ 

243 

11 

7 




[.and and Buildings 

2,500 

- 

- 




Plant and lVIacliiiier\' 

1,420 

17 

7 




Pumiture and Fixtures . 

125 

8 

4 




Carriage 

437 

1 

4 




Wages (Manufacturing) , 

2.147 


1 




Salaries ..... 

467 

mum 

- 




Bad Debts Reserve (as on Ist Jan., 







19..) 




247 

6 

2 

Sales ...... 




9,122 

16 

9 

„ Returns .... 

176 

2 

7 




Bank Charges and Interest 

14 

4 

6 




Coal, Gas, and Water 

72 

1 

7 




Rates and Taxes .... 

84 

7 

6 




Discount Account (balance) . 




12 

B 

6 

Purchases ..... 

4.216 

17 

2 


B 


„ Returns 




846 

B 

2 

Bills Receivable .... 

127 

10 

- 




Trade Expenses .... 

49 

7 

9 




Sundry Debtors .... 

3.781 

15 

9 

• 



Sundry Creditors .... 

i 



1,217 

15 

1 

Stock {1st Jan., 19. .) . 

2,642 

14 

8 

• 



General Expenses .... 

149 

1 

5 




Fire Insurance . . , \ 

49 

15 

- 




Appa:entfe:e Premium 

* 




- 


Cash at Bank and in hand 

1,344 

4 

• 

• 

■ 





/:20,496 

7 

8 


7 


X 1 


r" 





Charge Depreciation on Land and Buildings Account at per 
cent* on Plant and Machinery Account at 10 per cent* and on 
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rurniture and Fixtures at 10 per cent. Make a reserve of 5 per cent 
on the Sundry Debtors for Bad Debts. Carry forward the foDovving 
unexpired amounts — 

(1) Fire Insurance . • . . £12 7* 2 

(2) Rates and Taxes . . . . 24 2 6 

(3) Apprentice Premiums • . . 40 - - 

Charge 5 per cent Interest on Capital ^but not on Drawings. 
Profits and Losses are to be shared in the following proportions: 
James Robinson, five-ninths. Joshua Robinson, four-ninths. 

The value of the Stock as on December, 19. Was agreed 
at £2,939 95. 3d. {Royal Society of /Ir/s.) 


(i) Journal Entries for Adjustments 

JOURNAL Dr. 


Cr. 


19. . 


i 

£ 

5., 

d. 

£ 

s.; 

d. 

Dec 31 

DeprcoKitioii 

. 

217 

14 

7 




Tu J.an<l nnd Biiilfliiigs 

. 




62 

lo; 

- 


2.1% ')f £2.500 









i'u Plant iinil Machinery . 





142 , 

is' 

9 


10% of £1.426 17s. 7d. 









To FuiJiiture and Fixtures 





12 

1C 

lU 


of /125 8s. 4d. 








„ 31 

Uiioxpircd Fire Insurance . 


12 

7 

2 





lo Fire Insurance . 





12 

7 

o 


Transfer of amount prepaid. 








.. 31 

Unexpired Rates and Taxes . 


24 

o 

6 





To Rates and Taxes 

, 




24 

2 

(> 


Transfer of amount prepaid. 








•1.. 31 

Apprentice Premium . 


40 

- 

- 





To Unexpired Ap^entice 

Pre- 








ipiuni .... 





40 

*- 

— 


Transfer of amount prepaid. 








.7^31 

^tercst on Capital 


450 


- 





Tit James Robinson, Capital A/c. 

j 



250 


- 


5% on £5.000. . 



1 






To Joshua Robinson, Capital A/c. 




200 

- 

- 


5% on £4,000. 








., 31 

Bad Debts Reserve 

. 

58 

4 

5 





To Provision for Bad Debts 





58 

4 

5: 


Old Reserve . • £247 6 









Less New . . 189 1 

9 
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(2) Closing Entries 

JOURNAL 


19.. 
Dec. 31 


Tro,(lvng Account 

To Stock (nt comincncomcnt) 

,, Purcha^ses . £4,21(> 17 2 

Less Returns 84(3 2 2 

,, C-irik'ii'c f 

,, Coal, Gas, and \Valor . 

B: ',1 ri M ce s 1 r. I ! isf c 1 rc J . 


Sales . 

Less Returns 


/:9.122 16 9 
176 2 7 


f 5.1 ci:. 
8.(k59 181 8‘ 


Stock (at close) . . . .jj 

To T.Vadmg Account . . .jl 

Tial.mc-cs transferred. 

31 'i rading .Account (gross profit) 

Discount ..... 
A] ]irenticc Preininin . 

Less Amount c/f . 40 

Bad Debts, Old Reserve /247 6 2i’ 
Less New Provision 189 1 9 

To Pr<3fit and Loss Account 
B 1 1 a nces t ransfe rred . | 

31 Profit .and l-^jss Account 

To Salaries .... 

„ Bank Charges . . ' 

,, Trade Exjjenses . 

,, General Expenses 
,, Fire Insurance £49 15 - 
Less Amount c/f 12 7 2j 

,, Rates aiid Taxc;s £84 7 6 

T.ess Amount c/f 24 2 6 

„ Depreciation — 

Land and Buildings . 

Idant and Machinery 
Fixtures and Fittings 
lntcrc.st on Capital — 

James Robinson 
Joshua Robinson 
Balances transferred. 

31 Profit and Los.; Account . ^ 

To Capital A/c, ]as. Robinson, 

josh. 4 

Respective sliares of profit 
traflsferred. 


8.94(i 'N 
2.939 1 9 


3,216 I 4 9 
12 • 7! 61 ! 


1.445 111! 1 


2,642 In' 8 


3.370 15, 

437 Ij 4 

2,147 (). 1 

72 1 1 7 


ll.SSf. 3. 5 


3 296 il(> 8 


467 10, 

14 4i (S 
49 7 9 
149 1 


37 7 10 


1.851 5i t 


‘ 60 5*-- 

62 10 
142 13 9 
^12 UJLU» 

250 - - 

200 - - 


1,028 9 9 

822 15 10 


t 
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JOURNAL — continued. 


19.. 
l.)v‘c. 31 



L’ 

s 


Capital A/c — James Robinson 

437 

10 


To Ills Drawing A/c . 



437 

Balance transfern d. 



f • 

C.tyutal A/c — Jo.shua Robinson 

246 

n 

7, 

'I'o his Drawing A/c . 



24 () 

Balance lransf<‘rrcd. 

j 




Note 1. As ;i disiiiiction is made in the Trial lialance between Trade 
iLKiM nses and General Expenses, the funner may be debited to Ticuiiiig 
Atcoimt The .siudent should provide a note explaining that such expenses 
luue beeii «assimied to b^ prc.ductive or manufacturing exp'enses. 


TRACING AND PROFIT ANO LOSS ACCOUNT 

l‘'oR riiE Vr iK Kwi im', 3Nr Diif , 19-- 



:• 7 ! 

J 

d 

f. 

7.1 

14| 8 5 

To St. A k (.it st 11 1) 

,, r.ui h.4Scs 

.1 4 210 

17 


2,u42 

Lcis Rolurns 

.1; ^t'’ 

2 

2 


1 


.'■! ' ' * 

— 



15 - 

„ Carrwge 



; 43 ; 

l! A 

„ \Vai;i3. 

•i' 

1 

1 

! -.147 

oj 1 

„ (,o.'l. (Li^, and 
W.iUi 

1. 

1 

1 


i 

7 

,, h.il.iiKc (Gloss 
Pioht) 

•ii 



1 3.218 

i-\ 


/-<s? Ko^uriiS 
Slot k (.it fiiii.sli) 


!i i 

. 9,122 Hi 9! 

•‘i '-j ^'1 


8,9 Ih M 2 
2,939 9! i 


49'151 - 1 
.-.j 7|J.|| 

Klj 7| bll 
^4 2 


ToS.ilanis . 

„ iJ.uiK Char^i'=, etc. .j 
„ Tiacl( I'xpcuscs .!! 
„ ln-nci.il I VI tnws 
„ 1‘irc 

/on AnKiiiiit < ‘I 

„ Kales .ii’.d i.ixc. | 
LtfNi Auioiuit c/f 

„ Depreciation— ;j 
Land and Buikl- i 
inf;s2i% 

£2,.Sl»0 . 

Plant and Ma- 
chuii-rv, :i»% 
£1,421/1 ;s 7d. 1 
Furniture and,' 
Pittings, 10% I- 
£125 8s 4d.“*.l 

,, Interest on tap- ! 
— u-o , ,1 

J. Kobin^on, o 1 
/^.OOO .1 
Jos. Robinson, '[ 
5% £4.000 


„ Balance (Net ' 1 I 

Pjont)-— ! I ,j 

J as. Robinson, S 0 9! 

Jos. Robinson, J 822 15 10 j 


4l>7' 10, - I By 1 railing A;c (Gross ;; 


49. 7j 9 I „ Disioun’s 


149i l! 5 



Apprenlice Pre- I 

mium , . .50 - -I 

Less Amount c/f 'I 40j - 

Bad Debts Reserve ' 247 0 'jj 

Less New Piovi- ,! 

Sion, 5% £3,781 

I5s 9d. . »39 1 9 


Ibe tendency, ini 
217 14 7 modem jT.ai tic'e, is j 
to sliow in a separate 
coiitiimatum of the I 
Pioht and Loss Ac- 
count the adjust- 1, 
meiils (partuers' j 
salaries, if any. niid j; 
450 - - interest on tapit.il) ! 

and divisions of pio- '[ 
fits between the part- j| 
* ners. li 


- 1,851 1 5 “ 

£3,29t?il6! 8 


£3,29d;i«j 8 
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Note 2. Instead of showing the Rctnins as deduction from the Purchases# 
and Sales as above, some accountants ])refer to transfer the 'Returns to the 
Purchases Account and Sales Account The tiunslers would 

he made by Journal entries, thus — 


Doc. SaK^s Account 
.. To Sales Rot urns 

,, 31 Purchases Returns . 

„ 31. To Purchases Account 



5. 

d. 

/ 

S. d. 

17fi 

2 

7 

176 

2 7 

8-IG 

2 

2 

S4G 

2 2 


BAIJVAcE sheet as at 31st Dei'., !l' - 



£ 

s 

i/.i 

£ 

A 

</. 

Sundry CrcdUnr'^ 




l,217lI5 

] 

Unexjored .Appienticc 







Prtiinuin . 




40 

- 

- 

Capital Accounts- - 







JaiTirs Robinson, 







1 St J an 

■ 5,000 






Iiit^ rest . 

1 2.S0 

_ 





„ Share of 

I 

i l,02ii 






Profit 

9 

9 





! 6,278 

9 

9 




Lass Drawing-i 

j 437 

10 


5,840 

19 

Q 

Joshua Robias^'in, 





1st Jan. . 

' 4,000 






Interest 

I 200 


- 




„ Sliare of 
Profit 

1 822 

15 

10 





5,022 

15 

10 




Less Orawiiiits . 

246 

11 

7 

4,776 

4 

3 









£ 

11,874 


hi 







“i 

)i 




fj 

1 e 


As.fti, I 

Cash at Uai^k and in ' 
h.iurl . . j 

Itillv Receivable .! 
Sundry Debtors .i 
/.rts Had Debts ; 
Reserve . . i 

Stoek-iii' trade . 
Fnrnilur® & Fixtures j 
Li\s Deprcu.iUi 'O .[ 

Plant .and Machinery 


l! 


I 


3,781 1 15^ 9 
I8t>' 1 


r.»5l 8 t 
I'iilO 1(1 

7 

Tm Depreciation .jj 141'.' 13; t) 

I and and BuilduiKS J; 2,fnf)i ■' 
/-(f« Depreciation .ji 

|!- 

Vtiexpirod Fire In*.»ir* [; 

an<e . . 

Unexinj-ed Rates and [■ 

Faxes . J! 


G'2'H), 


I! 


£ j »•'<!. 

J lu 
127,101 - 


3,S‘V2:i 1 
2,9.391 y 


112 17 


1,284 

2,437 

12 | 

24' 


31 0 


I 


11,874 iy| 1 


'^-kample 2. A and B were in partnership as Manufacturing 
Ironmongers. Their Capital Accounts, as on iBst December 19. 
‘^were equal. The partnership agreement provided lhat A should 
\take £300 of the profits before B received any share. The balance 
was to be dividt^d equally between them. During the year ended 
31st December, 19. dr^^gs were made by A at the rate of £50 
a month, and by B at £6 a week. * ^ 

On 31st December, IsHlTOe Ledger Balances, ^n addition to 
those of the Partners' Capital and Drawing Accounts. WTre as shown 
belpw. , ^ 

On 31st December, 19. . , the Stock in hand was valued ?nd agreed 
at £6,928 4s. 6d., the Work in Progress was certified at £301 6s. Id., 
and the Loose Tools at £406 13s. 2d. • 

You are required to prepare a Trading Accountmnd a Profit and 
Loss Account for the year ended 31d December, 19. and a Bal- 
ance Sheet as on that date. Before preparing these acepunts, it is 
necessary tp^^take the following matters into consideration — 

L The Auditors called the Partners' attention to the fact that 
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the Leasehold Premises had not been depreciated in the past. The 
l(‘ase has 15 years to run, and it is decided to write off the book 
value by equal annual instalments. 

2. Ten per cent Depreciation is to be written off Plant and 
Machinery as on 1st January, and 5 per cent off the additions made 
during tlio year. 

3. £50 depreciation is to be written off Furniture and Fittings. 

4. Wages Account is found to include £41, paid to men who were 
occupied repairing machinery; and it is decided to transfer this 
amount to its proper account, and also to put through a transfer 
of £121 2s. 7d. as representing the cost of material used out of stock 
for such repairs. 

5. The unexpired portions of Rates and Insurance were, on 31sl 
Derc'rnbcr, 19. ., £27 2$. 3d. and £14 Os. Id. respectively. 

0. It is dv^cided to cri‘atc a Reserve for Bad Debts amounting 
to 5 prr cent on the Sundry Debtors. 

Noth. No intcTost on eii])itnl or drawings to be provided. 

)3ALAN('KS OF LEDGER ACCOUNTS. 31st Dkc , 19.. 


£ ^ 


('ash at Bank .... 


. 


, 

280 

*> 

8 

C'ash in hand ......... 

Platit and ^Slachinory (including additions during the year of 

37 

15 

2 

/ 345 2s ) . 





4.U1S 

2 

1 

l'’urnit\ir(3 and Fittings 





273 

14 

7 

Discount account (Debit Balance) 





47 

3 

1 

.’\T<uiufactunug Wages 





7619 

12 

iG 

Salaries ..... 






13 

6 

Purchases .... 





':f\747 

16 

11 

Carnage .... 





467 

4 

9 

OfJicc Expenses 





212 

6 

2 

Postage and SLitioncry 





**42 

15 

1 

r/:\asehold Binldnigs 





J.50f> 

- 

- 

Sales . ... 





34.242 

12 

7 

„ Returns .... 





347 

13 

7 

Purchases Returns . 





742 

12 

- 

Stock (Lst Jan., 19. .) 



• 


6.738 

- 


Sun by Debtors 


! 4 

Wa ■ 


9.261 

12 

6 

Work in Progress (1st Jan.. 19. .) 





276 

14 

11 

Advertising . . 



m 


117 

17 

1 

Bad Debts .... 





135 

2 

7 

Interest on Temporary L/Jaii (reucijd November) . 


6 

7 

10 

Loose Jan., 19..) 





431 

14 

2 

Rent, Rates, and Taxes 





346 

15 

3 

Insurance , . . • . 





92 

4 

2 

Commission . . . . 





114 

9 

n 

r.ighting and Hcati^jig 


• 



102 

4 

7 

Sundry Creditors , . . ' . ^ 

* 


« 

2,136 19 

{Royal Sociciy of Arts.) 



(In a question such as the above, the student should, if time 
permits, prepare a Trial RalaiiO',.) 
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(i) Journal Entries for Adjustments 


JOURNAL Dr. Cr. 


19.. 

• 

£ 

s. 

cl. 

i 

s. 

d. 

Dec. 31 

Dopreciatioii .... 

534 

n 

1 




To Ivca.se .... 




100 


— 


A of /1. 500 








To Plant aiic^Machinery . 

10% £3.673 Os. Id. = £367 6s.. and 
5% /;345 2s. = £17 5.s. Id. 




384 

11 

1 


To Furniture and h'jxtnre^ 
Amounts written oil re^ju'ctively. 




50 



.. 31 

Repau'i ..... 

168 

2 

7 





To M.iierials Used for Repairs .1 




121 

2 

7 


Wages .... 

For repairs to Machinery carried 




47 

1 

- 


out by own workmen. 



i 




.. 31 

Unexpired Insurance . 

1 To Insiirancf' .... 

1 Balance carried forward. 

14 


i 

1 

14 


1 

1 

j 1 

„ 31 

Un('.\])ired Rates . . .! 

To I'tent, Rates, and Taxes 

B.3 lance earned forw'aid. 

27 

2 

1 3 ; 

j 

27 

j 

! 

2 

1 

1 

; 3 

.. 31 

Provision for Bad Debts 

To Bad Debts Reserve . .t 

5% of Siiiulry Debtors, £9,26i 

463 

) 

1 

8 , 

1 

463 

1 

8 


12s 6d 








(2) Closing Entries 
journal 


Dr. Cr. 


19.. 
Deg. 31 


Trad i 11 g A/c 

To Stock . . . . 

„ Work in Progress 
,, Loose Tools. 

„ Purchases . /[‘JO, 747 

Less Returns 742 


16 11 


„ Manufacturing Wages 
,, Carriage 
Balances transferred. 


L 

35,521 

5. 

11 

d. 

9 

i , 

m ' 


.d. 




6,738 

- 

9 

• 



276 

14 

11 

• 



431 

14 

2 




20.005 

4 

11 




7,602 

12 

10 




467 

4 

1 

9 
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J( JDKN'Ar.. — conti'nuad. 


Dr. 


Cr. 


19 . 

Dec. 


31 


31 


31 


31 


.31 


31 



: 


£ ! 

s ; 

d 

1 

s. 

d. 

Sales . . . ;£34.242 12 

T 



i 

1 




Less Returns . 347 13 

7 



1 


' 



— 

1 


;!,!,so4 

19: 

1 




.Matcrwils Used for R(*]-airs . 

•1 


121 

2, 

7'( 




! Si ni k 

• ! 

h 928 

4i 





1 Wolk in Progre.ss 

. 1 1 

301 

G 

l! 




Knns« 'fools. 

J 



13 

2 




1 'fn 1 lading A/c 

•! 



i 


41.6,52 

5 

4 

1 Iki'.uicos transferred 

1 



1 





1 'fradiiig A/e 

^ 1 


6,130 

1.3^ 

1 ' 




1 To Drofil and Loss A/c 

• 1 





6. 1.30 

13 

7 

! (o;ubs Pn*lil transferred. 

1 



1 





i Diolil and Lus > A 'i 

.'i 

3,304 

12 : 

3 * 




i 'I'n i.)isi:oiint 


! 


1 


47 

3 

1 

j ,, SclaiRS 

. 

1 


, 


9G2 13 

6 

i ,, (.ilfu'e Kxpens< .s . 


i 


1 


212 

(> 

■2. 

! .. 1 \i 3e.gr and Sira loiK'iv 

• 1 




42 

15 

1 

I A l\'( rlising 


1 




117 

17 

1 

1 ,, i^ul iXbts . 

. 

1 




13.5 

2 

7 

1 ,, liilriest on Loan . 

. 

1 




G 

7 

10 

! Rent, ILUrs and 'Tax'ss 


* 


; ' 

I' 

319 

13 

— 

Insurance . 




1 i 


78 

4 

1 

Conninssani . 




! i 


114 

9 

n 

.. Lighting .ind Heating . 




1 * 


102 

4 

7 

j ,, IL'p.iri wition 




1 ' 


534 

P 

1 

i ,, Kepau.s 


! 


! j 


7k ^ 

2 

7 

1 ,, Provi.sion lor Ba»l Debts 






463 

1 

8 

j 1) ikinees trauTfened, 


1 



’ ! 




j Pn /fit and T,<.ss A'c 


1 

300 

i 

-1 

1 1 
1 

~ ij 




i To A -C apital A/c . 

. 

i 


1 


300 

- 

- 

' I ’rek'i eni i.tl i laiiu on prolus. 


1 

1 







' 1 kolit and JaiST A/c 


1 

2 526 

! 1 ; 

1 i 




: 'fo A- -C .'ipii.'il A/c 

. 

' 


i 


1,2G3 

- 

8 

1 ,, H-CajnialA/c 

.1! 


! 1 


1,203 

- 


ivespeclivo shares tif r-rofit trails- 1 



1 





j ieiTCil. 


1 

! 


1 

i 


i 




( '\p]1 111 A/c 
'In Ills Pruning A/c . 
liil.iiu'c Irnisfi-imd. 


GOO i 


I i ' 


;<i 


D— -Capital A/c 

To his Dra^ving A/c . 
IJal.iacc translorred. 


312 


GOO 


.312 
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TRADDIO AND PROFIT AND LOSS ACCOUNT 


V’ For the Yeah Ehoino 81st Dec., 19 — Cr. 



£ 

5. 

d. 

£ 

s. 

d. 


£ 

s. 

d. 

£ 


d. 

To Stock, Ifit J;tik 




6.738 

- 

2 

By Sales . 

34,242 

12 

7 




„ Work in Progress, 







Less Returns . 

347 

13 

7 




Isl Jan. . 




276 

14 

11 






33,8i)4 

19 


„ Loose Tools, 1st 







„ Materials used for 







Jan. 




431 

14 

2 

Repairs 




121 

2 

7 

„ Purr liases . 

20,747 

16 

11 




„ Stork, 31st Dec. . 




6,928 

4 

6 

Less Returns 

742 

12 

B 




„ Work in Progress, 








— 

9 

9 


4 

11 

3lst Dec. 




301, 

(S, 1 

„ Manufacturing 


m 

9 

flUHl 



„ l.oose Tools, 31st 




i 

1 

Wages 

7,649 






Dec. 




4()(j 

13 ’ 2 

Less Transfer to 


nn 

9 









1 

Repairs A/c . 

47 

H 

9 









‘ 



B 

— 

7,602 

12 

10 






i 

„ Carnage 


H 


467 

4 

9 






1 

„ Balance tGro.ss 


■ 










1 

Profit) c/d . 


V 


0,130 

13 

7 






1 





— 


— 







*— 

- 



I 


41.652 


4 





11,652 

3 

4 

To Discount . 


1 


47 

3' 

1 

By Balance (Gross 



1 




„ Salaries 


H 


962 

13 

6 

Profit) b/rt 




G,L3U l.> 

7 

„ Otiice Expenses , 




212 

6 

2 






, 

„ Postage and Sta- 


H' 










1 

tionery 


H 


42 

15 

1 






1 

„ Advertising 




117 

17 

1 






1 

„ Bad Debts . 


H 


135 

2 

7 





•- 

1 

„ Interest on Loan . 


H 


6 

7 

10 







„ Rent, Kales, and 


H 








1 


i 

Taxes . . J 

346 

15 

3 







; 


i 

Less Amount »:/i; 

27 

2 

3 









! 






319 

13 

- 






i 

„ Inunrance . 

92 

4 

2 










Lt *« Ameum c/1 

14 

- 

1 









1 





78 








f 

„ CortuaifSKiii 




114 

9 

11 






t 

1 

„ Lig’cng and 












1 

H» aling 




102 

1 4 

7 






i 

„ Dcpi-tc:.AUon — 












} 

Lea^tfi, /V of 









[ 




£l.S00'. 




too 

- 

_ 








Plant and Ma- 














chiiierv. ll'% 














£3,673 us. Id 

367 

6 

— 











Plant and Ma- 













chinery, tt% 












i 

£345 2b. 

17 

5 

1 















— 

:184 

11 

; i 








„ Furniture and 














Fixtures 





_ 

_ 








„ Repaiis^— 














Materials used . 

121 

2 

7 











Wages paid 

47 

- 

- 













— 


168 

2 

7 








„ Provision for Bad 














Debts, .5% 














£9,261 Pis. 6d. 




463 

1 

8 








„ Balance (Net 










i 




Profit) c/d . 




2,826 

1 

4 








* 




£6,130 

13 

7 





£0,130 

13 

7 

To A— -Capital A/c as 







By Balance (Net Pro- 







vu r agreement . 






- 

fit) b/d 




2,826 

1 

4 

„ Balance — 







t 







A- Cap’l A/c, 4 

1 .263 

- 

8 




w 







B~ .. 4 

1,263 

— 

8 













— 

— 

2,526 

1 

4 

1 










1 1 

£2,826 

1 

4 





£i,m 

1 














mm 
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BALANCE SHEET as at 31 st Hbc., 19— 


friabilities. 

£ 

s. 

d 

£ 

4 

d. 

Sundry Ci editors . ! 




2.136 

lal 

- 

Cni'ifal Acconiiis -- ' 







A — 1st ]ari ,1s)- 1 

9,000 


« ' 




Add Share of ' 







I’lolit . .1 

, 1,563 

- 

0 

• 




10.503 


a 



1 

Dmwirii^s 

600 

- 






— 



9,963 



B- -Kt - 

9,000 1 






Add SInre of 

* 1 

1 






I'roiit 

: l,263j 






' 

i 10/203 

_ 

i 




Drawings 

i 312 

- 

1 _■ 




1 

1 



* _ j 

9,951 


8 


i 

1 


1 £*; 22,051 


u 


.4 •szrts. 

f. 1 

ii 

r • 

d 

£ 

s. 

Gasb in hand . 

1 37.15 

2 ‘ 



Cash ;it Bink . 

, 280 

o 





— 


- I| 

317'I7 

Sundry Debtors 

1 9,261 

li 

-6ii 



.Cfss Bad Debts 



1; 



Reserve . 

! 463 

I 

8’: 






'--'i 

8,798 10 

Stock 



H 

6.928 

4 

Work in Proprress . 

! 


i! 

301 

6 

Loose Tools « 

! 


il 

406 

13 

Furniture and Fix- 

! 


1' 



tUF'^S 

273 > t 

7 



Less Depreciation 

50 

- 






— 

-;I 

223 

M 

l-ea«.fhold Buildings 

1,500 

- 

1 


■ 

Less Depreciation 

100 

- 

1 -i' 


■ 


— 


I _ 1. 

1,400 

B 

Plant .'ind Macbinciy 

4,018 

2 

! r‘ 


■ 

Tress Depreciation 

384111! r. 


1 




— I 

3,033; U 

Unexpired Rates 

• 


'1 

27 

2 

Unexpiird Iiisiiratu e 



ii 

14 



!' 


c\ 

22 05 1 



Another nieihod of adjustment is. to transfer the £121 2s. 7d. 
(MatoriaJs used for Repairs) to the Purchases Account and state 
the amount net — also to set tlic £406 13s. 2d. against the £431 14s. 2d. 
(Loose Tools), showing a net figure of £25 Is. as " Consumption of 
tools/' or Tools used." Similarly, " Work in progre.ss " is fre- 
quently adjusted with sales, and the item described as " Production." 


SPECIAL POINTS TO WATCH IN EXERCISES 

Period Covered by the Trading and Profit and Loss Account. 
This is a point that should be carefully noted by the student. If 
it is not defiiiiloly stated, it can usually be ascertained by comparing* 
the dates of the Stock at start and the Stock at fin Sometimes 
the rates for depreciation and the rate of interest on capital are 
.stated to be per annum, and if the period covered by the Trading 
and Profit and Loss Account is only six months, i.e. for the half- 
year, .such rates must be dealt witli accordingly. The percentage 
for The Bad Debts ^.^eserve or Discount Reserve, however, will not 
be affected. If thesfe are given as 5 per cent, they will be 5 per cent 
the Sundry Debtors, whether the Account is for six or 
for twelve months, the period of time making no difference to these 
particular items. m 

Adjustments in the Trading Account. Students who are accus- 
tomed to working exercises in which the whole of the adjust- 
ments affect merely the Profi; and Loss Account, are often greatly 
disconcerted by an exercise which requires adjustments in the 
Trading Account. They get their Trading Account balanced and 
ruled off, and their gross profit brought down to the Profit and 
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Loss Account, and towards the end of the exorcise may cliscovef 
some adjustments for the Trading Account. It is true such adjust- 
ments do not often occur, but they may. There may be Wage's 
owing, Freight, Carriage, etc., due. Students should not take it 
for granted ‘‘that all the adjustments arc for the Profit and Loss 
Account; they should look through them and make quite sure 
before balancing their Trading Account. 

Interest on Capital. In some exercises interest on capital is not 
shown in tlie adjustmtmts which are duly set out and numberi'd. 
It will be found mentioned in the reading matter cither at the 
beginning or end of the exercise. Students are, therefore, apt to 
overlook it, and consequently bring out the wrong net profit and 
produce an inaccurate Balance Sheet. 

Interest on Loan. Sometimes the Trial Balance in the exercise 
will contain the item, Interest on Loan (for half-year).'' If the 
period covt'red by the Trading and Profit and Loss Account i.s one 
year, then tlie other half-year's interest must bo worked out and 
put in the Pr<.>fit and Loss Account, whether it is menUontd in t]ie 
adjustments or not, because a year’s accounts must contain a year's 
interest if the loans have been outstanding for the year. 

Stock at Finish in the Trial Balance. This occurs only when 
there is a Materials Consumed Account in the Trial Balance or List 
of Balances, Its wSpecial treatment under such circumstances has 
been pointed out in our remarks on tlic contents of tlic Trading 
Account, to w'hich the student should refer (page 30). 

’ . Bad Debts Not Written Off. In some exercises the Bad Debts 
have not bc'eii written off, and the student is told to do this. The 
student thinks it quite simple, and promptly puts them in the 
Profit and Loss Account. More often than not, however, ho fails 
to complete the double entry by making a corrc-sponding dediicticu 
from the Sundry Debtors, with, of course, disastrous effects on 
the accuracy of his work. For example, take the following Trial 
Balance (purpo.scly condensed) — 


TRIAL BALANCE Dr. " Cr * 




s. 

d. 

£ 

5. 

d. 

Sundry debit balnnces .... 

5,082 

- 

- 

t. 

f •> 

j 

Sundry Debtors ..... 

2,5(>0 

- 

- 




Sundry credit balances .... 

t 



7,642 

- 

1 

-- 


7,642 ' 

- 

i 

_ / ! 

7.642 

! - 

i .. ' 


1 

1 


1 

! 



Suppose the Bad Debts not written off are £60, and that a Bad 
Debts Reserve of 5 per cent is required to be made. The Bad 
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y>ebts Rf'.'iorvo would be 5 per cent of ^2,500, and not 5 per cent 
of £2,560. In the Balance Sheet, therefore, we should have — 

Sundry Df'htfirs . . . ;f2,500 

Less Bud J>obls Rc'scrvc . liiS 

,C2,375, 

not 

Sundry Df‘blors . . . £2,^(^0 

J^ess Bad Debts Rosorve . I'JS 

— /2.432. 

Wliori tlK‘ Biid Debts arc written off, lije Sundry Debtors will be 
rediir/'d to and lliis pojnt seems to be quite unnoticed by the 

majority of stndfi-ts, who arc greatly surprised wlien the Balance 
She/d totals do not agree. 

Y Depreciation. Sometime? Depreciation figures in tiie Trial Bai- 
lee, a coirej’.pfuidiu.g amount havutg abeady been written off some 
a*^('t or assets. Studoms wlio have bei^n accustomed to show the 
assets in the Bal.inef' Slicct, less depreciation, do so in this particu- 
Ivtr instance, and, of course, find subsequently that the Balance 
Shed totals do not ci'Tnspojid. The asset, in this case, must be 
shown m the Balance Slicet at the same figure as it stands at in 
tlie Tnal Balance ; or, if it is desired to show the asset less deprecia- 
tion, the dcpre'ciation mnst be added back again to the asset and 
then deducted. For example, take tlie following Trial Balance 
(purposely condensed) — 


TiaAL BALANCE Dr, Cr. 


• 

! 

1 

{. 

5 . 

M " 

‘1 ■ £ 

s. 

d. 

Sundry dcbil balances . . , .j 

7,206 

_ 

1 



Plant and Machinery .... 

1,350 

- 

- ;) 



Depreciation of Plant and Machinery 

150 

- 




Sundry credit balances. 



i' 8.706 i 

- 

- 


8,706 

- 

- j! 8,706 

i 

- 


III! 

1 : 

1 


The Depreciation of Plant would be transferred to tlie Profit 
and Loss Account, and the Plant and Machinery would be shown 


in L'lw Sheet thus — 

Plant and Machinery 

£1.350. 

or 

Plant and Machinery 

. £1,500 

Less Depreciation 

150 

J 

£1,350, 

but not 

Plant and Machinery 

. £1,350 

Less Depreciation 

150 


/1. 200. 
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whicli is the mistake many students makt^. As the Depreciation 
appears in the Trial Balance, it must have been written off the 
Plant and Machinery, for there could not be one-sided entries in 
the Ledger. The asset is, therefore, at its net figu^^ and must not 
be further rfeduced. , 

Loose Tools. In engineering works, iron foundries, and similar 
concerns it is the practice to make their own loose tools. At bal- 
ancing time, stock is taken of these tools in the same way as stock 
of goods. The studen^t will thus find in such exercises two stocks 
of Loose Tools, a Stock at start and a Stock at finish. These shoul^l 
be treated in the same way as Stock-in-trade; the opening stock 
sliould be debited to Trading Account, and the closing stock should 
be credited to Trading Account and shown on the assets side of 
the Balance Sheet. The reason for this is that the man rials for 
making the tools, and the cost of making them, i.e. the wages of 
workmen, have been debited to Trading Account, and any increase 
or decrease in the stock of tools should properly be dealt with in 
the same account. Alternatively, the difference between the iwo 
stocks of Loose Tools may be shown as Depreciation or Apprecia- 
tion in the Profit and Loss Account. 

ADJUSTMENTS AND THE BALANCE SHEET 

"^ Outstanding Liabilities . Numbers of students are constantly get- 
ting Their Balance isheet wrong on account of the adjustments. 
They must remember that items in the Tricii Balance are dealt with 
only once, either in the Profit and Loss Account or in the Balance 
Sheet ; but that items outside the Triid Balance, i.e. the adjustments 
t(» be made, are dealt with twice, both in the Profit and Loss Account 
and also in the Balance Sheet, in order to complete the doul.de 
entry, for instance, Rent as an item in the Trial Balance would bo 
debited to Profit and Loss and would then be finished with; but 
Kent, as an item outside the Trial Balance, i.e. an adjustment to 
be provided for, would not only be debited to Profit and Loss 
Account, but would also be shown as Outstanding Kent on the 
Balance Sheet. Tfie same item may, therefore, be treated differently 
in two different exercises. It does not, however, ‘'depend on the 
item itself, but on the position of the item, i.e. whether it is in the 
Trial Balance or List of Balances, or whether it is an Vajuiilticnt 
outside it. Suppose we were told in an exercise to make a Journal 
entry for some Rent due, the journal enlry would be — 

Rent Dr. 

To Outstjuiding Rent ^ Cr. 

The Rent would be posted to Jhe Rent Account, the total of 
whicli wpuld be debited to Profit ieuid Loss, while an Outstanding 
Account would be opened in the I^edger and would api)ear on the. 
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fiabilities side of the Balance Sheet. The point is, that the double 
entry must still be made for all adjustments whether Journal 
entries are constructed for them or not. That is to say, debit Profit 
and Loss with the item and show the latter as Outstanding Rent 
in the Balance Sheet. Students must remember that charging Rent 
and other losses against profits does not pay them; they remain 
liabilities until they are paid in cash. 

>^-^Cpportionments. Likewise with the apportionments, i.e. the 
amounts prepaid, or received in advance, and carried forward to 
the next year, these must also be showm on the Balance Sheet. 
Wniien losses are carried forward, as, for instance, unexpked insur- 
ance, rates, etc., they are put on the assets side of the Balance 
Sheet ; and when profits are carried forward, as, for instance, unex- 
pired apprentice premium, they are put on the Uahilities side of 
the Balance Sheet. We do not make actual assets or liabilities of 
them. Losses carried forward come on the assets side simply 
because losses and assets are both debit balances. And profits 
earned over come on the liabilities side simply because profits and 
liabilities are both credit balances. 

Common Errors. As in the intermediate stage the students' 
great ditficulty Is to make the Trial Balance agree, so also in the 
advanced stage their grejit difficulty is to make the Balance Sheet 
agree. The outstanding liabilities are frequently omitted; and the 
apportionments are either omitted, or else* -placed- -on their wrong 
sides. The wrong Stock is often entered in the Balance Sheet. 
It should not be the Stock in the Trial Balance, but the Stock at 
fmisli. Sometimes the disagreement of the Balance Sheet totals is 
caused by the omission of the Stock-in-trade altogether. In other 
cases, the Balajicc Sheet will not agree because the wrong Bad 
Debts Reserve has been deducted, namely, the old Reserve instead 
of the new one, i.c. the one to be made; or else meiciy the amount 
debited or credited to Profit and Loss in order to adjust the two 
reserves has been shown as 1 he actual Reserve itself. For example — 

Uv . Profit and Loss Account 

To Bad Dfcbts Reserve 5% £5.000 . £250 

Less Old Resj'rve . . . . ^ i20 

and then in Balance Sheet — 

Sundry Debtors . ■ . . • . £5,000 

Less Bad Debts Rl^scrve . . 130 

£4.870, 

instead of 

Sundry Debtors . / - - . £5,000 

Less Bad Debts Reserve • 250 

f £4.750, 

which is tho ca^rtJct amount. 



62 


ADVANCED ACCOUNTS 


QUESTIONS ON CHAPTER II 
A 

I. , ‘Explain the meaning of the terms " profit and ** loss/' distinguishing 
between " gross *’ and '* net ** in each case. 

2. What-is -fhe difference between “ turnover/' And " output "? Explain 
what is meant by “ percentage of gross and net profit on turnover." Why 
is the percentage not calculated on cost ? 

, 3 what is a Trading Account, and of what items is it usu.illy comprised? 

4. Distinguish between a Tiading and (a) a Profit and Loss Account 
{b) a Cost Account, (c) a Manufacturing Account. 

5. State what the follow'ing items in a Tiading Account re])icsent: (1) 
Stock. (2) Work-in-Progress, (3) Purchases, (4) Sales. 

6. What is meant by a " Materials Consumed Account," and lunv is the 
amount arrived nt ? Show, by means of pro forma examples, the difference 
in a Trading Account with and without this item. 

1^ Explain the meaning of the following items: (1) Dock Charges, (2) Duty, 
(3) Freight, (4) Carriage, (5) Cartage. When arc tliese items charged tu 
Tniding Account, and when to Profit and f-ross Account ? 

8. Explain the meaning of " productive wages." Why should they be 
charged to Trading Account? Illustrate your answer by means of o.xainplcs. 

’9, ITow are Wages distinguished from Salaries? 

10. Explain the lolloWiUg: Manufacturing Chargc.s, Royalties, Motive 
power, Fuel, Consumable Stores. Should these be cluugod to Trading Account 
or to Profit and Loss Account ? Give reasons for your answer. 

II. What considerations enter into the question as to whether Packages 
and Packing Material should be charged to Trading Account or to Profit 

^ and Loss Account ? How is Rent of Factory dealt with ? 


B 

>- ' 

T. What is a Profit and Loss Account, and how does it differ from a Trading 
Account? ' , 

■ Explain thOimeaning of the following items when they appear in a Profit >?: 
Und Loss Account : Dock Charges, Duty, Freight, Carriage, Cartage. [ 

- 3. Why do Rent, Rates, and Taxes, and Ground Rent appear in the l^ofit 
and Loss Account ? How should Ground Rent be treaty when jf, has been 
paid hss tax} How would you deal with Rent received? from sub-lettings? 

. 4. What are Salaries, and bow do they differ from Wages? To -what 
account would yon charge the item " Salaries and Wages,” and wh> ? 

5 What IS meant by I) m ount^ Fxpl im the terms ” Disconn+s Allowed,” 
"Discounts Received,” ” Discourtts on Sales,” "Discounts on Purchises” 
What different methods of treatment are in vogue with rospcct^to the last 
two Items? 

What do the following items denote: Inteest, Commission, Bank 
Charges^ Into what two accounts are each of tH* former Visually divided, , 
and why? 

7* Explain the meaning following. Insufand h^d v ei < % 

Xrav^Ht^ |&ixpenseS 7 «and Horsekeep, and why thalHKi charged to Profit 
1 and 1 j098, < ^ 

3. 18 meatit by Office Expenses and TraAe/.xp{i^ik)f|i? What vanatioij 

of treatment ckirfs with respect to the latter item ? 

9 What are Bad Debts, and how should they be treated? How wonkjt: 
you d«al with any Bad Debts written off aigd subsequently fferovered ? ^ 


1, Explain the rn^mtig of the phmsc^ ** Adjustments at balancing timg.” 
G'vc exaidpfes ^ ^ 
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2 What out<%tanding liabilities have usually to be provided tot at balancing 
time ? What accruing income must also be brought to account^ 

3 What a}>portionnients arc usually necessary rt the lime of cloSuig the 
books, and why ? How js the Balance Sheet affected by such apportionments? . 

4 FxpUim what adjustments come under the following headings— ^ 

(a) lieservos for xpected Losses * 

{b) Reserves for Lxpccl I cl Gams ' 

#S \Miy must Interest on Capital and Depreciation of Assets be charged 
against proitts? 

6 What *id]ubtmenls arc rendered necessary at b^anemg tinie, (a) thiQiugh 
unused slocks of stationery, advertising material, etc , on hand, (6) through 
mtiond health and unemxdoyment lujlurarcc^ 

7 What are closing c nines ^ How are the following acCblints closed 
{a) Person il accounts, (i) Iv al accounts, (c) Nominal accounts? 

8 Fxplaiii the rni ** Balance Sheet What information should it afford ? 
How does it differ liom a In il B ilande? 

9 Wlial coni rove rsy is there respecting (a) the form of the Enghsh Balance 
Sheet, (b) the headings “ Dr and ' Cr and the words “ To '* and “ By **? 

to What two methods aie there of mui-hilling the assets and liabilities 
oil a B Uaucc Slu et ^ llltistiate youi answer by nu ans of pro forma examples 
Wh-at vaiiations an soiiit limes met wath> 


/ EXERCISE II 

V . 

1 Messis Brown Sc Pinllipb are equal partners in a business tiadmg under 
the s*yle of Pmihco Cjile Co On the 31st December their book-keeper 
extracted the following bahmccs from the books — 

« Cash at Batik, Plant and Machinery £3,880, Stock of MachirW^, 

I t Jan, £7 S5S|^ Materials on hand, 1st Jan, ;^,730, Saks during the 
}ear, £188,080, Satidry Debtors, £6 536, Agents* Commisbion, £4,3^4^ 
P Brown,-** Coital Account, £5^3^, K Philhpb, Capital Account, £4j£l^, 
Workmen^twages, £26,798, Business Premws, £2,500i( Payable, 
£3,840, Cabh Credwr, £4,000; Materials Pwchased, £i09,8^; Sundry 
Cicditorb, £4,462, General Expel^s, £720, Travellers* ^>alattes, £3,520’^; 
P Brown, Diawii^Accobnt, £i,l20, R Phillips, Drawing Account, £900; 
r Bad Debts wnttedWi £958. Rents Kates, and Taxes, £1,900. 

The following adjusttnents are ncrcssai\ — 

5 per cent Depreciation oft Plant and MachmerV; one year's Interest due 
to C^sh Creditoi at 8 per cent pei annum ; Bad Debts cslidjiated at £320; 
Commib&ion due to Agents, £f00 , Int<^st on Capital at 5 per cent per 
annum,* The Stocks on hand at 31bt December were — 

Material^ £ 1 .860 « Ms chines, £9,250 

PiCpare Tniij Balance, lVa4ulg and Piofit and Loss Account, and iBakuaca 
Sheet as at 31st December^ 


Ill'll. Wolfe, Hyvey, # Co are iit »ha«ng profits equally. 


June the foffeimlk balances stood 





.2621 
Dus- 

^ ^ „ .purchases. £44.^/Bad''I>rtafe Advor- 

tismg, £2tI60: ft. ^olfe, Gapitai Aft0ou^^£23J2Jl; Capital 

Owh at B|nk, jfW 

^f^iscounts Alllwed. £I»08S ; 


^r.886t TuHM.'ia.We; 

kgptidi, ] 


SatodSry ^bh^jcs 

/ft Ob* j- ” 
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ADVANCED ACCOUNTS 


fhe following adjustments are necessary — 

Interest on Capital at 5 per cent per annum; Bad Debts Reserve, ;f500| 
Depreciation of Plant and Machinery at 5 per cent; Advertising paid fa 
advance, /lOO; Rent. Rates, and Taxes owing, /290; Stock, 30th. June, 

Prepare Trading and Profit and Loss Account for the year ending 30th 
Jun^ and a Balance Sheet as at that date. 

On 31st Docciuber, 19.., the following was the. Trial balance of the 
Call Manufacturing Co., Ltd. The Nominal Capital of the company was 
£20,000, divided into 2(1^000 Ordinar 3 ’ Shares of £1 each. Adju.stments to 
incorporate arc — 

(а) 10 pe!^ cent Depreciation off Plant and Macliincjry. 

(б) 5 per cent Depreciation olf Furniture and Fittings. 

(f) The Reserve for Bad Debts to be made up to S per cent of Debtors. 

Insurance unexpired on 31st December; £5 10s. 6d. 

{e) A portion of premises «iwned by the company was sublet as from 1st 
July, 19. at an annual rental of £i>0, but no rent has been paid by sub* 
tenant, or passed through the Lot^ks, 

(/) Stock. 31st December. 10. .. £4.402 Is. 5d. 

Prepare IVading and Profit and Loss Account, and Balance Sheet. 

TRIM. BALANCE 


Final Call 
Freeh* 'id Premises 
Rales, Taxe.s, and 


In- 


surance 
Oifice and Management 
Salaries 

Office Expon.see . 
Afonufacturing Expensesj 
Stock, Ist Janpary 
Manufacturing Wages 
Purchases . 

-Retums Inwards . 
Carriage Inwards . 

.. Carriage on Sales . 
Sundry Debtors , 
Factory Fuel and Power 
Lighting and Heating 
Goodwill 

Audit r^es and I/^gal 
Expenses 

Travelling Expf nsc s 
plant and Machinery 
Repairs 

Furniture ftnd Fittings 
Cash at Bank 
„ m ftand 

Total of £)$bit^ , 


I 

250 
|: 3,200 

472 

1,292 

217 

192 

3,714 

6,901 

.10,617 

307| 

471 

314 

8,617 

172 

741 

2,000 

124 

96 

134 
3 


41,453 


15 


Capital A/c—l 
16,000 Shares, folly 
c.alled 

Profit and Loss A/o — 
(Balance previous 31st 
December), * ^ 
Discount 
Sni^s . 

Returns Outward 
Sundry Creditors 
Bills Payable . 

Transfer Fee-, 

Reserve for 



Total of .141,458^1 

4 


4 


W 

•r llE(Mt« Rico Baxter ejiO(o(<<*d partneitiup on tim Jwt 
. ' ynth a. Capital <a £3X1/1^ £33,900 ot ww ooptr^tmted Riee daS » 
f.^0.000)>yP. Baxter. ttpMa$^reedt)M«p(Cfit««hoiadl)esiuii»dj||^)pl«fK»tti4M\ 
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to capital introduced, and the Drawings of the partners should be : Rice. £400, 
and Baxter, £200 per quarter on account of accruing profit. Should either 
partner draw more than the agreed amount, he was to be debited with not 
less than one quarter's Interest on the sum drjx'wn in excess. Each partner 
was to be entitled to Interest on his Capital at 5 percent per annum. A Bad 
Debts Reserve of 2J per cent of the Sundry Debtors was to be ^rented. 

The Stock at 31st December was valued at £12.857 Os. lOd. 

From the above particulars And the following Balances, prepare Trading 
and Profit and Loss Accounts for the year ended 31st December, and a Bidance 
Sheet as at that date — 


P. Rice, Capital A/c . 

. £20/)00 

Trade Charts . 

£460 

F. Baxter, Capital A/c 

. 10.000 

Sundry Debtors 

7,078 

Cash at Bank . 

2,418 

Returns Outwards 

1,756 

„ on Deposit 

1,000 

F. Rjce, Drawing A/c 

1,600 

Purchases 

. 35,640 

F Baxter, Drawing A/c 

1. 000 

Sundry Creditors 

3,920 

Kent owing . . Ct. 

160 

Rent, Rates, and Taxes 

700 

Interest and Discount Dr. 

270 

Bills Payable . 

2,690 

Salaries .... 

1,200 

Furniture and Fixtures 

500 

Returns Inwards 

2,460 

Sales 

. 29.360 

Bills Receivable 

3.560 


5. The X. L. Manufacturing Co , Ltd., has an authorized share capital of 
£25.000, divided into 10,000 6 per cent Preference Shares and 15,000 Ordinary 
Shares, all of £1 each. From the following, prepare Trading and Profit and 
Lf3ss Account, and Balance Sheet as at 31st March, 19. .. 


TRIAL B.VLANCE 


. 

DEBITS 

£ 

s. 

d. 

CREDITS 

£ 

5. 


Freehold Land and j 




Preference Share Capital 




Buildings . 

8.650 

- 

- 

Ordinary Share Capital 

■fI® j 


- 

Fixed Plant and 




5 per cent Debentures . 


- 


Machinexy . 

5,920 

- 

- 

Bank Overdraft . 

2.610 

B 

— 

Coal and Coke 

2,650 

— 

— 

Sundry Creditors 


E 


Discounts . ^ • 

851 


- 

Sales NET . 


E 

- 

Goodwill 

5,000 

- 


Reserve 


- 


Pnrdiases net . :% 

11.920 

- 

- 

Profi:t and Loss A/c 




Loose Tools and Utensils 

2,280 

- 

- 

previous 1st April 

974 


- 

Stock previous 1st April 

8,621 

— 

- 





Fixtures and Ol&ce Fui^- 








niture 


— 

— 





Sundry Deb^ora . 

m&li 

- 

- 





Bills Receivable . 

971 

- 

- 





Wages . . 

9,897 

- 






'Salaries and Connnission 

1.266 

- 

■ - 




V: 

Rent, RateSj Taxes, and 








Insor^^ce .. . • 


- 

- 







-p* 






Directdg^' Fees, 


'.rt 

^ - 





Debenture Interest^lefs 


• '‘-I 






Tax ,. . , . 

255 







Sundry Expenses "f- , ' . 

186 

^ - 

- 





Bad Debts . . f 

98 


— 





Cash in Hand / . 

82 

w 

1 

** 






68,368 



\ 




1—^. ...i:. 
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ADVANCED ACCOUNTS 


Depreciate Fixed Plant and Machinery at 5 per cent aftd tocse tools and 
ntensils at 7J per cent. Reserve 5 per cent of total debtors for discount. 
Final Stock was £B,102. (U.L.CJ,) 


S. On the 30th June, Messrs. Lewis & Co. extracted the following Balances 
from their books — 


P. Lewis, Ccqiital A/c 

£7,012 

T. Smithers, Capital A/c . 

5,010 

Wages of Workmen . 

5.340 

Gas and Electric light ■ . 

80 

Commission and Discount . 

420 

Debtors for Rent 

50 

Bills Receivable 

781 

Bills Payable . 

1,970 

Stock, I St July 

9,645 

Freight and Carriage 

158 

Sales .... 

37.500 

Bad Debts Reserve . 

230 

Bank Overdraft 

739 


Cash in hand . 

£20 

Petty Expenses 

312 

Bad Debts 

119 

„ added to Reserve 

100 

Salaries .... 

1,000 

Purchases 

28.381 

Sundry Creditors 

6.245 

P. Lewis, Drawing A/c 

1,000 

T. Smithers. Drawing A/c . 

400 

Sundry Debtors 

9,036 

Rent, Rates, and Taxes 

1.500 

Travelling Expenses . 

364 


Stock on hand 30th June was valued at 11,774 18s. 4d. Provide for 
Salary £300 to be credited to T. Smithers. Profits are to be, divided — seven- 
twelfths to Lewis and five-twelfths to Smithers. Prepare Trading and Pn^fll 
and Loss Account and Balance Sheet as at 30th June, after^Uowing Interest 
on Capital at 5 per cent per annum. 


7. From the following Balances and the undermentioned particulars, pre- 
pare Messrs. Rocklyn k Co.'s Trading and Profit and Loss Account for the 
year ended 30th September, and a Balance Sheet as on that date — 


Purchases 

£18,682 

R. Rocklyn, Capital A/c 


£10,840 

Bad Debts 

196 

„ Drawing A/c 


800 

Sales 

49,240 

P, Farmley, Capital A/c 


10,306 

Repairs and Renewals 

1,140 . 

„ Drawinig A/c 


700 

General Expenses 

920 

Extension of Works . 


3, <000 

Coal and Coke . 

1,040' 

Rents Received T' 


300 

Sundry Debtors . 

9,300 

Cash in hand . 


. 80 

Travellers' Salaries and 


Ra tes and Talpes • 

« 

; 760. 

Commission . 

1,300 

Cash at Bank . 

• 


DiscQunts allowed 

860 

Cl^ks' Salaries 

• 

. «S0 

Trade Creditors 

8,080 

Wages of Workmen . 

* 

6,^ 

Stock, istOct.' 

7,960 

Discounts Received . 

a 

<; . iteo 

Plant and Machinery. 

7;ooo 

Premises . . • 

— 



Make a Bad Debts Resecye of ;^460, a Discount Reserve on Deittoik Of 
per cent, credit Interest on Capital at 5 per cent per annum $ 

Hasit and Machinery 5 per cent. Stock on hand, 30th September, # 

£3,372. Profits and losses to be shared equally. / 

8. The IdUowmg^lBalanGes appear m the of NormaiP-iBXMOIktt on 

Stst Deosknber-— c ^ ^ 

F^hold Premises, £6,000j; Wages pf WorlidRm, £)t,782( Stilt 
able, £5,140$ Consignments Outwards at co6^ hnd stxl^tmsold, £1,8'^^ 
counts, Dk balance, £572; Receivable, £1.558; |i«an from ' 

£4,000, Normals Lockell. Capital Acco^int, £^$00; Otuwing . 

^,400; Putdiases, £25,360: Advances on vOiisigum 
arjwice (£20 £90? Stock, 1st Jan , £9.870^ wm 

J ; Saianes. £2,9310 } Cash m hand^OO j MSac&iery awTlant; • 

I ^mdudmg eonstganienta), £44j||^' ftuspeoM. fMt m 
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ADVANCED ACCOUNTS . 


Trade Creditors . . . jf3,578 Discounts Received • . £5S0 

Bills Payable . . . 1,870 Bills Receivable • . 536 

Law Charges ... 42 Purchases . . .. 11,720 

General Expenses . . 758 A. Perry, Capital A/c . . 9,280 

Cash at Bank . . . 1,898 „ Drawing A/c . 800 

B. Ruston, Capital A/c . 7,520 Stock, ist May . . . 6,390 

„ Drawing A/c , 600 Trade Debtors . , . 6,322 

Premises .... 4,000 Carriage .... 358 

Cash Creditor . . ^ . 4,000 RetuAis Inwards . . 2,860 

Returns Outwards . . 1,620 Salaries .... 1,570 

Bad Debts Reserve, 1st May 220 Sales .... 21,360 

Cash in hand . . *. 40 Bad Debts . . . 2(i0 

Discounts Allowed . . 860 Rent, Rates, and Taxes . 1,120 

^Vago^> (Tnaiiufacturing) . 3,994 Plant and Machinery . . 5,900 

The following adjustments are necessary — 

Bad Debts estimated at ;£291 ; Discount Rest‘r\ e on Debtors, 3 J per cent ; 
on Creditors, 2J per cent; Interest on Capital, 5 per cent per annum; one 
year’s Interest due to Cash Creditor, ;fl60 ; Depreciation of Plant and 
Machinerv’, 10 per cent. Stock on hand at SOtli April was /9,384. 

11. Messrs. Kingsley & Larke are in partner.'^hip, sharing profits and losses 
two-thirds and orii;-third respectively. From the following Balances <nuL 
the undermentioned particulars, prepare Trading and Profit and Loss Account 
for the year ended 31st July, and a Balance Sheet as that date. 


Freehold Premises . . j£4,000 i Cash at Bank . . . £3,940 

Discounts Allowed . . 950 Stock, Ist Aug. . . . 10,764 

Trade Creditors . . . 6,994 Plant and -Machinery . . 14,690 

General Charges . . . 1,370 Bad Debts . . . 920 

Wages (manufacturing) . 9,294 I\itents .... 3,000 

Bills Payable . . . 2,686 Cash in hand ... 20 

Rent, Rates, and Taxes . 3,500 Trade Debtors . , . n»760 

B. Kingsley, Capital A/c . 21,360 R. Larke, Capital A/c . 10,640 

„ Drawing A/c . 1,940 „ Drawing A/c . 900 

Bad Debts Reserve, 1st Aug. 1,160 Salaries .... 2,520 

Discounts Received . . 520 lusiiiance .... 190 

Sales .... 47,560 Purcliases .... 21,162 


The following adju.stments are necessary — 

Bad Debts Reserve. £600; Interest on Capital, 5 per cent per annum; 
Depreciation: Patents, 10 per cent; Plant and Machinery, 10 per cent; 
Business Premises, £200; Frank Higgins, the works manager, is entitled 
to 5 per cent of the net profits. 

_ Stock on hand at 31st July was valued at £9,550. ^ 

12. Alfred Ramsden St Philip Brookes trade under the style of Ramsden, 
Brookes, & Co. The following Balances were extracted from their books on 
the 30th June — gmii — 

Tradb Creditors . « • £6,192 Salaried'- . • . ■ j^20 

Freehold Premises . . 5,000 Stock, 1st July . . • f\900 

Discounts (Dr. balance) . 230 P. Brookes, Capital A/c . . 6, $60 

A. Ramsden, Capital - /c . 12,^0 „ Drawing A/c . 600 

„ Drawling A/c . 1,200 Tt^^^ I^&l’tors , . . 20,176 

Rent, ibites^ and Taxes . 860 BilU Payable . , . 3,600 

Repairs,.., , • . . 146 Bad Debts Reserve, July 600, 

Re^iirable . • . 620 Sales ; , . • 29,384 

Purehhses .... 17,182 ?|Geueral Expenses . « ; 852 

Cash at B^nk • . • 1,120 ^hip hand- » , . • 30 

Wfges of Workmen • 2,940 and Machinery • . 3,660 



TRADING AND PROFIT AND LOSS ACCOUNT, ETC. 


Tlie following aUjustinents are necessary — 

Debts Reserve, 5 per cent Debtors ; Interest on Capital at 5 ].ict cent 
per annum; Depreciations of Plant, 10 per cent per annum. 

Stock on hand at 30th June was valued at ;£2,49S. Profits are divisible 
equally. * • 

Make the necessary closing entires and prepare Trading and Profit and 
Loss Accounts, and Balance Sheet as at 30th June. 


13. From the following Trial Balance of a company, prepare Trading, 
and Profit and Loss Account for the year ended 31st December, 19.., and a 
Balance Sheet. 


TJ^IAL BALANCE 


Dj'jurs 

£ 

s. 

d. 

CREDITS 

i 


d. 

Plant and M.\<. KiTUTy 

1.972 

10 

- 

Oipital (nominal 10,000 




Manufacturing Wages . 

3,49(S 

12 


sliare.s of fl each) 




Silanes 

1.596 

10 

4 

IssmJ, 8.0:)0. fully 




Fixtures and Fittings . 

947 

6 

8 

paid 

s.ooo 

- 


Carriage Inwards . 

198 

4 

7 

Sundrv’’ Creditors 

1 5.416 

10 


( irriage Outwards 

215 

6 

11 

Balance of P. A L. A/c 

: 743 

6 


Freehold Works . 

2,500 

_ 


Bank I.oan . 

; 1,000 

- 


Afamifacl uring ICxpense^, 

945 

14 

3 

Purchase RcLurns 

114 

5 

il 

Rates, Taxes, and In- 

i 



Sales . . • . 

: 24,141 

141 5 

surance . 

417 

10 

10 


; 



Goodwill 

3.000 


- 


, 



General Expenses 

814 

5 



I 



Ftictory Fuel and Power 

1_ 127 

10 

- 


1 



Sundry Debtors . 

7,814 

10 

- 


! 



Lighting and I feating . 

98 

14 

7 


li ! 



SrabUi Expenses , 

247 

6 

11 


1 



Stock, 1st Jan,, 19. . 

3.417 

8 

9 


r 



Florses and Carts . 

i 516 

10 

- 


i, 



Purchases . » 

I 9,716 

10 

4 

1 




Sales Returns 

1 316 

10 


1 




Discount 

I 92 

4 

1 

1 




Bad Debts . 

148 

9 

6 

! 




IntercJit and Bank 








Charges . , 

47 

10 

- 





Cash Batik 

754 

1 

5 





Cash in hand 

9 

14 

10 

2 






39,415 

16 

4 


39,415 

16 

4 




**■ 


t 1 1 


Adjustments — % 

(1) Slock, 31st December, 19. £2,962 9s. 7d. 

(2) ' Depreciation: Plant, etc., 10 per cent; Fixtures and Fittings. 5 per 
cent; Horses and C^rts, ;£100. . 

(3) Reserve for Bad Debts to Ike eq^ual to 5 per cent of Sundry Debtors. 

(4) Rates Insurance unexpife^ on 31st December, £49. 

(5) A Comfhissioh of I per cent on t^lic Gross Profits to be prD\4ded for 

VV’orks Manager. . , 

(6) A Commission of 5 jper #1 Net Profits (after obarging the Works 
Managers' Commission) to be credited to the General Manager. tJR.S.A.) ' 
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ADVANCED ACCOUNTS 


14. The following are the Ledger Balances of A, B, C, & Co., as on 31st 


December — 

Sundry Debtors 

£6.000 

Sales 


£25,000 

General Trade Expenses 

1,200 

Sundry Creditors 


1,000 

Factory Rent . 

250 

Interest Received 


120 

Manufacturing Wages 

2,000 

Purchase Returns 


200 

Purchases 

10,000 

Divseounts Received . 


180 

Fixtures and Fittings 

500 

Rc.serv'c for Bad Debts 


200 

Carriage and Freight on 


A. Capital A/c 

Cr' 

10,000 

Raw Material 

500 

B. Capital A/c 

Cf. 

10,000 

Sales Returns . 

300 

'Plant and Afachiiiery. 


6,000 

Horses, Harness, and 


Freehold (Offices 


2,000 

Vehicles 

2.000 

Balance at Bank 


2,300 

Advance on Mortgage. Dr. 

2,000 

Cash Balance . 


10 

Travelling Expenses . 

600 

Stock, 1st Jan. 


5,000 

Office Salaries . 

2,200 

C. Capital A/c . 

Dr! 

1,000 

A. Drawing.s . 

1,000 

Discounts Allowed 


220 

B. .. ... 

1. 000 

•Rntes, Taxes, and Insurance 

120 

C. .. ... 

500 





Prepare — 

(1) 'Pmilui!' Account, showing gross pr(»lit for the year. 

(2) J’rofit and Loss Account, showing net profit available for division 
among the partners. 

(3) Balance Sheet as on 31st December, 19. .. 

Stock on hand on 31st December, 19.., amounted to /7,500. According 
to the P.irtnership Deed 5 per cent Interest on Partner's Capital is to be 
credited or charged, as the ca.se may l)e, and the profits are to be divided as 
to A two-lifths, Ti two-fifths, C one-fifth. 

• Wribi off 5 per cent from Plant and Machinery. 

Write, off 10 per cent from Horses, Harness, Vehicles, and Fixtures and 
Fittings. Increase the Ttescrv'e for Bad Debts by ;£400. (Civil Service, 
Assistant Clerks.) 

15. Robert Poole and Frederick Winchlcy entered in partnership on 1st 
October, under the style of Poole Sc Co, The following Balances (except one) 
were obtained from their books at 30th September, after the first year’s 
trading— 

Sundry Debtors, £*7,360; K. Poole, Drawing Account. ;^800; F. Winchioy, 
Drawing Account, £800; Stock, 30th September, £4,900; Salarie.s, £940; 
Carriage, £450; Discounts Received, £720; Purchases, £g26,720; Com- 
mission. £660; Plant and Machinery, £9,252 (after charging Depreciation^ 
£1,0261; Free hold Pre mises, £3,000; Trade Creditors (including Bills 
Payable, £17300), £7/>u4 ; Cash at Bank, £1,180 ; Discounts Allowed, £1,064 ; 
Rent, Rates, and Taxes, £1,660; Wages of Workmen, £5,480; General 
Expenses, £872 ; Travelling Expenses, £520 ; Goods sold, £35,360. 

Draw up a Trial Balance (bringing into account the Capita!,^- which the 
partners contributed equally), and prepains. Trading and Profit and Loss 
Account, and Balance Sheet as at 30th ^ptember, after allowing Interest on 
Capital at 5 per cent per annum. 

16. From the following Ledger ]^ances prepare Trading Account, Profit 
and Loss Account, and Balance Sh^ of messrs. H. Oakley and W* Denbatn, 
Harness Manufacturers, as on 3l5rt December, Slianng profits and losses 
equally. Before dividing the profits, allow Interest on Partners*. Capital at 
5 per Cent per annum ; depreciate Machinery and Plant 7^ per eent> and Bs?* 
tores and Fittings 6 per. cent ; provide i<sr 36^ and Doubtful Debts 5 per cent, 

’ end for a half-year’s interest on the Mortgagd^nt 5 per cent pet annum to 3 1st 
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December; carry 7i per cent ot the net profit (if any) to the Reserve Fundi 
Stock 31st December, ;fl4,725 2s. 6d. 



£ 

s. 

d. 

1 

£ 

s. 

d. 

H. Oakley, Capital A/c 




Stock A/c (1st Jan.) . 

,10,910 

5 

5 

(1st Jan.) 

10,000 

- 

- 

Fates and Taxes A/c 

251 

9 

11 

W'. Denham, Capital 


. 


Banker's Account Cr. 

2,437 

- 

« 

A/c (1st Jan.) 

9.000 



fil/icA* Expenses A/c . 

104 

5 

3 

Freehold Premises 

13,100 

- 

- 

Carriage A/c 

1,066 

2 

9 

B lls> Payable A/c 

2,402 

8 

2 

Insurance A^c . 

191 

11 

4 

Fi.Kliires and FittJng.s 




Interest.^ and Dis- 




A/c 

3,600 

- 

- 

counts A/c . Cr. 

43 

12 

1 

Wages A/c 

7,930 

1 

4 

Sundry Debtors 

8,510 

- 

— 

Afortgages on Premises 




Interehl on Mortgage 




A/c . . Cr 

4,500 

- 

- 

A/c 

•112 

10 


Sundry Creditor.s 

13,802 

18 

4 

General Trade Ex- 




Kesiu've Fund (for 




penses A/c . 

1,040 

17 

2 

contingencies) 

1,050 

- 

- 

Repairs A/c 

337 

13 

1 

S.ilob A/c 

45,230 

2 

10 

II. Ocikley's Drawing 




Macliinorv and Plant 




A/c (including in- 




A/c . 

6,000 

- 

- 

terest) . 

1,767 

10 

- 

Cii-^h Account . 

472 

14 

7 

\V. Denham's Drawing 




Purchases A/c . 

31,038 

10 

7 

A/c (including in- 




S.daries A/c 

550 


- 

tcrcjst) . 

1,482 

10 

- 


(Union of Educaiio^ial JnstUntes.) 


17. Wni. Smith Ad Joseph Thompson trade in partnership as Metal 
Merchanis under the style of Smith, Thomp.son & Co., William Smith's capital 
being £15,000, and Joseph Thouijison’i, £12,000. 

'J’ho lAxlger ohows the following IHUnces — 

Oiin.c Furniture and / s, d. £ s. d. 

Fittings , . 47*^ 8 2 Purchase of Copper . 40,170 - 

I^‘Ut . . . 200 . - „ Tin . H42d 18 9 

Sa' s of Cop^itT . . 37,445 7 I „ Iron . i<S.983 7 2 

Till . , 9.476 3 8 Pig Iron 75,536 14 1 

Iron . . 87,753 11 6 Stocks on hand at 

,, Pig Iron . 76,942 8 - 1st Jan — 

Discounting B^\h . 829 7 3 Co]>per . . 12,008 - 3 

Bills Receivable , 9,814 15 - Tin . . . 875 11 4 

Discounts Allowed /t'55 Iron . . 3.026 14 - 

Discounts received 4,423 9 11 Office and Warehouse 

Cash in hand# . . 23 2 11 Expenses , 574 19 9 

Sundry Debtors . 7,618 4 10 Carriage . . . 1,463 13 7 

Sundry Creditors ^ . 6,028 7 10 Win. Smith, Drawings 618 4 2 

Salaries of Office Staff 316 4 - Joseph Thompson, 

W'arehouse Wages . 226 - - Drawings . 429 8 6 

Bank Interest and Midland Dank . CV. 2,941 7 5 

Gjmmis&iOii . . 332 12 4 Bills Payable. . . 6,784 2 6 

The Stocks on hand at 31st December were— 

Copper £22.111 14 2 

Tin . . . \ . . . . 617 18 10 

Iron. . . . . . . . 6,513 4 1 

From the foregoing make out Fro^t and Los.s Account and' Balance Sheet, 
charging 5 per cent Interest on the^ l^rtners* Capital, and crediting Partners 
yrith £500 each, Salary. {Union of EducaiioncU InsUiutes.) 

18. H. Sh^herd and G. Elkingtotieentered into co-jpartnership as Builders 
and Contractors at Northamptim on 1st January. Elkington's coital was 
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£‘1,000, Shepherd's was £4,000. l^ofits or losses were to be shared equally. 
5 per cent was to be credited to each Partner in respect of his capital, and 
5 per cent was to be charged on their lespective drawings. Elkington was to 
be credited \^ith £25 each quarter as salary for management. The following is 
a copy of the Ledger Balances of their books on 31st December, but no inteicst 
has been charged oil her upon the capital or upon drawings, nor had Elkingtun 
been cvechtod with his salary. 

The Stock was taken and amounted to £3,750. The drawings of the partners 
had boon as follow^s; Shepherd, 1st February, £50; 1st April, £100; 1st Juno, 
£50; 1st August, £50; l.st October, £100; 1st December, £50; Eiking- 
ton, 1st February, £25; 1st March, £37 lOs. ; 1st May, £62 lOs. ; 1st June, 
/5(); 1st August, £25; 1st September, £37 10s.; 1st November, £62 10s.: 
1st December, £50. 



£ 

5. 

d. 


£ 

5. 

d. 

Salc*> 

9,756 

10 

7 

Inb rest and Distuiint 




Pi.rcha.ses 

3.S57 

6 

6 

Dr. 

25(» 

3 

7 

Cash 

365 

2 

11 

Salaries . 

457 

10 


Bills Payable . 

421 

3 

4 

Wages 

1,304 

o 

6 

Creditors . 

1.062 

7 

1 

Carnage and Freiglit . 

255 

4 

7 

Kent 

525 

7 

6 

Repairs and Deprecia- 




Bank . . Cr. 

664 

19 

9 

tion 

212 

5 

7 

Taxes and Tusurance 

224 

12 

6 

Plant and l‘ools 

1,437 

14 

5 

Gcneial Charges 

108 

2 

2 

Shepherd's Drawings 

400 

- 

- 

Buddings 

2.500 

- 


ElUuiglon's Drawings 

350 

- 

- 

Sliepheid’s Capital 

4,000 

- 

- 1 

Debtors . 

4,657 

8 

6 

Jdkiiigton’s Capital . 

1,000 

- 







Prepare a Trading Account, Profit and I/iss Account for the jear, and 
Balance Sheet, giving effect to the respective paiincrsiiip tcTins as to Interest 
on Capital and Dra\ving.s, Partners' Salary, and division ot Profits and Losses. 
(Union of Educational institutes.) 


19. John Green, Henry Richards, and Reginald Everitt trade together 
under the title of Green, Richards & Co. ; each partner is entitled to a salary 
of £500 per annum. 

John Green's capital is £8,000; Henry Richard’s, £7,000; and R. Everitt's, 
£5,000. 

At the end of the year the balnnces were as follows — 



£ 

5. 

d. 

Debtors . 

. 5,162 

11 

1 

Creditors . 

. 4,726 

15 


Bills Receivable 

365 

10 

- 

Bills Payable . 

91vS 

19 

11 

Stock 

. 7.017 

13 

8 

Purchases 

. 62.169 

7 

3 

Wages 

. 3,013 

4 

4 

' Salaries of Staff 

618 

13 

8 

'Office Expenses 

493 

8 

5 

Property — Wrirks 

. 6.500 

- 

- 

Machinery 

. 10,000 

- 

- 

Cash • • 

16 

14 

11 

Bank 

. 1,029 

17 

7 


£ d. 

Discount . . Dr^ 394 11 3 

-Interest on Loans Dr. 12,10 - 
Insurance . . 63 4 - 

Consignments . " Dr. 198 10 - 

Bad Debts . . 17 2 6 

Sundry Trade Charges 2,838 18 9 

Reserve for Bad Debts 100 - - 

Sales . . . 73,483 10 10 

Loans at 5%, bur- 
rowed 30th June Cr. 500 - - 

Reserve for Discounts 
, Cr. 182 11 6 


The Stock at 31st December amounted to £8,316 19s. lOd. Write per 
cent Depreciation off Machinery and 2| per cent off Works. Make out Profit 
and L(^S 3 Account and Balance Sheet, crediting each partner with 5 per cent 
interest on his capital. (Lancashire and Ch(Xhire Unton.) 
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20. Prepare Final Accounts of John Combine, steel merchant, on 31st 
D<*cenibcr. Stock, at 31st December, valued at ;f3,500. Write off £400 Bad 
Debts, and maintain a Reserve of 5 per cent on the remaining debtors' balances 
to allow for doubtful debts. Depreciate Plant 10 per cent. Allow interest on 
C«ipital at 5 per cent per annum. Combine introduced an extra £500 capital 
on 1st December. • / , 


Slock . . • 

. £9.(100 

Wages 

. 3,200 

Railway Charges, etc, . 

500 

Purchases . 

. 12,000 

Interest on Ovordrali . 

20 

Bills Receivable . 

600 

Re.nts, Rates, etc. 

200 

Plant and Machinery . 

. 2,000 

Travelling Expenses . 

500 

Repairs to Plant 

160 

Cash 

200 

Discount cm Sales 

500 


Returns In . . ‘ . £100 

Sundry Debtors . . . 3,500 

Olhce Expenses . . . 500 

Income Ta^ . . . 

Drawings as against Profits. 50U 

I. Combine, Capital . . 5,000 

Bills Payable . . . 500 

The Consolidated Bank Cr. 400 

Sales . . . ‘ . 25,000 

Reserve for Bad Debts . 500 

Discount on Purchases . 400 

Sundry Creditors . . 2,330 


(Na/iona/ Union of Teachers ) 


21. The books of Black & White, who are equal partners, are balanced 
yearly a.s on 31st December. Before profits are ascertained and divided, 
5 per cent interest is allowed upon Partners' Oipital. Depreciation at the 
rateifof 5 per cent is written off the Plant Account, and a provision of 5 p'-T 
cent IS rnaile for Bad and Doubtful Debts. One year's interest, at the rate of 
4\ per cent, is due upon the I^an on Mortgage, and has not yet been pa.sscd 
through the bofiks. The Stock on hand, as on 31st December, was valued at 
£3.225. 

The following are the final Balances as on 31.st December — 


Purchases . 


£16,450 

Trade Charge s , 

£400 

Manufacturing Wages 


2,150 

Premium on Lease A/c (6 


Sales 


24,800 

years unexpired as u ist 


Black's Capital A/c 


5,000 

Jan.) .... 

2,400 

,, Drawings A/c 

(in- 


Sundry Creditors 

15.315 

eluding Interest) 


550 

Loan on Mortgage 

5.000 

White's Capital A/c 


2.000 

Freehold I.and and Buildings 

8.000 

,, Drawings A/c 

eluding Interest) 

(in- 


Plant A/c .... 

4,000 

350 

Reserve for B.i ’ .nul Doubt- 


Stock (as on l.st Jan.) 


3,000 

ful Debts (as on 1st Jan.). 

600 

Salaries ^ 


820 ! 

Sundry Debtors . 

13,100 

Rates and Taxes 


32§ 

C.ash at Bank 

1,200 


Prepare a Twidiiig and Profit and Loss Account for the year ended 31 st 
Dt cember, and a BaLniGC Sheet as on that date. {London Chamber of Com- 
merce.) 


^ 22. On 31st December, Messrs. Arthur Wilson and John Bookman are 
in partnership as Cigarotti#]\TercUants. profits divided equally. Before the 
net profit can be ascertained tlic following adjustment must be made, which 
adjustments may be made through the Profit and Loss Account and the 
Balance Sheet; separate ledger Accounts need not be introduced. 

1. Interest on Partner's CapiM at 5 per cent from 1st July. 

2. Charge to the period the correct proportion of the prepaid Insurance 

Premium. 

3. Write off half of J. Macmillan Dishonoured Bill. 

4. Create a Reserve of 5 per ce^t on Sundry Debtors. 
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A. Wilson (Capital A/c) 

£7,250 

Commi.SRion 

Cr. 

£564 

John Bookman (Capital A/c) 

4,685 

Rent, Rates, and Taxes 


562 

Arthur Wilson (Drawings 


• Stock 


8.968 

A/c, including Interest) . 

640 

Salaries and Wages 


1,100 

John Bookman (Drawings 


Travelling Expenses . 


130 

A/c, including Interest) . 

410 

Expenses of Licences . 


58 

Bills Receivable . 

950 

Insurance, etc. (including 


Plant and Machinery . 

2,880 

Premium of £30 

per 


Sundry Debtors (including 
John Macmillan, for dis- 


annum paid to end 
March next) . 

of 

40 

honoured Bill, j£100) 

6,200 

Cash 


53 

Loan A/c . , , Ct. 

2,000 

Bank 


1,897 

Wages, Manufacturing 

4,097 

Repairs and Renewals . 


337 

Returns In . . . 

278 

Interest and Discount 

Dr. 

587 

Purchases (including Govern- 


Bad Debts 


362 

ment Duly) 

25,659 

Sundry Creditors 


5,963 

Sales .... 

35,643 

1 Fixtures and T'ltfnigs . 


897 


The Stock on hand at the end of the year is 2,896. 

Make out in proper form Trading, Profit and Ix)ss Account, and Balan 
Sheet. (NaUonal Union of Tefichers.) 


23. Messrs. Slander and Backbite own a small newspaper. Prolits and 
losses aie equally divided. Before the division of Profits, tho following 
adjustments are necessary : 10 per cent Depreciation is to be written off Plant 
Account; 20 per cent off Type Account, and 10 per cent off Horses and Carts 
Account; 5 per cent provi.sion is to be made for Bad and Doubtful Debts; 
Six Months' Interest at 5 per cent is due upon the Bank overdraft, and has 
not yet been passed through the books. 

Slock as on 3 1st December, was valued at £3^1. 

No interest is allowed upon Partner’s Capital Accounts, Backbito’s smaller 
capital being compensated for by the fact that he gives more time to the 
business than his partner. 

The following were the I..edger Balances of the firm as on 3 1st December — 


Expen.ses of Branch Office , £\2^ 

' Insurance A/c ... 34 

^ Rates, Taxes, and Gas . 50 

’Postages A/c . . . 182 

^ Carriage A/c . . . 264 

, Bail Debt Reserve (1st Jan.) 430 
Sales and Subscriptions 
Newspaper Department) . 4,852 

Sales (Jobbing Dept.) . . 848 

Advertisements A/c (Re- 
ceipts) ■ ■ . • 5,540 

Compositors' Wages A/c • 2,035 

Reporters* Salaries . , 798 

Paper Purchases A/c . . 2,220 

Office Salaries . . , 748 

S. Slander's Capital A/c 9,864 

„ Drawings A/c . 1,040 

B. Backbite's Capital A/c . 7,540 

„ Drawings A/c 952 
Trade Creditors . ... 862 

Advertisements Paid in Ad- 
vance A/c . . . 750 


Trade and Incidental Ex- 
penses .... £82 

Cost of Literary Contnbu- 
tion.s .... 898 

Commi.ssions Paid . .. L52 

Stable Expenses . . 121 

Ink Purchases A/c . . 88 

Machine and Engine Room 
Expenses . . , 242 

Audit Fee .... 52 

I^w Charges . . , 124 

Bad Debts A/c , . . 142 

Freehold Printing Works . 4,950 

Additiohs to Freehold Pre- 
mises during the year . 150 

Plant and Machinery A/c . 4,400 

Type A/c .... 2,900 

Stock (1st Jan.) . . 342 

Horses and Carts A/c . . 194 

Sundry Debtors . , . 8,440 

Cash in hand . . . 457 

Bi^nk Overdraft . , • 1,500 
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Prepare a Profit and Loss Account for the year ended 31st December, and 
a Balance Sheet as on that date. (London Chamber of Comhierce.) 

24. James Thompson took over the business of an Iron Ore proprietor, 
the lease of the mines having fifteen years to run, on 1st January, and carried 
on the business for six months. 

Make up his Profit and ‘Loss Account and Balance Sheet from the following 
figures without taking account of interest upon Capital, but providing for 
the wasting of tin; Le«'ise, and writing off depreciation, at the rate of 5 per 
cent per annum from Machinery and Plant. providingy£445 for bad debts, and 
allowing a discount of per cent from the Debtors and Creditors. 


James Thomson, Capital 

£20.000 

Rent, Rates, and Taxes 

. £2,330 

,, ,, Withdrawals 

800 

Bank Charge^ 


200 

Machinery and Pl.uit . 

3.522 

Discounts allowed 


850 

Ore Sales .... 

36,700 

Royalty 


. 5,000 

C^sh at Bankers 

5,709 

L^ease 


. 16.600 

., on h.iiul 

9 

Coals 


. 1.260 

Allowances and Returns 

500 

Sundry Debtors . 


. 6.300 

Salaries . . . , 

939 

Candles and Oil . 


390 

Wages . . . . 

12.684 

Repairs 


360 

Discounts received 

75 

Powder 


372 

Damages fo' buai h of con- 


Office Furniture 


100 

tract . . . . 

100 

Carriage and Freight 


. 913 

Unpaid \Vag('o . 

286 

Stock, 1st January 


. 4.S50 

Suudxy Creditors 

8,000 

Ropes used 


53 

Unexpired Insurances 

40 

Timber used 


. 1.2S0 


The Stock at 30th June amounted to ^£5,000. (Chartered Accountant!^.) 


REVISION EXERClSi: II 

1. State briefly the general principles of Book-keeping, the systems in 
ordinary use, and whctlier (if any) preference is to be givv^n to any particular 
system. (London Chamber of Commerce.) 

2. The fofiowing is a record of transactions in a city house — make 

the necessary entries, post same to Ledger Accounts, and draw out Trial 
Balance. • 

£ s. d. 


173 10 - 


98 15 - 
33 5 - 


19.. 
Jan. 2. 


Sold Wm. Smith & Co. 
Invoice a/7567. Cash 
2J per cent , M 
Bought of Hanmer & 


Goods as 
14 days 


per 

less 


4 . 


Co., 2 Biiles 
— net. Gave 
two months* 
acceptance 
due 5th 
March . 

Received Palmer & Co.'s Cheque for account^ 
/35 less 5 per cent discoc^t . • v* 




76 


ADVANCED ACCOUNTS 


Jan. 4. 

M 5. 
6 . 

9. 


.. 18 
.. 19 . 


9 


Received cash on account from Webster & 
Co., leaving balance /1 8 15s. . 

Paid Ix>ndon & County Bank . 

Sold William Owen Goods as per Invoiec 
a/7^568. Cash at 7 days less 1 J per cent . 

Gave Peter Robinson 3 months* acceptance 
due 12th April, to close his account, less 
discount £2 3s. 4d. 

Drew Cheques as follows — 

No. 1760 W-ages Account . 

1. Rent, Quarter Year 

2. Rates and Taxes. .... 

3. Gas Account .... 


/ ^ d. 
25 15 - 
30 - - 
7 15 - 
3 (> 6 


Received W. Smith & Co.*s Cheque. Dis- 
count ;f4 6.S 9d. . 

Received Webster & Co.'s Cheque 
Received Win. Owen’s Cheque. Discount 

18s. 9d 

Paid London & C(uiuty Bank 
Advised London & County Bank to honour 
our Acceptance of Wm. Simpson's Diaft 
due this day for . 


63 5 - 
75 - - 

82 3 4 


66 16 6 

169 3 3 

18 15 - 

74 I 3 
261 19 6 

143 10 - 


(London Chamber of Commerce ) 


3. What is a Profit and Loss Account ; of wliat items is it composed, and, 
^assuming you to have prepared one showing a Profit, would such Profit 
.appear as an Asset or a Liability in the Balance Sheet? State your reasons 
'Why in either case. (London Chamber of Commence.) 


4. The Stanley iMiiin Coal Company entered into a contract with Mes.srs. 
Ricksiiiith, Pigg & Co., to supply 1,000 tons coal monthly, for a period of 12 
months, at 7s, 6d. per ton, with 9d. per ton for waggon hire, and 2s. 6d. per 
ton carriage, with an allowance by the vendor. s of 6d. per ton for screening ; 
payment to be made each month by the firm's acceptance at 2 months on 
receipt of invoice. Make the necessary entries in the subsidiary books of the 
iCoal Company for the first three months' delivery, and post the same to the 
respective Ledger Accounts. (London Chamber of Commerce.) 

' '' 

V' 5. G. Sykes and R. Simpson trade as the Simplex Manufacturing Co. 
The following was the Trial Balance of their books for tfie twelve months 
.ending 3 1st December. Prepare Trading Account, Profit and Loss Account, 
.and Glance Sheet. 

Make the following Provisions and Reserves. Profits or Losses to be shared 
.equally. Interest at 5 per cent on Partners' Capital Accounts, ignoring 
Drawings. Transfer £15 from Purchases Accfc'unt, and ;£115 from Wages 
Account to Additions to Plant ; Depreciate Plant Account 5 per cent off balance 
and 25 per cent off additions; Depreciate Furniture and Fittings Account 
5 per cent; add to Leaseliold Premises Redemption Account 2} per cent 
interest on balance and Annual Instalmen^'of £37 lOs. ; Reserve for Bad and 
Doubtful Debts, 5 per cent on Delators. 

Before dividing profits, J. Smith, the Works Manager, is to receive a Bonus 
won the net profits of 2 per cent up to £2,500, and per cent on any profits 
*ovcr that amount. 
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TRIAL BALANCE — 31 sr December 


T)y. Cr. 



Slock, 31st December, 12s. 6d. 


{Utiwn oj Educational instJuU^,] 


a o 









CHAPTER III 


BILLS OF EXCHANGE, PROMISSORY NOTES, 
CHEQUES • 

/Definition. By the Bills^of Exchange Act, 1882, a bill of exchange 
is defined as — 

j An unconditional order in writing, addressed by one person to another, 
signed by the person giving it, requiring the person to whom it is addressed 
to pay on demand or at a fixed or determinable future time a sum certain 
in money to or to the order of a specified person or to bearer. 

An instrument which does not comply with these conditions, 
or which orders any act to be done in addition to tlie payment of 
money, is no/ a bill of exchange. 

An order to pay out of a particular fund is not unconditional 
within the meaning of this section ; but an unqualified order to pay, 
coupled with (a) an indication of a particular fund out of which 
the drawee is to reimburse himself or a particular account to be 
debited with the amount, or (b) a statement of the transaction 
which gives rise to the bill, is unconditional. 

/ f 

/-/"A dvantages of Bills . The chief advantages of a bill are — 

1. Tt is legal evidence of debt, the cre<litor being able to sue on 
the bill itself. It also fixes the date of payment, 

2. It is a negotiable instrument, and can, therefore, be trans- 
ferred by the holder in settlement of his own debts, thus obviating 
the trouble and expense of transmitting coin. 

3. It can be cashed before the due date, in fact whenever desired, 
by being discounted with a banker or bill-broker. Tins constitutes 
a very great advantage to business concerns, which are frequently 
nm on credit, and may need ready money. 

Kinds of Bills. There are two kinds of bills, Inland aAd Foreign. 
An Inland Bill is a bill which is or oh the face of it pui-ports to be 
{a) both drawn and payable within the British Islands, or (b) drawn 
witliin the British Islands upon some person resident therein. For 
the purposes of the Act, the term British Islands includes the 
Isle "of Man and the Channel Islands. An 5 ^other bill is a Foreign 
Bill. 

Trade Bill is a bill of exchange drawn in the ordinary course 
of business and for value received, in contradistinctioi^to an 

* Accommodation Bill, i.e. one for which no value ha#^ be(.‘n 
given. 

Form of Bill. No particular form of words is required by the Act, 

' 7 $ ‘ 
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and the following may be taken as a fair specimen of the usual 
business document — 


/]250 due 20 April. 19. . 


Three months 
Mr. M. Bressloff 
two hundred 
value received. 


To Mr. M. Goodman. 


3/- 

htamp 


^ e I 

^ ‘S 
«> a 6 
O ^ ‘S 


London,* 

17 Jan., 19.. 

after date pay to 
or order the sum of 
and fifty pounds 

J. Kowell. 


Pcirties to a Bill. There are three parties to a bill — 

(«) iprawer . tlici person who is assumed to have written out the 
bill, i.e. the creditor to whom the money is owing. 

{h) Drawee , the person on wliom a bill is drawn, and who, after 
acccptanceT^s called the acceptor. 

(c) Payee, tlie person to whom the money is payable. Some- 
times THe^awer and payee arc one and the same person, as when 
the drawer a.sks for the money to be paid to himself. In the 
example given, J. Rowell is the drawer, M, Goodman the drawee, 
M. Bressloff the payee. 

Immediate Parties are those in direct relationship with each other, 
e.g. drawer and drawee (or acceptor), drawer and payee, mdorser 
and his next indorsee. 

Remote Parties are all those not in direct connection with each 
other, e.g, last indorser and first indorser, an intermediate indorsee 
and the acceptor, an intermediate indorser and the drawer or 
payee. 

Draft Acceptance. Before acceptance the bill is called a 
draft, which |d^y, therefore, be defined as the unaccepted form of 
a bill of excl^nge. But after the drawee has written his signature 
across the face of it, it is termed ah acceptance. It is called a bill 
at either stage. 

Stamp Duty. The ad valorem stamp duty on inland bills ot 
exchange is as follows—^ 


Where the amount does not exceed 

m . 


. 2d. 

Exceeding ;£10 but not exceeding 


• 

. 3d. 


£50 . 

• 

. 6d. 



. 

. 9d. 

^75 

£100 . 

. 

Is. 


When the amount exceeds £100, Is. for the fiist £100, and an 
additioniai Is. for every £100*ar fraction of a £100. When bills are 
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drawn payable on demand (which include those payable on pre- 
sentation or at sight) or within three days after date or sight, no 
matter what the amount, the stamp duty is only 2d. ; and a 2d. 
adhesive stamp may be used, provided the stamp is affixed at the 
time of issuing the bill and is properly, cancelled by the drawer. 
In all other cases bills must be written on paper bearing an impressed 
stamp of the proper value. Any person dealing with a bill of 
exchange improperly Stamped renders himself liable to a penalty 
of £10. , 

If a bill is payable with interest, the stamp duty covers the interest 
unless the amount of it is mentioned in the bill. 

Legal Liability of Parties to a Bill. The liability of the parties to 
a bill arise in the following order — 

1. The acceptor. 

2. The drawer. 

3. The indorser (or indorsers). 

The " acceptor ** is primarily liable on a bill to the drawer so 
long as the drawer retains it. On indorsement to a payee, the 

drawer ” then becomes liable on the bill as well as the acceptor. 
The subsequent indorsement over by a holder in due course, who 
becomes an indorser," thereby creates his liability on the bill. 
The " drawer '* and " indorser*' are liable to compensate the holder 
or any subsequent indorser provided the requisite proceedings on 
dishonour have been duly taken. 

Long Bills. These are bills that have a long currency or tenor, 
i.e. time to run before maturity, such as those drawn at two months 
after date and upwards. 

Short Bills. These are bills whose curn ney or tenor is only for 
a very short period, such as tlu^se payable on demand or within 
t(.n days. 

Option of Treating Bills of Exchange as a Promissory Note. Whtj e 
in a bill drawer and drawee are the same person, or where the draw^ce 
is a fictitious person or a person not having capacity to contract, 
the holder may treat the instrument, at his option, either as a bill 
of (exchange or as a promissory note. <t 

Sum Payable. The sum payable by a bill is a sum certain 
within the meaning of the Act, although it is required to be 
paid — 

(a) With interest. 

(i) By stated instalments. 

(c) By stated instalments, with a provision that upon default 
in payment of any instalment the whole shall become due. 

Where the sum payable is expressed in words and also in figures, 
and there is a discrepancy between the two, the sum denoted by 
the words is the amount payable. 

Where a bill is expressed to be payable with interest, unless the 
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bill provides otherwise, such interest runs from the date of the bill, 
or, if the bill is undated, from the issue of it. 

Bill Payable on Demand. A bill is payable on demand — 

{a) Which is expressed to be payable on demand, qr at sight, or 
on presentation ; or ^ 

(6) In which no time for payment is expressed. 

Where a bill is accepted or indorsed when it is overdue, it is 
deemed a bill payable on demand as regardt any such acceptor or 
endorser. 

Bill Payable at a Future Time. A bill is payable at a determinable 
future time within the meaning of the Act which is expressed to be 
payable — 

1. At a fixed period after date or sight. 

2. On or at a fixed period after the occurrence of a specified 
event which is certain to happen, tliough the time of happening 
may be uncertain. 

An instalment expressed to be payable on a " contingency is 
not valid as a bill. 

Date of Bill. A bill is not invalid by reason of its not being 
dated, being ante-dated, post-dated, or dated on a Sunday. 

Wiiere a bill expressed to be payable at a fixed period after date 
is issued undated ; or where the acceptance of a bill payable at a 
fixed period after sight is undated, any holder maj'' insert therein 
the true date of issue or acceptance, and the bill is tlicn payable 
accordingly. And should the holder in good faith and by mistake 
insert a wrong date, the bill is not avoided thereby, but is sliU 
payable as if the date so inserted had been the true date. The 
holder who fills in a date after acceptance should notify tin* acceptor, 
so that the latter ma}^ know the exact date of maturity. 

d/d. Means days after date. 

d/s. Means days after sight. 

m/d. Means months after date. 

Calculation of Time of Pa3mient and Days of Grace, All bills 
erxeept those payable on demand (which include those at sight or 
on presentatii^n and those in which no time of payment is expressed) 
are subject to days of grace; that is, three extra days must be 
allowed for payment beyond the date mentioned in the bill. These 
three days used to be customary, but the law has now made them 
compulsory; and the till is due and payable on the last day of 
grace. No right of action accrues until after the last day of grace. 
When the last day of grace falls on a Sunday, Christmas Day, Good 
Friday, or a day appointed by Royal Proclamation as a public 
fast or thanksgiving day, the bill is due and payable on the preceding 
business day. When the last day of grace is a bank holiday under 
the Bank Holidays Act, 1871, and other Acts, or when the last day 
of grace is a Sunday and^the Second day of grace is a bank' holiday, 
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the bill is due and payable on the succeeding business day. If days 
of grace are not to be allowed, this fact must be specially noted 
on the bill by inserting the phrase " without days of grace,” or by 
adding the wprd ” fixed ” after the time stated, as ” on tlie 4th June 
fixed.” 

Where a bill is payable at a fixed period after date, after sight, 
or after the happening of a specified event, the time of payment is 
determined by excluding the day from which the time is to begin 
to run and by including the day of payment. In the case of leap 
year, one day more must be allowed to the month of February. 

Where a bill is payable at a fixed period after sight, the time 
begins to run from the date of the acceptance if the bill is accepted, 
and from the date of noting or protest if the bill be noted or pro- 
tested for non-acceptance, or for non-dclivery. 

The term ” month ” in a bill means calendar month. Thus, 
bills drawn on 28tli Dec., 29th Dec., 30th Dec., 3lst Dec. at two 
months would all mature on the same date, nominally on 28th Feb., 
but legally on 3rd March (allowing for days of grace). 

Case of Need. Tlie drawer of a bill, and any indorser, may insert 
in the bill the name of a person to whom the holder may resort in 
case of need, that is, in case the bill is dishonoured by non-accept- 
ance or non-payment. Such person is called the referee in case of 
need. It is in the option of the holder to resort to the referee in 
case of need or not as he may think fit. 

Acceptance. Tlie acceptance of a bill is the signification by the 
drawee of his assent to the order of the drawer. This acceptance 
is effected by the drawee writing liis signature across the face of 
the bill, though it is apparently quite legal if written on the back 
of it. The word ” accepted ” is generally prefixed, but it is not 
legally necessary. 

■■ When the drawee on accepting a bill marks on it tlie 

place of payment, this is called the domicile of the bill. If no place 
is mentioned, the bill is payable at the acceptor's usual place of 
business. 

Kinds of Acceptance. An acceptance may be eiti^r (a) general 
or (b) qualified. 

A general acceptance assents without qualification to the order 
of the drawer. A qualified acceptance in express terms varies the 
effect of the bill as drawn. In particular, acceptance is qualified 
which is — 

(а) conditional, that is to say, wliich makes payment by the 
acceptor dependent on the fulfilment of a condition stated therein ; 

(б) partial, that is, an acceptance to pay part only of the amount 
for which the bill is drawn ; 

(c) locals that is, an acceptance to pay only at a particular speci- 
fied pladb. An acceptance to pay at & particular place is a general 
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acceptance, unless it expressly states that the bill is to be paid 
there only and not elsewhere ; 

(c/) qudified as to time, as when a bill for two months is accepted 
for four ; 

{e) the acceptance of one or more of the drawees, but not of all. 

The holder of a bill may refuse to take a qualified acceptance, 
and if he does not obtain an unqualified acceptance, he may treat 
the bill as dishonoured by non-acceptance. 

Note. An acceptance on behalf of a firm Sr a limited company 
or in any fiduciary capacity should contain the name of the firm 
or company and be accepted for tliem, otherwise it may legally 
be held to be merely the personal acceptance of the pcarty or parties 
signing ; and this would render the latter personally liable on the 
bill. Thus acceptance should be — 

For and on behalf of A. B. Co., Ltd. 


And not — 


Director. 


Director of A. B. Co., Ltd. 

Presentment for Acceptance. The presentment must be made hy 
or on behalf of the holder, to the drawee or to some person auth<.)r- 
ized to accept on his behalf, at a reasonable hour on a business day 
and before the bill is overdue. 

Where a bill is addressed to two or more drawees, who are n-jt 
partners, presentment must be made to them all, unlc:; one has 
authority to accept for all, when presentment may be made to him 
only. Where the drawee is dead, presentment may be made to his 
personal representative. Wliere the drawee is bankrupt, present- 
ment may be made to him or to his trustee. WTeie autliorizt:d 
by agreement or usage, a presentment through 'he Post Office is 
sufficient. 

Presentment for acceptance is excused, and the bill may be 
treated as dishonoured by non-acceptance — 

(а) Wliere tht: drawee is dead or bankrupt, or is a fictitious person, 
or a person not having capacity to contract by bill ; 

(б) Where after the exercise of reasonable diligence presentment 
cannot be effected. 

The fact that the hold#* has reason to believe that the bill, on 
presentment, will be dishonoured does not excuse presentment. 
'-'^'Dishonour by Non-acceptance. When a bill is d^y presented for 
acceptance and is not accepted witliin the customary time (usually 
twenty-four hours), it must be treated as dishonoured by non- 
acceptance, or else the holder will lose liis right of recourse against 
the ^awer and endorsers. 
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A bill is dishonoured by non-acccptancc — 

(а) When it is duly presented for acceptance, and such acceptance 
cannot be obtained ; or 

(б) When presentment for acceptance is excused and the bill is 
not accepted. 

When a bill is dishonoured by non-acceptance, an immediate 
'right of recourse against the drawer and endorse rs accrues to the 
.holder, and no presei^tment for payment is necessary. 

Recourse. This term denotes the right of a bona fide holder of a 
bill of exchange to require payment of it from some person other 
than the acceptor, that is, from any of the endorsers, or from the 
drawer. 

Delivery of Bill. A bill of exchange, although complete in form, 
is, like a deed, of no effect against the parties to it uiiiil it has been 
properly delivered. If, therefore, a bill of exchange ge ts into 
circulation through being stolen from the drawer, acc(*ptor, or 
endorsers, they will not be liable upon it except to a holder in due 
course. 

l!legotiable Instruments. Partly by custom (modern as well as 
anoehl) 'rLM'iI)artly by statute law certain documents, including 
bills of exchange, have acquired negotiability. The characteristics 
of negotiable instruments are — 

1. The property in them, and not merely the possession, passes 
by delivery, 

2. The holder in due course is not prejudiced by any defects 
of title on the part of the transferor or any previous holder, even 
though such prior party may have stolen the bill. 

3. The holder can sue upon them in his own name. 

Generally speaking, if the holder's title can be made good through 

theft then the document is a negotiable one ; if not, then it is not 
negotiable. The following are examples of negotiable instrumc ?its : 
coins of the realm, bills of exchange, bank notes, cheques, promissi^ry 
notes, dividend warrants, East India bonds, exchequer bills, share 
warrants, bearer debentures and scrip, and bonds of foreign and 
Colonial Governments. 

Negotiation of Bill. A bill being a negotiable instrument may be 
transferred from one person to another, who then acquires all the 
rights in it. A bill, negotiable in its origin, continues to be negoti- 
able, i.e. may be re-issued, until it has been (a) restrictively endorsed 
or (6) discharged by payment or otherwise. Any holder may 
endorse over or transfer a bill unless the bill contains in the body 
thereof words prohibiting its transfer, or bears a restrictive en- 
dorsement. If a bill is payable to bearer, it is transferable simply 
by delivery; if payable to order, it is transferable by endorse- 
ment and delivery, that is, it requires the holder's signature on 
the back of it before being passed on. In any case, it is always 
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advisable to obtain tlie endorsement of a transferor in order to 
make him liable as a party to the bill, which he would not l:>e 
otherwise. 

Endorsement. The requisites of a valid endorsement are tliat it 
must be written on the bill itself and be signed by the endorser. 
The simple signature of the endorser without additional words is 
sufficient. The endorsement is usually on the back of the bill, 
though quite legal if on the front of it. Thejiumber of endorsements 
may be so numerous that the space on the back of the bill is insuffi- 
cient to contain all tlie signatures. In this case a slip of paper, calk'd 
an allonge, may be pasted on to the bill to receive any further 
endorsements. The first person to sign afterwards should write 
his signature partly on the bill and partly on the nllonge, in order 
to prevent the two being separated ; otherwise, the first signature 
on the allonge might be fraudently attached to a bill of a larger 
amount. An endorsement written on an allonge, or an a "copy" 
of a bill, is deemed to be written on the bill itself. 

Where, in a bill payable to order, the payee or endorsee is wrongly 
il(\signated, or iiis name is misspelt, he should endorse the bill as 
therein described, adding, if he thinks jit, his proper signature. 

Kinds of Endorsements. An endorsement may be in blank or 
special. It may also contain terms making it restrictive. An 
endorsement in blank specifies no endorsee, and a bill so endorsed 
becomes payable to bearer. A special endorsement specifies the 
[lerson to whom, or to whose order, the bill is to be payable, as 
" pay C D or order." A restrictive endorsement prolaluts the 
further negotiation of the bill, as " pay C D only.’ oi " pay C L) 
for the account of E," or " pay C D or order " for collection. 
Where any person is under obligation to endorse a bill in a repre- 
sentative capacity, he may endorse the bill in such terms as to 
negative personal liability. The endorsement “ sans recours ” (with- 
out n'course) is thus often used by persons who have be('n acting 
as agents and not principals. A facultative endorsement is one in 
which all endorser has, as regards himself, waived some or all of 
the holder's duties, such as presentment for payment, notice of 
dishonour, e^c. Example — 

Pay C D or order, 

Notice of Dishonour waived. 

AB. 

An endorsement must not be partial or conditional; it must be 
for the whole bill ; and if the endorsement is conditional, the condi- 
tion may be ignored by thfi payer. 

Circuity of Action or N^otiation Back. Where a bill is negoti- 
ated back to the drawer, or to a prior endorser, or to the acceptor, 
such party may re-issue anej further negotiate the bill, but cannot 



86 


ADVANCED ACCOUNTS 


enforce payment of the bill against any intervening party to whom 
he was previously liable. Thus, if Brown draws a bill and endorses 
it to Jones, Jones endorses to Roberts, Roberts to Green, and finally 
Green endorses back to Brown, Brown can rc-issue and negotiate 
the bill but cannot enforce payment against Jones, Roberts, or 
Green. In like manner, if any other person becomes, for the 
second time, an endorser of the same bill, all intervening endorsers 
between his first and gecond endorsements are discharged from 
^abilit}^ 

Where a person signs a bill otherwise than as drawer or acceptor, 
he thereby incurs the liabilities of an endorser to a holder in due 
course. This is known as “ backing *’ a bill. 

Consideration. The words " for value received are usually 
written in a bill, but are not legally necessary, as a bill is not invalid 
by reason that it docs not specify the value given, or that any value 
has been given therefor. Moreover, every party whose signature 
appears on a bill is prima facie deemed to have become a party 
thereto for value. This assumption, however, may be rebutted bj- 
evidence to the contrary. Valuable consideration for a bill may be 
constituted by — 

{a) Any consideration sufficient to support a simple contract ; 

{b) An antecedent debt or liability, whether the bill is payable on 
demand or at a future time. 

If a bill which has been previously accepted for value received 
is ultimately handed to a person as a gift, the Iiolder cannot recover 
ihe amount from his immediate tran^cror as no consideration has 
passed ; he can, however, recover it from any of tlie other parties 
to the bill. If a bill be given for a wagering or gaming debt, the 
holder cannot sue the loser upon it as the consideration is illegal. 
But if the bill is transferred for value to a third person who is 
unaware of the gaming transaction, such third person can enforc.: 
payment. This is so even in the case where a cheque (which is a 
bill of exchange) is drawn in a foreign country on a banker in tliis 
country, for a consideration which is legal in the country where it 
is drawn, but illegal in this country. The law of England always 
prevails in the case of bills of exchange, which arc draiWu in such a 
manner as to make them English bills. 

Presentment for Payment. Except in a few special instances, a 
bill must be duly presented for payment, otherwise the drawer and 
endorsers will be discharged from their lialffiity. A bill payable on 
demand must be presented within a “ reasonable " time. A bill 
not payable on demand must be presented on the due date at the 
place of payment or address of drawee or accc'ptor mentioned in 
the bill; or if this is not specified, at the draw(^e*s or acceptor's 
place of business if known ; and if not, at his ordinary residence if 
known ; and if not, at his last known place of business or residence, 
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or wherever he can be found. Where authorized by agreement or 
usage, a presentment through the Post Office is sufficient. Presenta- 
tion for payment is not necessary in order to make an acceptor 
liable. , 

Delay in presentment for pa5nnent is excused w'hen the delay 
is caused by circumstanfces beyond the control of the holder of 
the bill. Presentment is excused where the drawee is a fictitious 
person, by express or implied waiver, and vdiere, after the exercise 
of reasonable diligence, presentment cannot be effected. The fact 
that the holder has reason to believe that the bill will, on present- 
ment, be dishonoured, does not dispense with the necessity for 
presentment. 

Dishonour by Non-Payment. A bill is dishonoured by non-pay- 
nirnt [a) when it is duly presented for payment and payment is 
refused or cannot be obtained, or (b) when presentment is excused 
by the Act and the bill is overdue and unpaid. When a bill is 
dishonoured by non-payment, an immediate right of recourse 
against the drawer and endorsers accrues to the holder. When a 
bill is dishonoured by non-acceptance or non-payment, notice of 
dislionour must be given to the drawer and each endorser, or they 
will be discharged from their obligations. The notice may be given 
in writing or by personal communication. The return of a dis- 
honoured bill to the drawer or an endorser is, in point of form, 
deemed a sufficient notice of dishonour. Notice must be given 
iinmodiately after dishonour or within a reasonable time. Pach 
party wlio receives notice of dishonour is allowed rea'-on.iblc time 
to give notice to antecedent parties to tJie bill. Where a notice 
of ilislujuour is duly addressed and posted, the sender is deemed 
to have given due notice of dishonour, notwithstanding any mis- 
carriage by the Post Office. 

Noting and Protest of Bill. Where an inland bill has been dis- 
honoured, it may, if the holder think fit, be noted for non-accept- 
ance or non-payment as the case may be ; but noting is not legally 
necessary* to preserve the holder's rights against the drawer and 
endorsers. It is often done, however, in order to prevent any 
subsequent dispute as to the dishonour. A bill which has been 
protested for non-acceptance may be sub.st*qiiently protested for 
non-payment. Provided a bill is duly noted on the day of its dis- 
honour, or on the next succeeding business day, the protest may be 
extended subsequently & of the same date as the noting. A bill 
must be protested at the place where it is dishonoured, unless it has 
been presented through the Post Office, wiien it may be protested 
at the place to which it is Aturued by post. Wliere the acceptor 
of a bill becomes bankrupt or insolvent or suspends payment before 
it matures, the holder may cause the bill to be protested for better 
sef'urity against the drawer and endorsers. 
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jotary Public. Tl:iis is a public officei* whoso duty is to ccrtif}'' 
de<^ aiia otiier documents. The word " notary ” is derived from 
the Latin notarius = a writer. The duties of a notary also include* 
the presentatipn of dishonoured bills of exchange, and noting their 
non-acceptance or non-payment and afterwards protesting them if 
necessary. 

Noting Charge s. These are the notary's fees for re-presenting 
the bill, recording and* certifying its dishonour, and, if required, 
drawing up the protest. When dislionoured bills are noted, the 
noting charges must be paid by the holder of the bill, who is entitled 
to recover them from the acceptor or from the person from whom 
he received the bill. The notary makes a copy of the bill in his 
register, and then writes on the bill itself the date, his charges, 
the letter or folio of his register, and lastly his initials. He, or his 
clerk, then re-presents the bill for acceptance, or payment, as the 
case may be. If it is dishonoured again, he gums on to the bill 
a small ticket or label containing his chargers and the reason given 
for dishonour. The following is an example — 

NOTING TICKET 


PETER BROWN & Co.. 
Notaries, 

6 ABBEY LANE. . 

NOTING CHARGES. 7a. Qd. 

Refer to Acceptor 


Other reasons given might be '' No Orders," No Advice," " No 
Effects," " No Instructions," or " No Funds." 

When Noting or Protest is Necessary. Noting or protest is abst. 
lutcly necessary in the following cases — 

1. Before a bill can be presented for payment to a referee in 
case of need. 

2. Prior to an acceptance or payment for honour. ^ 

3. On dishonour of a bill by an acceptor for honour. 

4. In the case of non-acceptance or non-payment of foreign 
bills. 

Protest. This is the formal declaration^in writing made by the 
notary public against the non-acceptor or non-payer of a bill of 
exchange. A Protest must coatain a copy of the bill, and must be 
signed by the notary making it, and must specify — 

{a) The person at whose request thc^bill is protested; 

(i) The place and date of protest, the cause or reason for protest- 
ing the bill, the demand made, and the answer given, if any, or tlie 
fact that the drawee or acceptor could not be found. 
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It is not necessary to protest a bill in order to make the acceptor 
liable. 

Where a dishonoured bill or note is authorized or required to be 
protested, and the services of a notary cannot be ol^taiiicd at the 
place where the bill is dishonoured, any householder or substantial 
resident may, in the presence of two witnesses, give a certificate 
signed by them, attesting the dishonour of the bill, and the certifi- 
cate operates as if it were a formal protest #f the bill, 

Damages on Dishonour. Where a bill is dishonoured, the 
measure of damages, deemed to be liquidated damages, is as 
follows — 

1 . The holder may recover from any party liable on the bill, and 
the drawer who has been compelled to pay the bill may recover 
from the acceptor, and an endorser who has been compelled to pay 
the bill may recover from the acceptor or from the drawer, or from 
a prior endorser — 

[n) The amount of the bill ; 

[b] Interest thereon from the time of presentment for payment 
if the bill is payable on demand, and from the maturity of the bill 
in any other case ; 

{c) Tlie expenses of noting, or, when protest is necessary, and the 
protest has been extended, the expenses of protest. 

Holder in Due Course. A holder in due course is a holder who 
has'TakdIl a bill, complete and regular on the face of it, under the 
following conditions, namely — 

(а) That he became the holder of it before it was ovadue, and 
without notice that it had been previously dishoncured, if such 
was the fact. 

(б) That he took the bill in good faith and for value, and that at 
the time the bill was negotiated to him he had no notice of any 
defect in the title of the person who negotiated it. 

Every holder of a bill is prima facie deemed to be a holder in due 
course. , 

Duty of Holder. Where the holder of a bill presents it for pay- 
ment, he must exhibit the bill to the person from whom he demands 
payment, and when a biU is paid in legal tender the holder must 
fortlnvith deliver it up to the party paying it. o* 

Acceptance for Honour supra Protest. Where a bill of exchange 
has been protested fo;;, dishonour by non-acceptance, or protested 
for better security, and is not overdue, any person, not being a 
party already liable thereon, may, with the consent of the holder, 
intervene and accept the bill supra protest, for the honour of any 
party liable thereon, or for the honour of the person for whose 
account the bill is drawn. A bill may be accepted for honour for 
part only of the sum for which it is drawn. An acceptance for 
honour supra protest, in order to be valid, must (a) be written on 
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the bill, and indicate that it is an acceptance for honour, {b) be 
signed by the acceptor for honour. 

Example — 

Accei)ted supra protest, or Accepted for the honour and account 

of (drawer or endorser) with £ s d. noting 

charges and expenses. 

^ M. COT.LADO. 

Where aa acceptance for honour does not expressly state for 
whose honour it is made, it is deemed to be an acceptance for the 
lionour of the drawee. Wiere a bill payable after siglit is accepted 
lor honour, its maturity is calculated from the date of the noting 
for non-acceptance, and not from the date of the acceptance for 
honour. 

Where a dishonoured bill has been accepted for honour supra 
protest, or contains a referte in case of need, it must be protested 
for non-payment by the drawee (if he refuses payment on presenta- 
tion of the bill to him) before it is presented for payment to the 
acceptor for honour, or referee in case of need. When a bill of 
exchange is dislionourcd by the acceptor for honour, it must be 
protested for non-pajunent by him. 

Pa3anent for Honour supra Protest. Where a bill has been pro- 
tested for non-payment, any person may intervene and pay it 
supra protest for the honour of any party liable thereon, or for the 
honour of the person for whose account the bill is drawn. Payment 
for honour supra protest, in order to operate as such and not as 
a mere voluntary payment, must be attested by a notarial act of 
honour which may be appended to the protest or form an extension 
of it. 

Alteration of Bill. Wliere a bill or acceptance is inatenall> 
altered without the assent of all parties liable on the bill, the bill 
is avoided except as against a party who has himself made, author- 
ized, or assented to the alteration, and subsequent endorsers. In 
particular the following alterations are material, namely, any altera- 
tion of the date, the sum payable, the time of paymewd, the place 
of payment, and where a bill lias been accepted generally, tlic addi- 
tion of a place of payment witliout the acceptor's assent. Altera- 
tions on a bill should, therefore, be initialled by all parties to the 
bill. . i. 

Lost i3iU, Where a bill has been lost before it is onflUTEIe, flie 
person who was the holder of it may apply to the drawer for another 
bill of the same tenor, giving security tq. the drawer if n^quired to 
indemnify him against all persons whatever in case the bill alleged 
to have been lost is found ^gain. If the drawer, on request, refuses 
to give such duplicate bill, he may be compelled to do so. 

Forgery* No title to a bill can be^ma<|e through forgery. A 
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tiansferee acquires no rights through a bill which bears a forged 
signature eillier diawiT. acceptor, or endorser, even though he had 
no knowledge (jf the forgery. He can, however, demand repayment 
t'f the amount he has paid for the bill from liis tians&Tor. 

Discharge of Bill. A bill is discharged, i.e. all rights of action 
on it extinguished, by payment in due course by or on behalf oi 
the. draw'(>e or acceptor. “ Payment in due course means pay- 
in^-nt made in legal tender at or after the m^itunty of the bill to the 
holder tlier(‘of in good faith and without notice that his title to the 
bill is defective. If a cheque is tendered in payment of a bill, the- 
bill will bo retained untd the cheque is met as cheques are not 
legal tender, l^aynn ut by the acceptor before maturity does not 
discharge the hill, and the acceptor may rc-issue it. Pajmient by 
the drawer or an endorser does not discharge a bill. Where a bill 
pKiyablc to, or to the order of, a third party is paid by the drawer, 
the drawt^r may enforce payment thereof against the acceptor, but 
may not re-issue the bill. Where a bill is paid by an endorser, 
or wljcre a bill payable to drawees order is paid by the drawer, the 
party paying it is narnitcd to his former rights as regards the acceptor 
or antecedent parties, and he may. if he tliinks fit, strike out his 
o\;nand subserjut-nt endorsements, and redssue the bill. When the 
acceptor of a bill is or becomes the holder of it at or after its matur- 
uy, in his own ng,lii, the bill is discharged. When the holder of a bill 
at or after its maturity . by express w\Tiver in writing, or by delivering 
up tlio bill to the acceptor, absolutely and unconditionally n*nc>vuices 
his rights against the acceptor the bill is discharged Where a bill 
is intentionally cancelled by the holder of his agent, and the can- 
cellation is apparent thereon, the bill is discharged. 

Moratorium. I'his term, which is a Latin word derived from 
morari -- to delay, denotes a legal authorization to delay for a 
stated time the payment of certain specified d< bis or obligations. 

The promulgation of a moratorium is to allow debtors on bill^ 
of exchange*, pai ticiilarly firms who are unable to obtain payment 
from foreign debtors, time to collect the necessary funds to meet 
their own obligations, and thus save themselves from bankruptcy. 


ACCOMMODATION BILLS 


apon. An Acccfmmodation Bill is a bm put into cir«tilation 
in ^rder lo raise money on it by the process of discounting. It 
differs from an ordinary trade bill in that no value has been received 
for it. Accommodation jBills are also known as “ fictitious bills," 
" kites," and " windmills." 


Bfetfaod of Procedure. Bills may be dra^ for the accommodation 
trf either drawer or acceptor, or for the mutual accommodation of 
both. The discount otiar^ are borne by the party or parties 
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receiving the proceeds of the bill. The partj^ accommodated 
engages— 

(a) to provide funds for the payment of the bill at maturity; 

(b) to indemnify the accommodating party should the latter 

be compeUod to pay the bill. 

Discharge of Bill, Where an accommodation bill is paid in due 
course by the party accommodated the bill is discharged. Unlike 
a trade bill, the principal debtor is not necessarily the acceptor, 
but the party accommodated. 

Before proceeding to the subject of Foreign Bills it is proposed 
to deal with bill transactions that seem the fruitful source of diffi- 
culty to the generality of students. 


BILL OF EXCHANGE TRANSACTIONS 

Transactions in bills of exchange beyond the eiementary stage 
seem a source of anxiety and difficulty to the student when attcinpt- 
ing to provide tlie necessary book-keeping records therefor. 

Ihe cause of failure on bill transactions proceeds from a method 
of dealing with them in an attempt to follow their many bearings 

as a whole.*' Tlie viewpoints of the parties to the transactions 
seem to converge, and the student becomes unable to decide quite 
which set of entries belong to which party. 

This dilemma seems to arise more particularly when transactions 
relating to accommodation bills arc being dealt with. 

Practical problems of this kind arc test dealt with a step at 
a time. Tlie student must determine whose books shall be first 
dealt with, following upon which the relevant transactions will be 
extracted, and then it will be seen that a clear grasp of certain facts 
has resulted. Perhaps two examples of transactions in accommoda 
tion bills will more clearly explain the piecemeal " method of 
handling such transactions. 

Example i. On 1st January A draws on B for his personal 
accommodation a bill at three months for £200 which he immediately 
discounts with his banker. The banker charges 5 p^r cent. On 
maturity, A honours his obligation to B by a cheque^ with which 
B meets the bill. Show the entries in the books of both parties. 

Method df Procedure and Solution. It must first be determined 

virhose books shall be prepared first — ^A'sc>r B's " The wavering 
between A's viewpoint and B's viewpoint will lead to disaster and 
must be avoided. Take A's standpoint, and the transactions he is 
concerned with will leadily emerge ; they arc as follows — 

'T 1. A draws on B. 

2. A discounts B's acceptance, being charged discount at 5 per 

cent. 

3. A remits cheque to B. 




The entries in the Bank Account agree with the methr.(i entry 
as shown in the Bank Pass Book. An alternative inelhod is to 
utilize the discount column on the debit side, and extend the net 
amount of the bill in the bank column, so — 


Dr. CASH BOOK 



Note. The di.scount isszalculated on the “ period " the bill has to 
run, and not as a percentage on the amount as for cash discount. 

Now that A’s books have been prepared it is a simple matter to 
deal with the transaction^ ^ they affect B. B is concerned with 
tlie following transactions— 

1, Accepts A*s draft. 

2, Receives £200 from A. 

3, Honours his acceptance. • 
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The following are the accounts he will prepare— 

B*s LEDGER 

Dr. r A’s ACCOUK T Cr 


19 ^ 

i 


! £ 

|i 200 

'i 

5 . 

d. 

19' - 1 


f 


4 . 

Jan. 1 

To Bills payable 

1 



Apr. 4 j By Bank . , 

! ! 

i 

1 lioO 1 

i i 




Dr. BILLS PAYABLE ACCOUNT ^ 


19— 



1 

£ ! 

s. 

d. \ 19- 


! !i £ 


.A^t. 4 

To Bank 


‘21H1 i 

i 


- 5 Jan. 1 ! 

By A 

1 

•i !i 

: ;i 



Dr. BANK ACCOUNT Cr. 


> ! ! 

19— 1 ! 

i 

s. 

d 

lu , 

r 

Apr. 4 1 To A 

'2(H) 



Apr 4 

By Bills pay. able j '-'>0 

• ’ !i 

1 i' 


. Exsa^nple 2 . On 1st January A and B draw on each other at 
three months for £200. They discount each other*s hilJs, the hank<?r's 
discount charges being 5 per cent per anmun. On the due date of 
the bills each meets his own acceptance. Show the accounts in the 
books of both parties. 

Method of Procedure and Solution. As in the li/sl example, 
** whose books shall be prepared firsts Take /Vs viewpoint, and 
the transactions develop in the following order — 

^1. A draws on B. 

2. 4 accepts draft. 

3. Discounts B's acceptance* 

4. Honours own accq)tance.. 


A's ledger will show the following accounts — 

A’s LEDGKK 

r». B's ACCOUNT Cr. 




i 

200 

9. 

d. 

19— 


1 


s. 

To Bilb payable 



- 

Jan. 1 

B- ■ Bills ReGCiv- 

i 







ablo 

i 

200 

— 
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Dr, BILLS PAYABLE ACCOUNT Cr. 


19 -- 




> s. 

d. 

19— 



1 

i £ 

s. ! 

All! -1 

To BnTik 


209 

- 

1 

1 


Ian. 1 

By B 

1 

1 200 

l! 

- 1 - 
1 

1 


Dr. BAN KEIIS' DISCOUNT ACCOLW it. 


hi 



£ i s. 

d. 






Joii 1 

ToB.iiik . 


2 1 10 

1 



’V 





Df. BANK ACCOUNT . Cr. 


1 

- i 


£ 

s. 

d. 

19- 



1 i 

£ 1 «. 

d. 

I j To Bills i‘’. .iv- 





Jaii. 1 

By Discount 




! .-1 K- 


2(M) 

— 

- 

Char5[t*s . 


2 ; 10 

- 

! 

i 

L.. 



1 

Ai*r 4 

„ B)!.*- luv.iblc 


200 j - 
1 
i 

• » 



Hiiving c.^uiblisiied thr position of A in ivgard to the. qvuestion, 
it n'lnriin^; iiov/ to intiicato the transactions as they ; they 

an- as loliov\s— " t, 

1. B draws X)n A. : , - 

2. B accepts A’s draft. 

3. Discounl^ A's acceptance. 

i. Honours own acceptance. 

As will be seen, the accounts B will raise are parallel with those 
of A, except for the personal account, and it is, therefore^ deemed 
unnecessary to draft IVs ledger. 

A point, however, that must be emphasized is that A's and , 
accounts are viewed as being separately prepared, and from diiferimt* 
angles. I'or instance, '' A drawing on B ” is, in A's books, repre- ’ 
seated by two accounts, namely, (1) " B " and (2) Bills Receiv- 
able " ; whereas in B's books the same transaction is recorded in 
accounts, named “ A " and Bills payable '* respectively. By a 
strict application of the method outlined above it is thought the 
student will acquire a clearer grasp of matters concerning bill 
transactions. 

^^Dishcfiptpr. Questions on dishonoured bills are again the occasion 
'^of difficuity to students, and it would seem due to an attempt to ' 
focus t|ie position of all those concerned with the negotiation of ^ 
the bill to date of dishonour when determining what brok-keeping 
records are necessary. It is now proposed to deal with an example 
of this kind of question. 

Question/ J failed to hoboar his acceptance to A dl Bill No. 
14 for £200 pn the dm date. The Noting Charge . were ^ 5s. . 
Show the necessary bpok^teeping records in connection therewith. 
There are several circuinstanceii under which dishonour may arise; 
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state these, and express the " records ” applicable to the different 
circumstances of dishonour. 

Method of Procedure and Solution. It is necessary to be quite 
clear that the books wherein the records will be niaJe are those 
of the “ draVer." Avoid speculating as to the relation of any of 
the other parties to the bill the subject -of dishonour at this point. 
First then, all the book-keeping entries are viewed from the drawer's 
position. The next step is to put down in order the circumstances 
under which J's acc^eptancc may be dishonoured, which are as 
follows- — 

1. The bill still in the hands of the drawer. 

2. The bill has been since discounted with the banker. 

3. The bill has been handed to the banker for collection. 

4. Tlie bill has been previously endorsed over to a creditor. 

Now the position is clear for proceeding to make the book-keeping 
records required by the terms of the qiuistion. Before preparing the 
books, it may be stated that the subsidiary books only need be pre- 
pared when answering this type of question — unless S])ecific instruc- 
tions for complete workings are given as a part of the question 

1. On dishonour when the biU is still in the hands of the drawer. ‘ 


A's BOOKS 



The Noting charges will be the subject of a Cash Book entry as 
under — * 


CASH BOOK (Payments Side) 

^ .. 

Cr, 




1 

Office 



■ 

£ 

i 

B 


By J (noting charges on dishonour) 

1 


1 

1 


2. On dishonour when the bill since been , discounted with 
banker; and 

3. On dishonour when the bill has been sent to the banker for 
collection. 
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CASI-I BOOK (Bank Account) Cr. 




« 

1 £ \^- 



By J (Dishonoured Bill and. noting charges) 


200 1 5 

J 


■ Should the “ drawer and not the l>anker gA the bill noted, then 
the “ Office column would show tSs. for noting charges, and the 
" bank column '' would show' £200 — the amount of the bill. 

4. On dishonour when the bill has been endorsed over to a 
creditor. 

JOURNAL Dr. Cr. 


i 

i 

1 


5. 

d. 

£ 

s. 

d. 

J Dr. 


200 

5 

— 




To A. Creditor . . . . 





200 

5 

- 

For amount of bill and noting charges. 









After dishonour it is frequently the case that bills are renew^ed, 
i.e, the existing bill is cancelled, as mentioned above, and a new 
one is made out for the whole or part of the amount owing and 
including interest. The book-keeping entries neccssoiy are — 


(1) Bills Receivable. 

1 (2) For Bills Payable. 

Journal 

T • Dr. 

To Bills Ror.oivable 

Cancellation of Ijjll. 

JOURNAL 

; Bills Payable Dr. 

ToM 

Cancellation of bill. 

T Dr. 

To Interest 

interest charged for extended period 
of credit. . 

Interest Dr. 

ToM 

Interest charged for extended period 
of credit. 

Bills Receivable Or. i 

ToT 

For new bill, including interest. 

M Dr. 

To Bills Payable 

For new bill, including interest. 

• 

Interest on bills receivable Is & Gain. 

Interest on bills payable is a Loss. 


4 — (140^ 
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Further Case. In exercise work on bills it is not unusual to meet 
with this transaction, “ Endorsed B*s acceptance oyer to Q in 
consideration of which Q credited my account with £1^)5 \ the bill 
was drawn for ^200.” This transaction includes a charge for 
interest on ffie tenor of the bill. Students should attempt to take 
up the practici^l standpoint. It is obvious that Q must charge for 
the period he has th wait before he can encash B*s acccptanrci 
(assuming he waits till date of maturity). Hence, the book-kee]iing 
records will be as under — 

JOURNAL Dr Cr. 


. Q 

To Bills Receiviible . 

'• ".'iv-nl of acceptance*. 

1 Intcu’-v .... 

[ Tc ^ . . . . . 

I Intcrcj>i eharcjotl on un^^xpireci tofj 
. of bill (los'-j 


On pages 19S and 196 are shown many bill tran^aclions, tint 
entries for which students are advised to trace in the model working 
which follows. 


FOREIGN BILLS 

" definition. According td'Stcfibh 4 of the Bills of Exchange Act 
; a “ foreign bill is any otlicr bill which does not come within th«' 
I definition of an inland bill. It is generally defined as a bill 
\ drawn in one country but payable in anoUier/' Foreign bills are 
i usually drawn in sets of three, called vias,*' and gem rally contain 
I the phrase “ value rect-ived or value in account." Each via is 


London, 

Exchange for /800. 21 Jan., 19.. 

« 

Thirty days after sight pay this First of Exchange 
(Seex^nd and Third of the same date and tenor uniiaul) 
to Messrs. Carpentier et«Cie, or order; eight hiiiidrcc’ 
pounds, value in account. 

J. RowiiM. 

To Messrs Hachettc Frt^rcs, 
tVOU'^. 
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niunbcrt’cL and stipulates that it is to be paid only if the other two 
\ i:is are unpaid. To minimize the risk of loss, and to avert the delay 
arising therefrom, the three forms are dispatched at different times, 
i.e. by different iruiil steamem. • 

Documehtary Bills. Tli,ese are foreign bills having certain docu- 
raonts attached. 

Clean Bills. These are foreign bills hairing no documents 
attached. 

Fonn of Bill. There is no particular form of bill required by the 
Act. On page 98 is a specimen in common use. 

Sum Payable. In addition to the cases mentioned iirnler Inland 
Ihlls, the sum payable by a bill is a sum certain within the meaning 
• >1 the Act, although it is required to be paid — 

According to an indicated rate of exchange, or according to a 
r. i.c of exchange to be ascertained as directed by the bill. 

The sum for which a foreign bill is drawn is often stated in the 
cunency of the country where it is payable. WTiere a bill is drawn 
out of, but payable in, the United Kingdom, and the sum paj’ 
aide is not expressed in the currency of the United Kingdom, the 
amount in the absence of some express stipulation, is calculated 
according to rate of exchange for sight drafts at the place ol 
pavmcjit on the day the bill is payable. 

Bill in a Set. Where a bill i.s drawn in a set, each part of the set 
bt’ing numbered, and containing a reference to the other parts, 
the whole of the parts constitute one bill, llie accepttmee jsay be 
written on any p.irt, and it must be written on one pait only. Any 
person who accepts, or any person who endorses, more than one part 
will be liable on the said parts as if they were separate bills. With 
these exceptions, where any one part of a bill drawn in a set is 
discharged by i)ayment or otherwise, the whole bill is discharged. 

Sola. This term, or Sola Draft," " Sola of Exchange," appear- 
ing on a hill of exchange means that it is the solo or only bill, i.e. 
that the bill has not been drawn in a sot. With near countries, 
nowadays, one* copy, or a first and second of exchange, are often 
deemed suHicieiit, as the mail service is more regular and reliable 
than in former times. 

Foreign Bills Drawn in Sterling. The custom has long prevailed 
amongst English merchants of drawing on their foreign customeis 
in the home currency instead of in the currency of the country 
where the bill is payable, and of stipulating that the bill shall be 
paid at the rate of exchangc^ruling on the day of the first London 
endorsement. For example (page 100). 

When the bill is sold the endorsement would be similar to the 
following — 

Pay T. Kuelli St Co., y Onter, at the exchange of 25 lire auU 66 
centeHimi for steiliug. 
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/227 16s. lid. 


Livkrpooi,, 

15 Stipt., 19. . 



Three months after date pay this First of Fxchanj^^c 
(s('rond and third same date and tenor unpctid) to 
Signor F. Spmglutti, or order, the sum of two liundred 
and twenty-seven pounds sixteen shillings and cl(j\t'n- 
pence, at the rate of exchange as j^er first London 
endorseniont, value received, and eliarge to account as 
per advice. 

Kui.iikS Son. 


To Signori Bellami iS: Cia, 
Genoa. 


The buyer, i.e. the London banker or broker, will write the rale 
of exchange and the currency amount on the bill undcnu'ath the 
sterling figuics; and this information will be sent by the dratMr 
to the drawee, so that the latter may verify the exchange and know 
what amount he will eventually have to pay. The great advantage 
of this method to the drawer is that lie obtains the cash for the full 
amount of his invoice, and thereby obviates Uie risk of loss in 
Exchange. Tiie custom seems to have originated from tlio violent 
fluctuations of Exchange in time of war or panic, and the const qin nt 
desire of the di'awer to protect himseh against tlie resultant loss. 
Tlie foreign merchant thus bears the loss arising from Exchange; 
for no matter how low Exchange falls, he must provide a 
sufficient amount of the foreign currency to purcliase a bill for Ihe 
required sterling sum. At Uie same time, however, he stands 
a chance, should the rates be favourable, of making a profit on 
Exchange. 

Old Style of Dating. Bills drawn in Greece, Bulgaria, Yugo-Slavio , 
and other countries where the Julian Calendar still prevails, arii 
dated according to the old style. As this would give rise, in 
other countries, to great trouble and possibly errors in calculating 
the due date, such bills usually bear tlie dale according to both 
calendars, thus, Jan. 4/17. Thirteen days liave to be added to 
bring the old style of date into agreement with the new style, i.e. 
according to the Gregorian Calendar. In 1752 England, by Act 
of Parliament, dropped eleven days out of the calendar, and the 
difference has increased, and will increase, one day in each successive 
century. 

Stamp Ducy. On bills drawn in the United Kingdom and pay- 
able abroad, and on bills drawn abroad and payable in the United 
Kingdom, the stamp duty is the same as for inland bills. Foreign 
bills both drawn and expressed to be f>ayable out of the United 
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Kingdom, but which are actually paid, endorsed, or negotiated in 
the United Kingdom, are stamped as follows — 

Up to £50, like an inland bill. 

Exceeding £50, but not exceeding £100, 6d. * . 

„ £100, 6d. for efvery £100 or fraction of a £100. 

When foreign bills are payable on demand# or within three 
days after date or sight, a postage stamp may be used; in other 
cases, a proper adhesive foreign bill stamp must be affixed and 
properly cancelled by the first person dealing with the bill. A 
foreign bill (as described in this paragraph) need not be ‘stamped 
before it is issued, but it must be stamped before it is negotiated 
in the British Isles. If the bill is drawn in foreign currency the 
amount, for the purpose of stamp duty, is calculated according 
to the rate of exchange mentioned in the bill; or if no rate is 
mentioned, then it is calculated according to the rate of exchange 
current on thei date of the bill. Stamps roquiied by the laws of 
foreign countries are usually affixed by the foreign customer and 
debited to the account of the English merchant. 


Example. 


Marseille, 

le 20 Jilin, 19.. 



A .s o i X a n 1 c I 
rctle pREMii KK 
T r () i s i d m e n o 
Louis P. Corneille 
francs, valeur 
pnsseiez \ inon 


A. M. L6on Tulle, 
a X. 


IsM 

12 i> 

^5 c 

Jv b 


No. 1726. Au besoin chez M.M.B. et Cie. 


lion pour Francs 5,000. 


jours de vuo paxt/ coiitrc 
cie Change (Seconde et 
Tetfiut) k I’ordre de Alnusicur 
la somme de cinq rnille 
re 9 ue en mnvvli.nidises, qiie 
complc suivaiit avis. 


Adhesive 

fon-isn 

biri 

slaittp 

1 /- 


P. Louekt. 


For the purposes of the Bills of Exchange Act. bills drawn in 
the Channel Islands and the Isle of Man are inland bills ; yet, for 
the purposes of the Stamp Act, diese bills are foreign bills and 
require, not the impressed ijiland revenue stamp, but tlie adhesive 
foreign bill stamp. 
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Assiiming the above bills, drawn and payable abroad, to be actu- 
ally paid, endorsed, or negotiated in the United Kingdom, they 
must be stamped with foreign adhesive bill stamps for Is. and Is. 6d. 
respectively. 

Usance. It is customary for foreign bills to be made payable at 
one or more " usances,” i.e. time of pa 3 micnt as fixed by custom. 
For instance, the usance between London and New York is sixty 
days after sight, between London and Bombay thirty da 5 rs after 
sight (30 d/s.). Double usance means double the usual time, and 
so on. The usance prevailing between any two countries depends 
upon (a) the distance apart, (6) the means and facilities for com- 
munication, (c) the nature of the mercantile transactions. 

After Sight. Foreign bills arc generally drawn payable at so 
many days ” after sight.” This en.sures the drawee having the benefit 
of the full period of time, and not losing, as when bills are drawn 
in months, one day in April, June, September, and November, 
and three days in February. The acceptor of sucli bills must, there- 
fore, sight or date his acceptance, as the time for maturity bigm.s 
to run from the date of such acceptance and not from the date on 
which the bill was drawn. The following is an exatiifiU' of a foreign 
bill duly sighted — 


for $4,000. 


At sixty (lavs' 
change fSecc'iul 
arui tenor uri- 
James Rctrop 
dollars, value 
to account as 

To Messrs. A B ^ Co. 

New \\)rk. 


i 


9/- 


,J 


<7^ 




O 

O 

ns ^ .X . 

•xs ii 5 ^ 

00 o 


Lox:>r>\, 

21 Jan.. 19, . 

sight pay this First of Ex- 
aiid Third of same date 
paid) to the order of Mr. 
the sum of four thou, and 
received, and place 
advised. * 

» 

R. Braoy. 


Days of Grace, 'rhese are almost non-existent in foreign coun- 
tries ; there are no days of grace in France, Italy, Russia, llolland, 
Belgium, Norway, Sweden, Denmark, or in New York State. 
Foreign bills payable in this country, however, get the benefit of 
the three days of grace. 

How Foreign Bills are Dealt With. Unless the foreign country 
happens to be a very near one, for|;ign bills are not sent for accept- 
ance and return as in the case of inland bills. If the drawer has 
both a debtor and a creditor in the foreign country he will draw 
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th(i bill on the dt.btor payable to the creditor. The latter will then 
obtain the drawee's acceptance and credit the amount of the bill 
to tlic account of the drawer. If the drawer has no creditor in the 
country where the bill is payable, he will draw the bill payable to 
his own order, endorse it, and discoimt it with his banker, who will 
no doubt have a branch, agent, or correspondent in the country 
whore the bill is payable. Or, if he himself is of good financial 
standing, he may elect to dispose of it to the bill brokers and foreign 
liankers, who meet on Tuesdays and Thursdays at the Royal 
E-xchangc'., London, for the purj^ose of buying and selling fon ign 
bills. 

Noting and Protest. \Vliere a foreign bill has been dishonoured 
by iion-acc('ptance, it must be duly protested for non-acceptance; 
and where sucli a bill, which has not been previously dishonoured 
by non-acceptance, is dishonoured by non-payment, it must be duly 
prot<'sted for non-payment ; otherwise, the diawer and endorsers are 
discharged. The noting and protest is the only recognized evidence 
of dishonour in many fort:ign courts. 

Damages on Dishonour* In the case of a bill wliich has been 
dishonoured abroad, in lieu of the usual damages (mentioned 
undv'i Inland Rills), the holder may recover from tlie drawer or an 
endorser, and the drawer or an endorstr who has been comi>elled 
to pay the bill may recover from any party liable to him, the 
amount of ihe re-exchange, with interest thereon until the time of 
payint‘iit. 

Re-exchange. This is the loss resulting from the dishonour of a 
bill in a country different from that in which it was drawn or 
endorsed. The re-excliangc is ascertained by proof of the sum for 
which a bill at sight must be drawn in order to realize, at the place 
of dishonour, the amount of the dishonoured bill and the expenses 
conscejuent upon dishonour. The latter comj>rise iho exjienses of 
protest, poslitge, commission, brokerage, and the cost of the stamp 
when a rc-draft is necessary. 

Conflict of Laws?! ^^^lcro a bill drawn in one country is negotiated, 
accept(id, or payable in another— 

(а) The validity of the bill as regards requisites in form is deter- 
mined by the law of the place of issue, and as regards the super- 
vening contracts, such as drawing, endorsement, acceptance, or 
acceptance supra protest, by the law of the place where such con- 
tract was made. 

(б) The duties of the hpldei* with respect to presentment for 
acceptance or payment, and with respect to notice of dishonour, 
protest, etc., arc determined by the law of the place where the act 
is done or the bill dishonoured. 

{c) The due date of the trill determined according to the law 
of the place where it is payable. 
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Differences between Inland and Foreign Bills. These may be 

summed up as follows — 

1. An inland bill must be written on duly stamped paper (except 

where the duty is only 2d.). A foreign bill can be issued before being 
btamped. ’ 

2. A foreign bill is usually made payable at one or more 
usance's. Inland bills arc drawn payable at anj^ period the drawer 
chooses. 

3. A foreign bill, if dishonoured, must be duly noted and a pro- 
test drawn up. With inland bills noting and protest are optional 
(except in cases of acceptance and payment for honour). 

4. Foreign bills are usually drawn in sets; inland bills are drawn 
singly. 


DOCUMENTARY BILLS 

^ DefinitjQ^ f A Documentary Bill is a foreign bill having certain 
" dbcunfents *of title'* attached. The documents arc usually the 
invoice of the goods, the bill of lading, insurance policy, and, some- 
times, a letter of hypothecation. ’ 

Nature and Use of Documents Attached. Foreign bills, rsi)ecial]y 
those relating to shipping orders and consignments, arc discoiint(‘d 
or sold before they are accepted. Th(‘ banker is thus taking a 
considerable risk, and seeks to protect himself by obtaining posse s- 
sion of the relative shipping documents. The invoice is rcquiied in 
order to identify the goods, and must be produced to the customs 
officials at the port of deliveiy. The bill of lading, duly endorsed, 
gives the banker a title to the goods; and the shipping company 
will deliver only in excliange for the bill of lading. The insurance 
policy, duly endorsed, is the banker’s security for indemnity in ca.se 
the goods are lost owing to the perils of the sea. The letter of 
hypothecation pledges the goods as security for the payment of the 
bill, by giving the banker the right, in the event* of the bill being 
dishonoured by non-acceptance or non-payment, to dispo.se of the 
goods and to charge any deficiency to the drawer. Documentary 
bills are a so bouglit and sold by bill brokers. Tlioy form a con- 
venient means of settling debts in the countries where Jhe bills 
arc payable, the documents attached affording security to the 
pixrchaser. 

Letter of Hypothecation. On page 105 is a specinum. 

Letters of Hypothecation are seldom used nowadays, the banker 
referring, on dishonour, to the drawer for instructions, repayment of 
bill, and disposal of goods. This is^ore particularly the case where 
drawer keeps a substantial current account with the bank 
concerned. 
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The Save PjAnk, Ltd., 
Hillcom, E.C. 


London, 

2Qth June, 19. , 


Dear Sirs, 

We enclose herewith bill for /600 at 90 clays' siglS, drawn by us on 
.Messrs. Roberts tV Son, Wellington, New Zealand. In consideration 
ot yuiir advancing to us on same 80 per cent, namely /4S0. we hand 
you the followiiig set of shipping documents — 

I Invoice for 20 Cases of Goods, value ^{600, in triplicate ; 

I B:ll of Lading for above 20 cases mark< d | R. iSf SoiT] 62G/57, in 

triplicate ; 

Policy of Marine Insurance for /650, in duplicate. 

I I'l eight Oil tlic goods has been paid by us. 

, In the cviuit of the said bill being dishonoured, we authorize you to 
! sell Mirh goods for cnir account and at onr risk, and to charge us "with 
the usual «.‘xptns<'s rtud coiumis->’<m 

Yours faithfully, 

V. Francis Co. 

! i 


Method of Procedure. The banker having discounted the bill, or 
made the rcquin?d advance, generally 80 to 90 per rent less charges, 
forwards the bill (the first copy being duly stamped), together 
with the original documents attached, to his branch or agent at 
tlie place of destination of the goods. A second si t is sent by 
the next mail, the third set being retained by the banker. When 
the goods aiirive they are unshipped and stored in the dock ware- 
houses by the banker's agent, who calls upon the drawee for accept- 
ance or paymeiiU of the bill, in return for which he surrenders the 
documents. Where the drawee is a trader of good financial stand- 
ing, the banker's agent will release the goods as soon as the bill has 
been accepted ; in such cases the bill gciicrall}' contains the clause 
** documents attached to bcm surrendered on acceptance,** In other 
'cases, the agent will be instmeted to obtain not only acceptance, 
but payment of the bill at maturity, before releasing the goods. 
With some indents (shipping orders from abroad) the bill is drawn 
at such a period, that maturity of the bill will coincide with the 
arrival of the goods. If the customer so desires, he may pay the 
bill by instalments, obtaining in return a corresponding portion 
of the goods. Where the customer wishes to secure possession of 
the whole of the goods bcfdi-e maturity of the bill, in order to take 
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advantage of a favourable market, he may retire the bill under 
rebate, that is, a cash discount for the unexpired term of the bill. 
The banker's charges include, not only commission and cost of 
stamp that may be necessary in the foreign country, but also 
interest from the date of the bill up to maturity. And hence, if 
the bill is paid before the due date, the banker will be quite willing 
to forego the unearned portion of the interest. Bills drawn in 
sterling, and not in the currency of the country whence they are 
forwarded, are payable at some si>ccified rate of exchange; and, 
in such cases, the banker's charges may be covered by the rati^ of 
exchange at which he buys the bill. Sometimes, the amount to be. 
paid is the amount of the bill, plus interest on it up to the time 
when the remittance in payment reaches London, or other place 
of making the original advance. On receipt of advices that the bill 
has been duly honoured, the banker will pay the remaining 10 or 
20 per cent due on the bill. Documentary bills are used princip.jlly 
in the import and export trade, both of which arc virtually financed 
by means of these bills under the above-mentioned procedure'. 
Inward and outward shipments are also made against bills drawn 
payable at sight, but more usually against bills drawn at ordinary 
usance. 

Examples of Documentary Bills. The following are fair specimens 
of the documentary bills in ordinary use — 


NTo London, 

i:xch;ingo lor ^600. 20/// 19.. 

Nim‘ty Uaj’s after sight of this First or Exchangr 
(S econd and Third of same date and teiinr unpaid) pay 
to us or our Order the sum of Six hundred pounds, value 
received again.'>l IL & Sou ] (326/45 ~ 20 Cases of 
Go<kIs per ss. Crown Priticc, and place to account as 
advi.scd. Shipping documents attached to be surrendered 
Oil payment. 

To Messrs. Roberts & Son, F. Fran(U 3 iV Co. 

Wellington, ^ 

New Zealand. 


The above bill would be endorsed— 

Pay to ^e .Safe Bank^ LtA., or Order, 
F, Francis & Co< 
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No 764. 

Exchange for ;£450 


London, 

Ath Jan . 19. . 


Sixty days after sight of this First of Exchange 
(Second and Third of same date and tenor unpaid) i^ay 
to our order the sum of Four hundre^ and fifty pounds 
sterling, ])ayable at the National Bank of India's drawing 
rate for demand drafts on London, with interest at six 
per cent per annum added thereto from date hereof to 
approximate due date of arrival of the remittance in 
l^iidon, value received against [ S.S . & S. } 623/89 = 15 


bales of Cotton Goods per ss. Queen Maud. Shipping 
documents attached to be surrendered on acceptance. 


To Messrs. Byjarnji & Co., 
Bt>mbay 


S. Seller cV Son. 


Tlie above bill would be endorsed by the drawers, thus — 

Pay The Naiioml Bank of India, or Order, 

S. Seller & Son. 

^ promissory notes 

By the Bills of Exchange Act, 1882, a Pror 
Note is defined as — 


An unconditional promise in writing made by one person lo another signed 
by the maker, engaging to pay, on demand or at a fixed or determinable future 
time, a sum certain in money, to, or to the order of, a specified person or to 
bearer. • 


Promissory Notes are used chiefly for loan transactions. Like 
bills of exchange, they are negotiable instruments, and can be 
transferred for value. They are sometimes discounted, and are 
subject to days of grace, unless payable on demand. Promissory 
Notes payable to hearer on«demand for a sum greater than £\ and 
less than £5 are void in England. 

Form of Note. There is no special statutory form of promissory 
note, but on i>age 108 is a typical specimen of those in current 
use. 

Stamp Tlie staraji duty on promissory notes is the same 

as for bills of exchange, except that it is alwa 3 rs ad vadorem, 
whether the note is payable demand, or within three days, or 
otherwise. • 
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il'iO. 

LOMliO 



\st July, 19.. 



Two months after dale I .promise to pay to Mr. T. 


Stamp 

Grf'en, or ordt r. the sum of One hundred and twenty 


2/- 

pouifJs, for value received. 



Y. ViiJLOW, 


Parties to a Note. There are two parties to a promissory 
note — 

(fl) Maker, the party who writes out the note, i.e. the debtor. 
In the example given Y. Yellow is the maker. 

{b) Payee, the person to whom the money is i>ayable, i.e. the 
creditor. In tlje example given T. Green is the payee. 

Kinds of Notes. Promissory notes are of two kinds, inland and 
foreign. 

An Inland Note is one which is, or on the face of it purports to 
be, both made and payable within the British Islands. Any other 
110 tj^ is a foreign note. 

In difference bi^tween Promissory Note a nd Bill of Exchange. The 
/following points of ditlerence should be carefiilly noted— 

1. A Note is a promise to pay, a Bill is an order to pay. 

2. Bills are often drawn in sets, notes are made singly. 

3. There are three parties to a Bill, but only two to a Note. 

4. A Bill is drawn by the Creditor, a Note is made out by the 
Debtor. 

5. A Bill requires occefAance, a Note does not. 

6. Foreign Bills when dishonoured must be protested, foreign 

Notes need not. • 

,>7. A Note payable on demand requires an ad valorem stamp, a 
Bill only a 2d. stamp. « 

Joint Notes, Joint and Several Notes. By Section 85 of the BiUs 
of Exchange Act — 

(1) A promissory note may be made by two^r more makc^rs, and they may 
be liable thereon jointly, or jointly and scveniJly according to its tenor, 

(2) Where a note runs, '* 1 promise to i)ay," and is sigiisd by two or more 
persons, it is deemed to be their joint and several note. 

0x1 page 109 is a specimen of a Joint Note. 

To convert the above into a Joint and Several Note it would have 
to be amended to read, *' I promise to pay," or “ We and each of 
us promise to pay,” or " We jointl/and severally promise to pay." 
A Joint and Several Note has a great advantage over a mere Joint 
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Note, because it enables the holder to sue the makers not only 
jointly but also individually. 


/;i00. London, ‘ 

’26{'i Fib., 19. . 

Four months, after date we premise to pay to Mr. 
R J. Porters the sum of One liundred pounds, value 
received. 

VV. Makshman. 

T. Bayks. • 


Note Payable on Demand. Like a bill of exchange a note is pay- 
able on demand — 

[a) Which is expressed to be payable on demand, or at sight, or 
on presentation ; or 

(b) In which no time for payment is expressed. 

Presentment for Pa3rment. Where a promissory note is in the 

body of it made payable at a particular place, it must be presented 
for payment at that particular place in order to render the maker 
liable. In any other case, presentment for payment is not necessary 
in order to render the maker liable. Presentment for payment is 
necessary in order to render an endorser liable. 

Liability of Maker. The maker of a promissory note inaxing 
it— 

1 . Engages that he wll pay it according to its tenor. 

2. Is precluded from denying to a holder in duo course the existence of 
the payee and his then capacity to endorse. 

Promissory Note and Collateral Security. T3y Section 83 (3) of 
the Act,* " A note is not invalid by reason only that it contains 
also a pledge of collateral security with authority to sell or dispose 
tliereof." • 

Bills of Exchange Act and Promissory Notes. The provisions of 
the Bills of Exchange Act apply also to promissory notes, with the 
following exceptions— 

{a) Present for acceptance ; (6) Acceptance ; (c) Acceptance supra 
protest ; (d) Bills in a set ; (e) Protest on dishonour. 

In applying the provisions of the Act, the maker of a note is 
deemed to correspond with the acceptfir of a bill, and the first 
endorser of a note is deeitfed to correspond with the drawer of an 
accepted bill payable to drawer's order. 

Foreign Promissory Notes. A Foreign Note is any note that does 
not come within the definition of an Inland Note. On page 110 
is a specimen. • 
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Example. 


BILLKT A OK'PRK 


F^aris, • Boil pour Francs 2,50 

h 15 Janvier, 19 . . 

A dfeux mois dc date jc paycrai a Monsieur Pan' 
Tttnbn Copp6e, ou k son ordre, la suniine de francs doux 
cinq cents, v'alour re9u en esp«>ces. 

LoriSE Peine. 


BANK POST BILLS 

Definition. These are promissory notes to order, issiu rl by 
Bank of England and its branches, for any sum from £10 to £1 .000, 
and are payable at seven or sixty days after sight without days of 
grace. 

Example. Tlie following is a specimen of a Bank post bill-- 


BANK OF EN(;T.ANU POS'I' BILL I 

No. 3S1. London, j 

Lv/ 19.. 1 

At days’ sight 1 promise to pay I hi*, my Sole Bill or | 

Fxci:a.\<.e to Manuel Collado, or order, Twn hii.idnd pounds sterliii.i;, j 
valuj* rcc«'ived of William J. Marshman. ; 

l^or the Governors and Company of tlu- Bank of England, 

C. P. M , 

;f200. Chief Cri‘-iJ.er. 


Origin of the Bills. Tlxese bills first came into use in 1738, as 
part of a scheme to frustrate the frequent robberies of the mails. 
Tlie owner of the bill had liiitt'ntD^give notice of any robbery that 
had occuiTcd, and could thereby prevent payment beinf made to 
anyone except tlie rightful party. 

How the Bills are Obtained. A post bill can be obtained by pay- 
ing down at the Bank of England or any of its branches tlur amount 
for which the bill is required. The bant makes no charge, the rise 
of the money being sufficient remuneration. 

Bills Falling into Disuse. These bills are not used nearly so much 
now a.s formei'iy. They are iucludod ini the Bank Return under tlie 
heading, “ Seven-day and Other Bills." * 




BILLS OF EXCHANGE, PROMISSORY NOTES, CHEQUES 111 

BANK NOTES 

Defimtion. These are pWttiisS(J!y notes, payable to bearer on 
demand, issued by English, Scotch, and Irish banks. They may be 
re-issued after payment, and usually are, except by the Bank ol 
England. 

Right of Issue. The Bank of England, and certam banks <rf 
issue, had the exclusive right of issue within g. sixty-five mile radius 
of London, while the Bank of England had the monopoly for the 
I'ity and three miles round. Owing to amalgamations with London 
hankers, etc., country bankers have ceased to issue notes and the 
Bank of England now has the monopoly for England, and Wales. 

Amounts for which Notes may be Issued. In England and Wales 
notes are now issued for sums £5 and upwards, £1, and 10s. 
Scottish and Irish notes are issued for sums of £l and upwards. 

Bank Notes Negotiable Instruments. Bank of England notes are 
legal tendei for oil amounts. As they are negotiable instruments 
the holder of a bank note, provided he has taken it Ifona fide and 
tor value, can u'tain it against everybody, even the lawful owner. 
The bank may have " stopped payment " of certain stokm notes, 
but IS nevertheless hable to a bona fide holder for value, hor greater 
•vsfviy, when being sent by post, bank notes are often cut in halves, 
one half being forwarded by one post, and the other by a later one. 
The halves must be pasted together before being pre^nted for pay- 
ment ; but the mutilation does not affect their negotiability. 

Definitio n. Bank drafJ's W 'tills or«cchange drawn by one 
banker on another. As anjc..person can buy from a banker a draft 
payable in any part of the United Kingdom, or in any country 
abroad, they form a convenient means of remitting money. They 
possess a certain security against fraud, inasmuch as the other 
bank is»notificd of the amount of the draft. On inland drafts a 
small commission is charged, but with foreign drafts this will be 
covered by die rate of exchange at which they are purchased. 

'Definition. An lOU is a written memorandum .or acknowledg- 
ment of indebtedness.' '*T he letters t'QtJ-are..a .contraction fo.r the 
phrase " I owe you,” the sounds of both being identical. The 
f STTbiVllig Ts an example — 


— — J 

London, lOth Jan, 19 ,. 

To Mr, Alfred Browii, 

[OU ;£30 lUd. 6d. 

• 

• 

William Thornycropt. 



112 


ADVANCED ACCOUNTS 


Points to be Noted. An lOU does not require a stamp, as it i.s 
neither a receipt nor an agreement. It should not contain any 
promise or date of repayment, otherwise it would require stamping 
as a promissory note. It is not a negotiable instrument. In a court 
of law it is accepted as evidence only of an account stated between 
the parties mentioned, but not of the amount named. The amount 
is sometimes written m words as well as in figures. 

CHEQUES 

Definition. By the Bills of Excliange Act, 18C2 — 

A cheque is a bill of exchange drawn on a banker payable on demand. 

And, with a few exceptions, the provisions of the Act applical^h: 
to bills of exchange payable on demand apply also to cheques. 


Example. The following is a specimen of a cheque — 


No. 335,907 

No. 365.907. I.x»KnoN, 


6 Jan., 19.. 

6//* /rtw., 19. . 




TKE ENGLISH BANK, LIMITED, 




LONDON, E.C. 

ej. 


Retrop & Co 

Pay to Messrs. Retrop 6^ Co, or Orclor 


i 

1 

a/c 

tliO sum of Sevenfy-stx pounds fifteen 
shillings and ninepenee. 


rendered . 

Arthur J. Bro'v.mky 

j£76 . 15 , 9 

£76._1.5_9 



The form is perforated ready for division into two parts. The 
smaller portion, called the counterfoil, is retained in cinque 
book for reference. The larger portion, called the cheque, is for- 
warded to th(‘ payee mentioned thereon. In the case, of large firms 
and of limited companies, the names of such firms or companies are 
often printed at the top of their cheques. 

Bearer Chequ es. A bearer cheque is one payable to bearer, 
that c^' be CSShed or negotiated without previous endorsement. 

Order Cheques. An order cheque is one payable to a certain 
perSoRTTTnerr It must be endorsed before it can bo cashed or 
transferred. The endorsement by the payee turns an order cheque 
into a bearer cheque unless the payee* endorses it payable to the 
order of someone else. 

Open Chequ es. An open cheque is one that has not been crossed, 
i.e. one tiiiatcan be cashed over tlic evunter. 

Stale Cheques, A stale cheque is one tliat has been drawn for 
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some time previous to presentation for pa 3 nnent, i.e. one that is 
some months old. ^ 

Alterations on Cheques. All alterations on a cheque must be 
initialed by the drawer. Owing to forgeries in this respect, some 
bankers require full signatures instead of mere initials.* Only the 
drawer may alter a cheque from order to bearer, but either the 
holder or drawer may alter a bearer cheque to an order cheque. 
The latter alteration does not require initialing, where the amount 
expressed in words does not agree with the amount expressed in 
figures, the banker is bound hy the words^. Many bankers, however, 
return such cheques for correction. 

Post-dated Cheques. These are cheques that bear a date later 
than the current date on which they are drawn. They cannot, 
however, be cashed before the proper date. If they are paid in to 
a bank for collection tlie banker will return them, unless instructed 
to keep them and treat them as short bills. If a banker inadvert- 
ently pays a post-date<l cheque, he must not debit his customer's 
account with the amount before the proper date. Although by 
the Act a cln’quc " is not invalid by reason only that it is post- 
dated/' yet it is doubtful whether a post-dated cheque for an 
amount exceeding £10 is valid, owing to the stamp on it being only 
2d. In book-keeping, post-dated cheques are best entered " short " 
(i.e. the amounts not extended into the money columns) in the 
Cash Book, in order to prevent their being lost sight of; on the 
proper date they can then be re-entered in the usual way. 

Fictitious or Non-existing Payee. Where a cheque ir- payable to 
a fictitious or non-existing payee, such as a cheque drawn payable 
to Wages, Petty Cash, or Order, it may, by Section 7 of the Bills 
of Exchange Act, 1882, be treated as a cheque payable to bearer, 
that is, as not requiring an endorsement. Some bankers, however, 
request the person drawing the money to sign liis name on the 
back of thf cheque, while others require the personal signature 
of the drawer of the cheque; but the majority cash them without 
any endorsement. It appears that the endorsement of the drawer 
is required by the former on the ground that an impersonal " 
payee is not a fictitious *' payee within the meaning of the Act. 

Cross^ Cheques . The provisions of the Bills of Exchange Act 
witli reference to the crossing of cheques are foimd in Section 76 to 
Section 78, .and are as follows — 

By Section 76 — 

1, Where a cheque bears across ^ts face an addition of — 

(o) The words " and Company '* or any abbreviation thereof between 
two parallel transverse lines, cither with or without the words ** not 
negotiable " ; or 

(6) Two parallel transverse lines simply, eitlier with or without the 
words not negotiable ” * that Addition constitutes a crossing, and the 
cheque is crossed gencrall}^. 
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2. Where a cheque bears across its face an addition of Uie name of a banker, 
either with or without the words " not negotiable/' that addition constitutes 
a crossing, and the cheque is crossed specially and to that banker. 

By Section 77 — 

1. A cheque may be crossed generally or specially by the drawer. 

2. Where a cheque is uncro.ssed, the holder may cross it generally or 
specially. 

3. Where a chequt is crossed generally, the holder may cross it specially. 

4. Where a cheque is crossed generally or specially, the holder may add 
the words *' not negotiable." 

5. Where a cheque is crossed specially, the banker to whom it is crossed 
may again cross it specially to another banker for collection. 

6. Where an uncrossed cheque, or a cheque crossed generally, is sent to a 
banker for collection, he may cross it specially to himself. 

Section 78 enacts — 

A crossing authorized by this Act is a material part of the cheque ; it shall 
not 1x5 lawful for any person to obliterate or, except as authorized by this 
Act, to add to or alter the crossing. 

The above provisions apply also to dividend warrants (Srclion 
95). 

By the Finance Act, 1883, Section 17, the provisions of the Bills 
of Exchange Act as to crossed cheques are also extended to 

. . . any document issued by a customer of any banker, and iiitcinled to 
enable any person to obtain payment from such banker of the sum mentioned 
in such document. 

llius, money orders, postal orders, demand drafts, clc., are gciuT- 
ally crossed when sent by post or paid into a bank for collection. 
Such documents, however, arc not rendered negotiable/' 

It should be noted that the words and Co.," or " not negoti- 
able/' do not alone form a crossing, but are merely additioi.s to 
a crossing ; whereas two parallel transverse lines on a cheque do, in 
themselves, constitute a crossing. 

Cancellation of Crossing. Although contrary to tfie provisions 
of the Act, the crossing of a cheque can be, and pften is, cancelled 
by the drawer writing in the crossing the words pay cash.*' 
Payees who have no banking accounts frequently ask for this to be 
done. Cheques to impersonal payees, such as Salaries and Wages, 
. Petty Cash, etc., are sometimes crossed^by mistake, and have conse- 
quently to be re-opened. 

Object of Crossing a Cheque. The object of crossing a cheque is 
to prevent its being cashed over the counter by anyone who might 
accidentally or fraudently obtain possession of it. A crossed cheque 
will not be paid to anyone except a banker; and if the banker's 
name is added in the crossing, then payment will be made only to 
that particular banker. The pra^jtice of crossing originated as a 
Clearing House custom, and was eventually recognized by law. 
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Specimens of Crossings. The following axe examples of some of 
the commonest crossings — 
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Not Negotiable. A cheque being a negotiable instrument, any 
bona fide holder can retain it, even though the cheque has been 
lost or stolen. To protect the owner against damage by loss or 
theft, the words “ not negotiable " may be written on the cheque 
by the drawer or by any holder. Tlie addition of these words does 
not. therefore, prevent the further transfer of the cheque. 

If th(' cheque hi^ been found or stolen and passed on to another 
person, the holder's title is defective, even if he has given value 
for it ; he can legally be made to restore the cheque to its rightful 
owner. 

It should be noted that the plirase " not negotiable " applies, 
legall}^ only to crossed cheques. Other documents could, of course, 
be marked ** not negotiable," but it would have no legal effect. 

Account Payee Only. Bankers have been in the habit of ignoring 
this crossing, because it was not found, or provided for, in the Bills 
of Exchange Act. But custom seems likely to prevail, and, as witli 
other cases of the lex mercatoria, eventually to graft itself upon the 
law. The object of it is still further to protect the drawer against 
damage should the cheque be lost or stolen. It constitutes a distinct 
notice to a receiving banker that the drawer desires the cheque to 
be placed to the credit of a certain account. And if a banker dis- 
regards this direction, he renders himself liable to an action for 
" negligence.'/ 

Endorsement of Cheques. Endorsing the signing of the payee's 
name on the back (Latin, dorsum == back) of the cheque, though 
apparently it is quite legal if the payee signs his name on the front 
of the cheque. Bearer cheques do not require endorsing, though 
endorsements are sometimes obtained, in order to make tlic trans- 
feror a party to the cheque. All order cheques, however, mu^t be 
endorsed. The payee should sign his name exactly as it is on Ihc 
face of the cheque; but such courtesy titles as Mr., Mrs., Miss, 
Capt., Dr., Esq., etc., may be omitted. Wlierc in a« cheque the 
payee's name has been misspelt, the payee is allowed by the Bills 
of Exchange Act to endorse himself as so described, and to add, if 
he thinks fit, his proper signature, and a bank would require the 
endorsement to be exactly as stated on the face of the cheque. 

Endorsements in pencil are quite legal, but would not be accepted 
by the bankerowing to the risk of their becoming illegible. Endorse- 
ments made by means of a rubber stamp would not be passed until 
they had been verified by the banker. 

Endorsements pet pro. Endorseinents are sometimes made per 
procuration, thus — 

per pro. (or p.p) John Smith, 

Thomas Atkins. 

The full signature is necessary )i the initials "T.A." would not 
be passed by the banker. Endorsemeitts per pro. are not accepted 
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on dividend warrants. Bankers are entitled to inquire as to the 
extent of the power of procuration, and may ask for confirmation 
of such endorsements. 

Examples of Proper Endorsements. The following examples 
of endorsements necessary in particular cases should be carefully 
noted — 


Payf.e 

Endorsement 

F. Bnnvri 

{an xlliterate per^Ofi) 

his 

F. X Brown 
mark 

Witness: John Thomas, 

5 Romany Road, 

Souilicimpi.set 

Robert Brninfn'id 

Jiobrrt Bronifield, or 

K. Bromfteld 

{The full Christian name is voi 
inipvvtani so long as the 
agree.) 

— . Rufus, Esq. 

i 

1 F. lor other initial) Rufus 

{The mere surname is not a signaft^re.) 

Mrs, Smith 

M.iry [or other Christian name) 
Smith, or M. Smith 

Mrs. Henry Rogers 

Alice Rogers, 

wife of Henry Rogers 

Miss Dorotliy Higgins 
{now niarncd) 

Dorothy Rctrop or I). Retrop, 
n^e ] Lggms 

The Misses Green 

• 

Florence Green 

Agnes Green 

{both must sign) 

Mr. P. Brown 

{misspelling for Browne) 

P. Brown 

P. Browne 

iVrthur Robert.s, Senior 

* 

Arthur Roberts, 
or A. Roberts, 
or A. Roberts, Semor 
{Some banks require the word 
'^Senwr.^*) 

Messrs. Smith 

A. & B Smith. 

or Smith Son, 
or Smith Bros., 
or Smitlis 

{The endorsement must indicate the 
plural) 
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Y. Young 

hiow deceased) 


'I'lie Trustees of Y. Young 


}•> nORSFMENT 

The A ITC. Co , Ltd. 

Of Per pro The A.B.C. Co., l-t»i 
ur For and on Behalf of 

The A.B.C. Co.. Ltd 
or On Arcount of The A.B C Co., 
Ltd., 

o* For The A.B.C. Co., Ltd., 

B. Lillcy, 

Secretary. 

( / i,t laU endorse tnenl ts the most 
usual) 


For Y. Young, 

A. WaJhs. 

[ICxecutor or Admxmstratov) 

Of }"or Self ik Co., Isxecitints (or 
Administrators) of V V(.;ung, 
A. Wallis 

(One executor's signature is sujjicient) 


For Y. Y'oiing, 

A. Wallis 

A. Wa.‘l7’ j 
G Snvvvroy, ^ 

(All the irusices must sign) 


SiL’.i.'iture mI Drawer 


The X.Y.Z. Co., Ltd. 
{now in liquidation) 


Meb.srs. Brown & Johnson, Ltd 


Managers of Crameni School 


Capt. W. Smith 


Treasurer of the Links 
Golf Club, 

or The Links Golf Club 


For the X.V'.Z. Co., Ltd 
{tn liquidation) 

Arthur Br<*wu. 

Liquidator 


For Brown & John - on. Ltd., 
A. Clarke, Cashier 
(A uihorized to endorse cheques) 


For the Managers of Craincm School, 
Arthur Donne, 

Chairman 

Of 

An bur OoiMK', / Mauagrr'i aj 
Adi«*d (rick, ) Crnnn m Sekoui. 


W. Sirjith, 

or W. Smith, Capt. 

(Soi Capt. W. Smith, as this would 
not he a signature) 


For the Links Golf Club, 
Frederick Flayer, 

• ^ Treasurer 
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Revocation of Banker’s Authority to Pay. The duty and authority 
of a banker to pay cheques drawn on him by his customer are 
determined by — 

(«) Countermand of payment. 

(b) Notice of the customer’s death. 

(c) Notice of his insanity, legally declared. 

{d) Notice of an act of bankruptcy on the jart of the customer. 

{e) Receipt of a ganiishce order. 

Want of funds, or any irregularity in the drawing or endorsing 
of the cheque, will also cau.se a banker to stop payment. 

Cheque not Legal Tender. A cheque, it should be -noted, is not 
legal tender. The only paper money that is legal tender in England 
and Wales are Bank of England Notes for all amounts. 

Property in Cheques. A paid cheque is, legally, the property of 
tlie drawer. Some banks return the paid cheques in the pocket of 
the pa.ss book ; others do not. 

Stamp on Foreign Cheques. A foreign cheque, i.e. one received 
irom .ibro<ad, requires a twopenny stamp affixed to it, before it can 
l)e dealt with in this country. 

Forgery. A forged checpie is one on which the name of the payee 
or the amoimt of the cheque has been falsified, or on which the signa- 
ture of the drawer is not genuine. A banker is liable for any loss 
caused by his paying a cheque on which the signature of the drawer 
has been forged; but he is not liable for any loss caused by his 
paying a clu qui- bearing a forged endoisement. 

Receipt Form on Cheques. In modem business liic practice has 
grown up of having receipt forms printed at the foot or on the 
back of cheques. Tlie signature on the receipt is intended to act 
also as an endorsement ; but many bankers require an endorsement 
as well, not deeming the receipt a sufficient discharge of the cheque. 
Chetpies for salaries should bear a notification to that effect so 
that the, bankers may know they are exempt from receipt stamp 
duty. 

Cheques sent through the Post. If the drawer makes the post 
office his agent, he must bear any loss arising from the miscarriage 
of the clieque. If, however, the payee has requested a cheque to be 
sent by post, the post office becomes the agent of the payee, who 
is, therefore, liable for ajny loss. 

Cheque Stamp and Cheque Books. A piece of ordinary writing 
paper with a twopenny stamp affixed, ordering a banker to pay 
money, is legally a " cheque.” There is an erroneous idea abroad 
that anyone can affix the'stamp. The stamp, however, must be 
affixed by the drawer, and must be properly cancelled by him. 
Stamping by a subsequent party does not remedy the defect. 
The banker may affix a stamp and cancel it, and may deduct the 
twop(5nce from the amoftnt payable, or debit his customer’s account 
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The other parties, however, are still liable to the penalty of 10 for 
issuing or dealing with an unstamped document. 

The usual practice of bankers is to supply their customers with 
books of specially printed and numbered cheque forms. The object 
of this is the prevention of forgery. Each cheque, being an order 
to pay, must bear a 2d. stamp. Bankers make no charge for the 
book of forms, but d^bit their customers with the cost of the im- 
pressed revenue stamps. Fresh cheque books are obtained by the 
customer filling up and presenting the bank's printed application 
forms. 

Dishonoured Cheques. A dishonoured cheque is one w^hich a 
banker, for some reason or other, has refused to pay on presentation. 
Such cheques generally have some explanatory mark or phrase 
w ritten on them, as follows — 

N/A — . No assets. 

N/E = No effects. 

R/D «= Refer to drawer. 

N/S =-- Not sufficient (funds). 

1/F = Insufficient funds. 

Endorsement irregular. 

Words and figures differ. 

Drawer's signature differs (i.e. from that in Bank's signature Uu^k) 
Alterations require drawer's signature. 

Drawer deceased. 

Receipt (i.e. on cheque) requires stamp. 

Account closed. 

Cheque mutilated. 

Effects not cleared. Present again. 

Post-dated. 

Payment stopped, or Orders not to pay. 

Dishonoured cheques may, of course, be noted, and tliosc bear- 
ing foreign endorsements may be protested. 

Lost Cheque. Where a cheque has been lost, the holder«can com- 
pel the drawer to give him a new cheque, but must give security 
to the drawer, if required, to indemnify him in case tlie lost cheque 
should be found and negotiated. The cheque should be marked 
Duplicate, " and the paying banker instructed to pay it. 

-■^4roint3 of Difference tetween Cheques and Bills. Although a 
cheque is legally a bill of exchange, the followdng differences 
exist — 

1. A bill requires acceptance. A cheque is never accepted by 
a banker. The acceptor of a bill is lialjle to the holder for refusing 
payment of it. 

2. Tlie drawer of a bill is discharged from liability by delay m 
presenting it for payment ; the drawer of a cheque is not. 

3. Notice of dishonour is necessary^n the case of a bill not being 
met, but not in the case of a cheque. 
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QUESTIONS ON CHAPTER III 

A 

1. What is Iho lo£;:il dcfinlUtjn of a bill of exchan ? 

2. How many kifuU of bills are there? Distinguish them. ■ 

3. How many parties are there to a bill? Explain them, and distinguish 
between immediate and remote parties. 

4. A B of London, draws, on 1st April, a bill csn C D of Liverpool for 
;f336 16s. lid., payable 3 m/d. C D aerkpts, and makes the bill payable at 
the Royal Bank. LiverpocL Write out the bill, mark the stamp duty, and 
show C D’s acceptance. 

5. State briefly some of the advantages of bills of exchange. 

6. Distinguish between (a) trade bill and accommodation’ bill ; (6) draft 
and acceptance; (c) drawee and acceptor; (d) long bills and short bills. 

7. What are days of grace? Are all bills subject to days of grace? How 
can days of grace be avoided ? 

8. Write down the stamp duty and due dates of the following bills — 

(rt) £4 drawn 31st Jan. @ 1 m/d. 

(6) jflOO dra'‘vn 15th Jan. on demand. 

(c) £200 drawn 16th Jan. @ 3 d/s. 

id) 16s. 8(1. drawn 28th Feb. @ I in/d. 

(tf) £39 19s. lid. drawn 31st March @ 3 m/d. 

(/) £62 19s. 6d. drawn 31st Dec. @ 2 m/d. 
is) ^84 2s. 9d. dra^vn 31st Aug, @ 1 m/d. 

(A) ^'299 drawn 29th Feb. @ 1 m/d, with interest at 5 per cent. 

(t) £299 drawn 29th Feb. @ 1 m/d, with £S interest. 

9. A trader has bills falling due on the following days (including days of 
grace) — 

(rt) New Year's Day; (6) Good Friday; (c) Easter Sunday* (d) Easter 

Monday; {e) Wliit-Monday ; (/) August Rank Holiday; (g) SuT*day after 

a spixial Saturday Bank Holiday; (h) Christmas Day; (»! Xiiig Day. 
When arc the bills actually payable in each ca.>e? 

10. When is a bill payaiile — 

(а) On demand ; 

(б) At a fixed or dct(*rniinable future time ? 


B 

1. Is itf^necessary (a) for the drawer of a bill to insert the phrase “for 
value received," (6) for the acceptor of a bill to WTite the word “ accepted/' 
(c) for an endorser to write the word “ endorsed," or (if) for an acceptor for 
honour to write the i^hrase “ accepted for honour " ? Give reasons lor your 
answer in each ca.se. 

2. W^at are negotiable instruments? Name .some. What are their three 
distinguishing characteristics? 

3. How are bills of excbaiige negotiated ? How cati negotiation he restricted 
(a) in drawing the bill, (6) in endorsing the bill ? 

4. What is meant by the acceptance of a bill ? Explain (a) general accept- 

ance, (6) conditional acceptance, (t) partial acceptance, (d) locAl acceptance. 
In what other ways can the acceptance be qualified ? Is a holder bound to 
take a qualified acceptance ? ♦ 

5. Explain tlie following ; Domicile, endorser, allonge, acceptor for honour, 
referee in case of need. 

6. What is meant by endorsing a bill of exchange ? When is it necessary, 
and when not? The following endorsements appear on some trade bills — 

(а) Pay A B. • 

(б) Pay C D or order, A B. 
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{c) Sans Recours, G H. 

(d) Pay E F only, C D. 

(e) Pay C D, notice of dishonour waived, A B. 

What kind of endorsements would -you respccti\'cly call these ? 

7. WTial two things are necessary in order to constitute an acceptance a 
valid one? 

8. When is presentment for acceptance necessary, and when is it excused ? 

9. What IS meant by noting and protest of a bill of exchange ? Is it always 

necessary ? * 

10. Explain the terms : notary public, noting charges, noting ticket. What 
stamp is required on a protest? Can a householder draw up a protest ? 


C 

1. What is meant by presentment for payment? When is it necessar^^ 
and when not ? \Micn is delay in presentment excused ? 

2. When is a bill dishonoured, (a) by non-acceptance., (b) by non-payment? 

3 What is meant by ntitice of dishonour? When is it necessary, and when 

is it excused ? 

4. Explain the terms : holder in due course, recourse, damages on dishonour, 
payment for honour supra protest. 

5. Bills are drawn as under- 

fa) Payable in three months provided the goods turn out satisfactory. 

(6) Payable one month after the drawer's marriage (the marriage actually 
take*- place). 

(c) Vayable as soon as the ship reaches the port of laverpool (the ship duly 
arrives in port). 

(rf) Payable 10 days after a certain person's death. 

{e) Payable out of a particular fund 

State, with reasons in each case, whether the above bills are valid or not. 

6. How do the following affect the parties tc a bill of exchange — 

(a) Material alterations, (b) forgery, (r) non-delivery of bill, {cl) loss of bill? 

7. In what ways can a bill be discharged? 

8. What arc the legal liabilities respectively of (a) drawer, {b) acceptor, 
(c) endorser, (d) acceptor for honour ? 

9. Explain the method of procedure vrith regard to accommodation bills. 
What is the legal liability of an accommodation party ? 

10. Explain the meaning of fictitious payee. How does the absence of a 

date affect a bill ? Does any mention of interest affect a bill ? «. 

D • 

1. Define a foreign bill. Name some of the principal differences between 
inland and foreign bills. Distinguish between “ clean " and “ documentary ** 
bills. 

2. On 15th March, B. Brown, of Melbourne, drew on A. Archer ol London, 
at 60 d/s for £275. on account of 36 bales Wool roarUed 
shipped per s.s. Retrop, and attached the usual documents which 
were to be surrendered on acceptance of bill. Write out the bill in 
each of its three vias. 

3. Explain the following terms: Usance, * sola, letter of hypothecation, 
re-exchange, firs"t of exchange, documents attached, protest, via. 

4. A bill is drawn in Germany, accepted in Franc.e, and paid in England. 
To what parts of the bill would the different laws apply ? 

5. Are days of grace allowed on foreign bills? Explain the difference 
between the old style of dating and the new style? and how such difference is 
dealt with when drawing biffs. 
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6. Why are foreign bills often drawn in the home currency? When the 
amount of a foreign bill is not expressed in sterling, how is its value determined 
for the purpose of (a) stamp duty, and (6) payment? 

7. Why are foreign bills dravm after sight ” ? How does this aficct the 
acceptance of a long bill ? Give an example of a foreign bill, drawn " after 
sight '* and duly accepted. 

8. Foreign bills, unless drawn on a near country, are not sent for accept- 
ance and return.” Explain this, and the procedure with regard to such bills. 

9. Are foreign bills liable to stamp duty? If so. ^hat are the rates, and 
when must the stamp be affixed ? What peculiarity is there with respect to 
bills drawn in the Channel Islands and the Isle of Man ? 

10. Give an example of a documentary bill. Explain the object of such 
bills, and the usual method of procedure with regard to them. • 

E 

1. What is the statutory definition of a Promissory Note? For what 
purpose are such notes used, and in* what respects do they (a) resemble, 
(ft) differ from bills of exchangtj? 

2. What stamp duty is required on promiSvSory notes, and how is it denoted ? 
How many parties arc there to a note, and who are they ? 

3. How many kinds ot notes are there? Give an example of each, 

4. W hat is (a) a joint promissory note, and (ft) a joint and several promis- 
sory note ? Give an example of each. Why are the latter preferable ? 

5. When is a note payable on demand? Must a note be presented for 
payment ? Can a valid note contain any reference to a collateral st cunty ? 

6. What is the legal liability of the maker of a note? How far doe.s the 
Bills of Exchange Act apply to promissory notes? To whom do the drawer 
and aectjptor of a note correspond in a bill of exchange ? 

7. What IS a Bank Post Bill ? Give an example. 

8. Explain the origin of bank post bills. What is the procedure ^ith respect 
to them? How do you account for their falling into disuse? 

9. What are Bank Notes? For what amounts may they be issued, and by 
whom? Suppose a biank note be .stolen, and i.s afterwanls traced to a hona 
fide holder for value, wbat is his position? 

10. What are Bank Dr«i(ts, and for what purpose are they used? 

11. What is an lOU? Give an example. Is it legal evidence of debt? 

F 

1. What is the statutory dehnition of a cheque ? Give a specimen. 

2. Explain tlje following terms ; Bearer cheque, order cheque, counterfoil, 
stale cheque, post-dated cheque, fictitious payee. 

3. Wluit is a crossed cheque? What is the object of the crossing? Give 
examples of (a) general crossings, (6) special crossings, and explain the follow- 
ing phrases .sometimes added to crossings: not negotiable," " A/c payee 
only." 

4. What is meant by endorsing a cheque, and when is it (a) necessary, 
(ft) not necessary ? What is a " per pro." endorsement ? Is it always accepted 
by bankers? 

5. What endomeineuts are required on the following — 

fa) Cheque payable to an illiterate person ; 

(ft) Cheque payable to a deceased person who has (1) died intestate, (2) 
appointed an executor, (3) left his estate in the hands of tru.stees ; 

[c) Cheque payable to a married lady (1) in her maiden name, (2) in her 

husband's name; f, 

(d) Cheque payable to a person %vhose name is misspelt | 

(s) Cheque payable to the holder of an office } 
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(/) Cheque payable to a limited company (1) in active business. (2) in 
liquidation ; 

(g) Cheques payable to (1) Self. (2) — Cook, Esq., (3) Dr. B. Brown, (4) 
Messrs. Green, (5) Wages or Order, (6) Wages or li'arer, (7) Mr. Brownley, 
(8) Mrs. Finch, (9) The Misses Doiinington, (10) The Aristocratic Tennis 
Qub? 

6. What legal and other circumstances revoke a banker’s duty and authority 
to pay his customer’s cheques? 

7. What is a forged okeque? How far is a banker liable on it? Can altera- 
tions be made on a cheque ? 

8. ** Bankers usually mark returned cheques." Write down some of the 
most usual markings and explain briefly what Ihey signify. 

9. Is a cheque legal tender? Give rerusons for your answer. To whom do 
paid cheques belong, and what is the practice of bankers therewith? 

10. What is the position of the respective parties thereto if a (htque is 
lost, (1) accidentally. (2) by miscarriage in the post ? 

11. What is a cheque book ? Mu.st a cheque always be drawn on the banker’s 
printed form ? 


EXERCISE III 


1. Enter the following in the Journal and Cash Book — 

(1) R. Red handed us a P/N for /30 lent him. 

(2) Accepted draft drawn on us at 3 m/d for ^£200 by Francis & Co. in 
favour of D. Devon. 

(3) Gave Blue & Co. a bill at 2 m/d for /95 

(4) Bought goods, jfISO, from Sharp & Co , for 2 months' bill less 5 per cent 
discount. 

(5) Handed Ridler Sc Son our acceptance at 3 m/d for £90. 

(6) Received H. Hughes' acceptance for £120 from S. Str.iker. 

(7) Discounted N. Notley’s acceptance for £120, discount charged £1 10s. 

(8) Received bill, dated 1st Jan., at 10 d/d fca £120 from M. Moiik.^ 

(9) Drew on Green & Co. for £190, allowing them discount £10. 
ilO) Sent N. Norfolk sight draft for £125. 

(II) Drew on J. Rowell at 60 d/s for £420. Endorsed first of exchange: 
*• Pay to the order of M. Goodman," and forwarded it to the latter. 


(12) Henry & Co.'s P/N for £40 duly taken up. 

(13) Sold goods, £120, to B, Blunt, for 2 months' bill, less 2^ per cent 
discount. 

(14) Sold goods for £150 to York & Son, and received in payment our owTi 
acceptance to Bull & Son for £150 due to-day, 

(15) Our P/N to M. Martin for £120 redeemed to-day. 

(16) Discounted G. Graham's acceptance for £150. due C months hence,, 
wjth Sheffield, Sons & Co., bill brokers, discount rate 3} per cent. 

(171 Sent Perrier Fibres, Paris, 7 days' draft for £100. 

(18) Accepted Dark & Co.'s draft for £285, being allowed discount £15. 

jl9) provide solutions to the following — 

(<^ Sketch the fonn of a bill of exchange, inserting all details therein that 
will show it to be a negotiable instrument. Further, prepare the necessary 
accounts in support of the transactions from the vie^oints of the several 
parties thereto. 

{b) A bill drawn on B for £100 was endorsed over to K, who subsequently 

S resented it to B for payment but was unsuccessful. K thereupon noted the 
ill. Prepare the accounts required by the above transactions, as they affect 
(a) the drawer, and {b) K. 

{c) B draws on F for £100. On maturity the bill is dishonoured. Show the 
book-keying records on dishonour in B's*^bool^d which would apply under 
ttaee different circumstances. 
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2. Record tlic following m Journal and Cash Book — 

(1) Blue & Black’s acceptance for £200 renewed for 3 months, plus interest 
at 5 per cent and bill stamp. 

(2) G. Gulliver’s acceptance for /450, due this day, returned dishonoured. 
Noting charges, 5s. 

(3) Wilson & Jones retire their acceptance for ^^420 by cheque /1 20, and 
a new bill at I m/d for the balance, interest at 5 per cent, together with the 
bill stamp, btnng ])aid in cash forthwith. 

(4) L. Lambt^'s accf'ptancc for £400, due this day, notified by our creditors 
(Charles & Son) as being dishonoured, noting charges paid by them, Ss. 6d. 
Withdrew same in exchange for our cheque. 

(5) Retired our acceptance to Brockw-cll & Haigh for £630 by cheque £230, 
and a new bill at 2 ni/d with interest at 4 per cent for the balance, being 
charged also with V>ill stamp. 

(6) Our acceptance to I>ocke & Co. for £300 renewed for 4 months, plus 
interest at 34 per cent and bill stamp. 

(7) Our own acccp'tance to Dawson Bros, for £345 dishonoured (through 
omitting to instruct bankers to pay). Dawson Bros, send u.s debit note for 
/;345 10s. 8d., including ncitiiig expenses. We settle same by chf'qi.e. 

^8) Nceilhain A' Co.'s acceptance for £425, clue this day. returned by bank 
di-ihonoured, with noting charges, 4s., arul expcn.ses 3.i. hJ. 

(9) Frame & Son's acrei»taiice for £1.055, due this day, returned by bank 
d shoiuHired, with noting expenses £1 2s. 3d Keucwed same for 5 months 
wdh interest at 6 per cent, noting expenses, intereat, and bill stamp Ixuiig 
paid in cash forthwith. 

3 Write up in the books of both parties, the I-edgcr accounts (mcluding 
Cash), for the following tiansactions in bills — 

(a) On 1st Jan., S. Silverman accepts a 3 monlhs’ bill for £125, drawn on 
him by G. Golrlstcm for the latter's benefit. G<^ldstein discounts the bill at 
t he rate of 3 J per cent, and at maturity forwards Silverman a cheque v. .nv 
which to meet the bill. 

(h) On 1st March, P. Paterson and I. Ingram draw on one another at 3 
months for £135 for their mutual convemence. They discount each others’ 
bills at the rate of 4 per cent, and, at maturity, c.ach meets hi.s own 
acceptance. 

(c) On 1st Feb,, H. Hcniker accepts a three months’ bill for £1 15 drawn on 
hnn by E. Evans tor their mutual accommodation. The bill then discounted 
by Evans at the rate <^f 3} per cent, and half the proceeds handed to Hooker, 
.^t mvturity tfvans sends a cheque to Hooker, who then pays the bill. 

4. Daiiow & Walsh are the acceptors of a bill of four months date for 
£659 14s, 8d., dua on the 24th January. A few days before it matured, 
Darlow & Walsh found they could not meet it and wrote to tlie drawers, 
Messrs. Earle & Creasey, requesting them to renew the bill for three months, 
a<lding interest at 5 per cent per annum; The drawers (Earle & Creasey) 
expressed their willingness to do so conditionally upon Darlow dc Walsh lodging 
security with them for the auaount of the renewed bill. Messrs, Darlow 
Walsh offered as security five customers' bills, viz. — 

(1) H. G. Bouruer & Co.’s bill, £209 11s. 6d., due 14th Feb. 

(2) Neville & Co.'s bill, £173 4s. 9d., due 26th Feb. 

(3) j^mes Ilordarn & Co.’s bill, £89 14s. 8d., due 25th March. 

(4) G60rge Blakcy & Co/s bill, £82 16s. Od., due 19tU April. 

(5) Smith, Wilks Sc Co.^s bill, £112 12s. 9d., due 26th April. 

Each of the above five bills was discounted by Earle & Creasey *s bankers^ 
and Darlow Sc Walsh's renewc*d bill was paid into the bank one month after 
its acceptance. Bills 1, 2, and 4 wei% duly honoured. Bill 3 was dishonoured 
and ri'lumcd to Earle & CrcaScy, who drew a cheque for its amount, plus 
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7s. 6d. noting expenses. Darlow Sc Walsh, on being called upon, made good 
this amount ten days later. 

Bill 5 reached maturity the same day as Darlow St Walsh’s renewed bill, 
and both were dishonoured. 

(а) Draw the renewed bill, adding £1 8s. lid. for stamp and other expenses, 
also 5 per cent interest for the term of the bill’s cunreiicy. 

{b) Show Earle & Creasey’s Journal entries. 

(c) Show Darlow S: Walsh's Account as it appears in Earle & Creascy’s 
Ledger. {West Ridi^ of Yorkshire.) 

5. (a) A bill for ;£105 is drawn at 6 months from the 1st October, by Smith 
on ■Rhodes, and accepted by the latter payable at Parr’s Bank. What stamp 
duty does this bill require, and when is it due for payment ? 

(б) On the 11th December, Smith discounts the bill with Hirst, and receives 
£100 cash. 

(c) The bill is dishonoured on maturity, but is taken up by Smith on the 
7th April. 

Show by means of the Journal the necessary entries to record the above 
transactions— (a), (ft), and {c) — in Smith's books. Union of feachers.) 

6. Jones, for the mutual and temporary accommodation of himself and 
Brown, draws upon the latter a bill of exchange at 3 months for £(>00, dated 
1st Jan. Jones di.scounts this bill immediately at his bankers, the rate of 
discount being 5 per cent, and hands half the proceeds to Brown. 

Brown, for a similar purpose, and at the same time* draws a bill at 3 monfhs 
on Jones for £300. This he discounts at his bankers at 5 per cent, and bnrids 
half the proceeds to Jones. Brown becomes a bankrupt on 3 1st March, and 
a first and final dividend of 5s. in the £ is paid on his estate on 30th June. 

Write up Brown's account in Jones’ book. Assume, in each case, that one 
half of the charge for discounting the bill is chargeable to Brown and one 
half to Jones. (London Chamber of Commerce,) 

V^. You are preparing the Balance Sheet of a Limited Company of which 
you are the chief accountant, and find that there are bills umler discount 
amounting to £10,750. On going through the lx>oks you discover facts which 
point to the probability that £1,000 worth of these bills will be dishonoured 
on maturity, but that there is a reasonable chance of eventually receiving 
lOs. in tiic £ on the £1,000. How w'ould you deal with the.se bills under dis-* 
count, and how should they appear in the company’s published accounts ? 
{London Chamber of Commerce.) , 

V 8- On Ist January, A owes B £6,000, for which B receives two acceptances 
from A, one for £2,000 payable in 2 months, the other fw £4,000 payable in 

4 months, in each case from 1st January. B duly discounts both these 
acceptances with his bankcr.s on 3rd January at 4 per cent. 

Before the first bill becomes due, A icquests B to assist him in taking it 
up by providing him with £1,000 in cash, and drawing a third bill on A for 
that amount at 3 months from the due date«of the first bill, plus interest at 

5 per cent per annum ; B agrees to this proposal and advances the money, 
discounting the bill with his bankers at 4 oer cent. 

A week before the second bill for £4,000 falls due A again asks B to assist 
him to the extent of £2,500. B. however,iiis not in a position to do this, and, 
as his bankers will not discount any more of A's acceptances, he arranges 
with A to draw on him (B) two bills for £1,131 ICs. 8d. and £1,408 3s. 4d. 
at 2 mqpths and 3 months respectively from the due date of the £4,000 bill. 
B duly «fecepts these two bills and remits them to A, who discounts them 
with tiis bankers at 4 per cent, and, assfeted by the proceeds, duly meets the 
.£4,000 bill. B also meets his two bills on maturity. On 7th June A becomes 
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bankrupt, leaving his third bill unpaid. Make the necessary entries in B's 
b^'oks to give effect to the a1x)vc transactions. {Loftdoit Chamber of Com- 
t?terce.j 

9. From the following parl'culars compile detailed Bills Receivable and 
Payable Books, nnd post same to proper ledger accounts — 

(N.B. All our acceptances were r^ade payable at our bankers, Royal 
Bank.) 

Mar. 2. Drew on Green A- Gold- j; at 3 m/d for ;£152, ^allowing them dis- 
count jfS. Bill No. J2y. 

„ 3. Received Green & Golding's acceptance, payable at the Safe Bank, 

City. 

„ 3. Accepted Plnlips A: Son*.^ dralt of the 2nd inst., at 2 ni/d*in L;vour 

of Ogden & Co., £237 IC^ 4d. Bill No. 95. 

„ 9. Received of Kllis & Co., J. Thomson’:! acceptance to them for 

/[85 16s. lOd., d.'itod 9lh jan., at 2 m/d. payable at Union Bank, 
Ilolborn. 

„ 111. Gave Ixmsdale & Sons nur acceptance, dated 11 th mst., at 10 d/d 

f.-r £125. 

„ 12 Received Pavey ^ Lord's acceptance of our draft of yesterday, 

at 3 in/d for £\2(i 1 2s. 6kl., payable at Bank of England, Liver- 
pool. 

„ 16, Allott, Jrmes A: Co. fonvaid me B. Bunk^T's acceptance to them 

for OS5, payable at Midland Bank. Bill drawn 15th Feb., at 
60 d/s, acceptance being dated 28th kVb 

„ 21 , Kqk eived Sowerby & Wade's draft on ns of the 19th inst., at 1 m/d, 

in favour of J-ewry & Son for /1 66 Is. 8d., discount allowed, 
/S M.s. lOd. Returned same duly accepted. 

„ 22. Drew on l^aycs <S. Keny at 4 in/d, for /2 14 9s. 3d., allowing dis- 

count, £\ 1 5s. 9d. 

„ 23 Received Ik^ycs Si. Kerry's acceptance, jiayable at P.irr*"^ B.mk, 

City. 

, , 27 Received Green & Noel's draft on us of ycsteiday 's date for £299 1 5s., 

at 3 rn/d, with interest at 5 per cent. Returned same duly 
accepted. 

,, 30. Returned, duly accepted, T. Nicholson's draft on us, dated 29th 

in.st. at 4 m/d, for £66 13s. 8d. in favour of Gardu^T & Isbisicr. 

„ 31. B. Bearon forwards us L. Levar's acceptance to H. Moore for 

£116 2s. 6d. Bill dated 29th Jan. at 2 m/d, and payable at Joint 
St(?ck Bank, I^eds. 

,, „ Accepted G. Graham's draft on us, dated 21st Mar. at 90 d/s, for 

£134 13ai 3d., discount allowed £7 Is 9d, 

Bill No. 130 was duly met. No, 132 was discounted. No. 134 was dis- 
honoured. No. 131 was endorsed over to Mandrakes, Ltd., on the lllU of 
June. Acceptance' No. 96 w'as duly honoured, and No. 95 was renewed on 
4th May. 

10. What is meant by " renewing " a bill ? Give, in both parties* books 
ill each case, the Journal entries for the following — 

(а) Welt and Dray renew a bill for £126 15s. 8d.. for their customer, F. 
Frost, for 2J months with interest per cent, plus bdl stamp. 

(б) S. Storm, a creditor of Jenkins & Co., renews a bill for £226 14s. lid. 
for 3J months, with interest at 4} per cent, plus bill stamp. 

11. T. Talbot receives his customer's acceptance for £120. State the 
diflcrent ways in which he can deal i^th this bill, and give the Joiirhal and 
Cash Book entries for each way. • A^uming the bill to be dishonoured in each 
case, give the necessary Journal and Cash Book entries. 



12S 


ADVANCED ACCOUNTS 


12. Give a written explanation of a method of procedure in dealing with 
bills of exchange transactions wliich, in your judgment, would ensure a clear 
grasp of the facts. Support your answer by solutions — with notes— to tiic 
following problems. 

(1) S, who discounted a bill he had drawn on J, has been notified by his 
banker that J failed to meet it on presentment for payment. 

(2) M and B draw on each other for flOO on 1st Maich. Each discount 
the other's bill ain^. at maturity, each party lionours his acceptance. Ihe 
bankers charged 5 per cent foi discounting. 

(3) L drew on >1 : endorsed over to N ; but on the advice of N that M was 
unable to pay, L met the bill. Show the records in (a) L*s books, (6) M*s, and 
{c) N's lx)oks respectively. 


EKVISION EXERCISE III 

1. Give a brief outline of the general characteristics of Account -keeping, 
with special reference to such classes of business with which you may bf‘ 
acquainted. (Lwidon Chamber of Commerce.) 

2. Ta order to guard against irregularities in the mat Lei of cash, what 
special rule would you lay down as to dealing with Receipts and Pavnu n^s in 
a City House, where the transactions were both large and numerous? Slo'tch 
out a form of Cash Book where there would not only be a saving of labour, 
but where there w(nild be a minimum of risk from improper dealing with cash 
by an employee. Sketch also a fomr of Petty Cash li»ok, rind state wh:n 
class of expenditure you woukl have entered therein, and in what way, and to 
what extent, such Petty Cash Book would be subsidiarv to the (k ncral C;i -ii 
Book, {London Chamber of Commerce.) 


3. Referring to the preceding quc^tion, and 

having piepaivd 

the 

forms 

asked for, enter therein the following Receipts and Payjn<'‘iit.‘^ — 




Jan. 1. 



£ 

s. 

d. 

To John Smith, monthly A/c, Di.s. 53s, 
By William Jones, Cheque, Dis. 88s. 


147 10 - 

215 

12 


Petty Cashier, Chctpie 



20 

- 

- 

„ 2. 'I'o E. l^'lge, B.iJancc of A/c 


73 6 8 




h. Hills Payable Frost's Dft. . 



140 

7 

S 

„ Cjflice Wages, 1 month 



52 

6 

s 

„ Carriage, IVkiorrl's A/c 



3 

5 

- 

„ Postage and Bill Stamps 


• 

1 

17 

(i 

„ Ouarter Year's Gas A/c 



2 

14 

9' 

„ Office Cleaning and Caretaker 


m 

1 

17 

8 

„ City Bank, paid in . 



220 

16 

8 


(London Chamber of Commerce.) 


4 . What is a Capital Account, and what docs it embrace? Explain the 
difi erence between Gro.ss and Net Profit, ajid between a Tnuling Account 
(or Working Account) and a Profit and Loss Account, (Lemdon Chamber of 
Commerce.) 


5. Mei>.srs. Dodger & Co., Colliery Proprietors, Burnley, sold to Ahissis. 
Ibbctson & Co., of Tendon, in wagons ht Burnley, 120 tons of best House 
Coal, at 8s. 9d. per ton, with a charge of 9d. per ton for wagon hire. Tlie 
terms were cash, but Ibbetson. not finding it convenient to pay cash down, 
agreed to accept Dodger's draft at 3 months, dated 1st March, for the amount 
of invoice, plus 2 per cent commission agd 5 per cent discount, llie draft was 
duly accepted ; but, before its maturity, Ibwtson, not having sold the coal, 
arranged to have the draft withdrawn, to pay in cash £20 on the 1st June, 
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and to accept a draft at 2 months lor the balance, plus commission and 
(liscdimt at the rate charges on the former draft. This was duly cjiiricd out, 
the* £20 was paid, and the fresh draft met at its maturity on the 4th August. 

Prepare the Day Book, Journal, and Cash Book entries, giving effect to the 
tninsaetion, and post, to a Lfidgcr Account as representing Messrs. Dodger 
& Co {1. mi don Chamber of Commerce.) 

6. A. F. Walters and J . B. Smith are in partnership as pipe manufacturers j 
they also rent and work retail shop. Profits or losses^re sluired as follows : 
A F. Walters two-thirds, J. B. Smith, one-third. The shop manager sends 
111 wt ekly returns of all transactions, and these returns are duly incorporated 
jii the books of the head office. You are required to prepare a Trading and 
I’rufit and Loss Account for the year ended 28th February, and ^ Balance 
Sheet as on that date ; a separate Trading Account is also required showing 
the working results of flic shop. 

The fr)lln\ring is a list of the Ledger Balances as extracted by the head 
clerk of the firm as on 28th February — 


A. F. Walters, Qipital A/c . 6,200 Office Expenses, Postage, etc. 

J. B. Smith, Ciipital A/c . 3,500 (factory) . . . 395 

Plant and Macluiiery . . 3,280 Law Expenses and Audit Fee 

Fixtures and Fittings (fac- (factory) . . . 41 

lory) .... 620 Bad Debts written off (fac- 

Pm'vdinses , , . . 11,780 lory) . , . . 8 

Sales (factory) . . , 19.353 Discount A/c, Credit Balance 

,, {‘>hop) . . . 7,538 (factory) . . . 282 

Manufaef uring Wages . 6,433 Reserve for Btid Debts as on 

,, Expenses , 891 1st March ... 74 

Rent, Rates, Taxes, Light Sundry Debtors , . . 2,520 

and Insurance (factory) • 360 Furniture, Fixtures, and Fit- 

Rc'nt, Rates, Taxes, L ght t’Ugs (shop) . . . 980 

and Insurance (shop) . 423 B Its Receivable , * . 2,o00 

Stuck on hand, 1 St March Bills Pa 3 ’able ... 78 

(f.ictory) 3,828 Salaries of Manager and As- 
,, (shop) 747 sistant at shop . . 266 

Cash Purchases (shop) . . 62 A F. Walters (Drawings A/c) 1,212 

Sun<li y Creditors . . 2,428 J. B. Smith 606 

Travellers* Commission Cash at Bank . . 2,512 

(factory) . . , 152 ,, in hand (factory) « 7 


Office Salarios (factory) . 280 I ,, (shop)’ . , 50 

Before preparing the annual accounts the following adjustments are neces- 
sary — • 

Interest is to be credited upon the Capital Accounts at 5 per cent. 
Reserves for: Rent, Rates, etc., Account (factory) for rent accrued due 
28th Fob., ;f78: Rent, Rales, etc.. Account (shop) two months' rent due to 
28th Feb (the annual rent of the shop is ;£360) ; Audit fee. /36. 

The Manager of the shop is entitled, under his agieement, to a com- 
mi^ision of 2 per cent on the gross profit realized by the shop. 

Plant and machinery are to be aepreciated at 10 per cent. Fixtures and 
fillings are to be depreciated at 5 per cent. 

Provision for Bad and Doubtftil Uebts is to be made at 2| per cent. 

The stock on hand as on 28th Feb. was valued as follo\v 3 — 

Factory . . . £3,105 

Shop .... 470 

Tlxe goods supplied by the factorf to the shop during the year were priced 
out at £4,199 cost price. {London Chamber of Commerce,) 

5H:*4a5) 



CHAPTER IV 

ACCOUNTS CURRENT, AVERAGE DUE DATE 

Definition. An account current is a statement in Dr. and Cr. form 
of the various transactions that have taken place between two mer- 
chants, or between a principal and his agent. The transactions are 
set out in chronological order, interest being charged and allowed 
tliereou at an agreed rate or rates per cent per annum. 

The Party Rendering the Account. Strictly speaking, the account 
current is rendered by the party last mentioned in the heading. 
Thus, B. Bennett in Account Current with G. Green ’* signifies 
that G. Green is rendering the account to B. Bennett. The account 
current is really a copy of. B. Bennett's account in G. Green’s 
Ledger. The transactions are, therefore, viewed solely from Green's 
point of view. Green debits Bennett with goods, cash, and bills, 
sent or paid to him or on his account, and credits Bennett with 
goods, cash, and bills received from him or on his account. 

Calculation of Days. In reckoning the number of days for interest, 
it is not usual to make them both inclusive. Only one end day or 
‘‘ extreme " is counted, viz. the day to which the account is made 
up, the date of the transaction being omitted. When dealing with 
foreign accounts current, it must be remembered that many coun- 
tries, especially on the Continent, reckon 360 days to a year. Some 
countries also reckon 30 days to each month, while others reckon 
the exact number of days as per the calendar. When items are 
debited or credited before the due date thereof, interest begins to 
nm only from the due date of the transactions. 

In example A1 (page 137) the days are reckoned after the follow- 
ing manner — * 

Dr. item 2nd Dr, item Cr. item 


Jan. 

31 days 

Mar. 

3 days 

Feb. 

18 days 

Feb. 

28 .. 

April 

30 „ 

Mar. 

31 .. 

Mar. 

31 „ 

May 

31 .. 

April 

30 .. 

April 

30 

June 

30 „ 

May 

31 „ 

May 

31 

— 

June 

30 

Juno 

30 


94 “ 


— 



■Mi 


140 


181 






It is necessary to warn students against a very common mistake 
when dealing with accounts current that contain an initial balance. 
If the opening date is the date of a transaction, it will not be counted ; 
but if li^ is the date of a previous balance, it wiU be couated. Thus, 

ISO 
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in ** 1st Jan., To Goods," 1st Jan will not be counted; but in 
“ Isl Jan., To Balance," Ist Jan. will be counted, because it was 
really the balance due on 31st Dec. For this reason, therefore, 
it is advisable to bring down the balance of an account current as 
on the last day of the previous account. The same remark applies 
to the bringing down of Ledger balances. 

Table of Days. The foUouring table will be* of great service in 
ascertaining quickly, without the slow and laborious process of 
actual calculation shown on page 130, the exact number of days 
in any given period. The student should, howevei:, accustom 
himself ^so to that method, as it is the only practicable one in the 
examination room. 


TABLE 

Showing ths Nvmbxk or Days any Givbn Pbrioo or 
TBB Ybar 


Jan. 

Kcb 

M.ir 

April 

May 

June 

July 

Aug 

Ser>t 

Oct. 


* >cc. 

1 

32 

60 

91 

121 

pw 

182 

213 

244 

274 

30S 

335 

2 

33 

61 

92 

122 


183 

214 

24.S 

275 

306 

338 

3 

34 

62 

93 

123 


184 

215 

246 

276 

307 

337 

4 

35 

63 

94 

124 



216 

247 

277 

308 

338 

5 

36 

64 

95 

125 



217 

248 

278 

3C‘! 

339 

6 

37 

65 

96 

126 

157 

187 

218 

249 

27 , 

310 

340 

7 

38 

66 

97 

127 

158 

188 

219 

250 

280 

311 

341 

8 

39 

67 

98 

128 

159 

189 

220 

251 

281 

312 

342 

9 

40 

68 

99 

129 

160 

190 

221 

252 

282 

313 

343 

10 

41 

69 

100 

130 

161 

191 

222 

253 

283 

314 

344 

11 

42 

70 

101 

131 

162 

192 

223 

254 


315 

845 

12 

43 

71 

102 

132 

163 

193 

224 

255 

285 

316 

346 

13 

44 

72 

103 

133 

164 

194 

225 

256 

286 

317 

347 

14 

45 , 

73 

104 

134 

165 

195 

226 

257 

287 

318 

348 

13 

46 

74 

105 j 

135 

166 

196 

227 

258 

288 

319 

349 

16 

47 

75 i 

106 

136 

167 

197 

228 

259 

289 

320 

350 

17 1 

48 

76* 


137 

168 

198 

229 

260 

290 

321 

351 

18 

49 

77 


138 

169 

199 

230 

261 

291 

322 

352 

19 

60 

78 


139 

170 

200 

231 

262 

292 

323 

i 353 

20 

51 

79 

l£l 


171 

201 

232 

263 

293 

324 

354 

21 

52 

80 

in 

■ •tv 

172 

202 

233 

264 

294 

325 

355 

22 

53 

81 

112 

■ 

173 

203 

234 

265 

295 

326 

356 

23 

54 

82 

113 

■ 

174 

204 

235 

266 

296 

327 

357 

24 

55 

83 

114 

■ [n 

175 

205 

236 

267 

297' 

328 

353 

25 

66 

84 

115 

■ 

176 

206 

237 

268 

2^ 

329 

359 

26 

57 

85 

116 


477 

207 

238 

269 

299 

330 

360 

27 

58 

86 

117 

147 

178 

208 

239 

270 

300 

331 

361 

28 

59 

87 

118 

148 

179 

209 

240 

271 

301 

332 

362 

28 


88 

119 

149 

180 

210 

241 

272 

302 

333 

363 

30 


89 

120 

150 

Igl 

211 

242 

273 

303 

334 

364 

31 


. 90 


181 


212 

243 


304 

*** 

365 
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To illustrate the use of the table, let it be supposed that it is 
required (as in Example Al, post), to ascertain the iunnl)t*r of days 
from 28th March to 30th June. We look for 30 in the first column, 
and on the same line, under June, we find the number 181. W'e 
next look for 28 in the first column, and on the same line, under 
March, wo find the number 87. Subtracting tlie two numbers, we 
get tlio answer, namely, 94 days. In the case of leap year, one 
day more must be added for February. The above table is aho 
useful in cases of average due date, as explained later. 

Different Ways of Reckoning Interest. There are in vogue varioiis 
ways of reckoning interest, that is, from the point of view of timt', 
as foUowrs — 

1. Forward, i.e. from the due date of each transaction to the end 
of the period of the account cmrrent. 

2. Backward, i.e. from the due date of each transaction to the 
ipoque or beginning of the period of the account cunent. 

3. By Steps, i.e. on the varying balance of the accomit current 
from the date of ime transaction to the date of the next. 

Methods of Calculating Interest. From the point of view of actual 
calculation, there are different ways of proceeding to find the 
interest — 

{a) By Tables, which show the exact amount m sterling on each 
item for the required number of days. The interest columns on 
eacli side of th(? account are then added, and the totals extended 
into the principal columns. Usually, however, the interest columns 
are balanced, and only the balance is brought into the account 
itself. 

(6) By Products, that is, figures obtained by multiplying the 
number of pounds in each amount sterling by the number of days 
it has to run for interest.' Ten shillings and over are counted as a 
full pound, .smaller sums being ignored. The product columns arc 
then balanced, and the interest on the balance of products extciidt d 
into the capital columns. The interest is found bY means of tlie 
following formula — 


Int crest *=» 


of Products X Rate 
365 (or 360) X 100 


In practice, however, it is often found liiore convenient to double 
the rate per cent, and divide the result by 73,000 (or 72,000, as the 
case may be). 

(c) By Interest Numbers, This i» merely a variation of the 
pr^uct method. Each product is divided by 100, and the quotient, 
called interest numbers, is entered in its special column. Tlie 
number columns are then balanced, and interest on the balance of 
numbers found by the above formula, eycept for the division by 
100, which has already been done. In tlie case of long accounts, 
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however, interest numbers are nut very reliable, owing to the con- 
si ant approximation of the quotient to the nearest integer, when- 
(‘ver the division results in a remainder larger than oiie-half. This 
method is sometimes colled the English method, though it is largely 
used on the Continent. 

[d) By the Third, Tenth and Tenth Rule. This rule is based on 
the formula — 

^ 1 -f i 4- (iV X i) -f (Pit X i) 

73,000 100,000 

Brn fly blatcd the method is — 

(1) iMultiply principal by days, and product by twice rate. * 

(2) Divide second product by 100,000. 

(3) To this add one-third of it, then one-tenth of this third, and then 
on« -tenth of this latter figure. 

(4) T'lMin result deduct one ten -thousandth, and the final figure is the 
n'fpiiied interest. 

A . .lii example of this working, let ua find the simple interest for 120 days 
on ^5,672 at 5^ per cent per annum. 


5.672 y 120 
('80,640 X 11 


680,640 

7,487,040 

87.()4() -y 100,000 ‘ 


74-87O40 

A(kl J 


24-95680 

Acid 


2-49568 

Add , ,, 

S3L 

•24956 



102-57244 

Deduct nrJjo 


-01025 



102-56219 


Required interest «» /102 lls. 3d. 

Interest Tables. In examinatum work, the student should ascer- 
tain ilie interest by means of products, as in the examples shown ; 
but for general practice, he should work the exercises by each of 
the methods illustrated in tlie worked cxauiples, in order to master 
tnom. When desiring to calculate the interest on each item in ster- 
ling, the table on pages 134 and 135 will be found very useful. 

Varying Rates of Interest. In some cases, different rates of interest 
arc charged in the same account current. The rates may be changed 
from time to time according to the state of the money market; 
or it may be that there is one rate for goods, and another for cash. 
Sometimes, the rate of interest on the debits differs from the rate of 
interest on the credits. I» such cases, the products must be multi- 
plied by their respective rates of interest before they are balanced. 
An illustration of this is furnished in Exajnple AS. 

Balance of Capital or Principal. Wlicn accounts current are 
worked by the epoque method, the balance of the two principal 
money colmnns must be ascertained, and interest charged, or 
allowed, on it for the period covered by the account. The groat 
advantage of the epoque method is that it avoids red ink interest. 
The disadvantage of it, however, from the students' point of view, is 



TABl-E 

Showing thb Intbrest on at 5 pt iv cent for any Period of Days ly A Year 


€ 


I 

Q 


I 


a 

Q 


flj 

ft 
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*^WC 0 'i‘^^jCCr^Q 005 O'^WC 0 '^«OCDI>* 000 SO^MC 0 TfmCDl>. 000 >Q 

ioiow 5 io»oicioioir. co<ccoG«)GG'^cccoi>-f>«f^i^t'^t^r^r>.f^r>oo 


ir>woicocoor^'^’-''Xt*cc-icnrccoor^'-f*^oo»ONcr>cDcoo oo 
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ADVAMCED ACCOUNTS 


Uiat they are so liable to forget to include interest bn the balance 
of the money columns. If the balance of capital is a debit balance 
the interest must be credited, and vice versa. The student should, 
in this respect, carefully study Example A3. 

Side on which Interest Fails. When the days are reckoned by 
the forward method, that is, from the due date of the transaction 
up to the end of the period of the account, the interest falls on the 
opposite side to the balance of products ; but when reckoned by the 
backward, or ipoqM method, &e interest should be placed oh the 
same side as the balance of products is entered. 

Red Ink Interest. When an account current is balanced, and 
contains items whicn are not due at the date of such balancing, 
there arises a case of what is called red ink interest. Red ink 
interest denotes interest allowed on items debited in the account 
before their due dates, also interest charged on items credited in the 
account before their due dates. Red ink interest runs from the date 
of closing the account up to the due date of the items prematurely 
included. The products are worked out in the usual way but are 
inserted in red ink. They must also be entered in ordinary ink on 
the opposite side, in order to allow for, or charge, them as the casi' 
may be. If there are red ink figures on both sides of the account, 
then only the balance needs to be transferred to the oppo.silc side, 
debit or credit according to circumstances. Wlien adding up and 
balancing the product columns the red ink figures are ignored. 
Under the ipoque method red ink interest will seldom occur. Such 
a case could only arise, if there were introduced into the account 
current an old item having a due date anterior to the ipoque. 

Leap Year. In the case of leap year, that is, every year whose 
two end numbers are divisible by four, except the year of the cen- 
tury, the number of days in February must be reckoned as 2D 
instead of 28. The total number of days for the year, however, 
will remain unchanged, being 365, not 366. • 

Example A. From the following particulars make up an account 
current to be rendered by G. Green to B. Bennett Ss at 30th June, 
reckoning interest at 5 per cent per annum — 

19 .. 

Jan. 1. Balance owing by Bennett to Greent 16s. 6d. 

Feb.' ' 10. Cash received from Bennett, ^£60. 

,, 23. Goods bought of Bennett, £239 4s. lid. 

,, 25. Green accepted Bennett’s draft at 1 m/d for £100. 

.Mar. 10. Cash paid to Bennett, £JS. • 

April 12. Goods sold to Bennett, due 12th May, £195 lOs. 6d. 

May 19. Goods bought of Bennett, £113 9s. 8d. 

June 8. Goods bought of Bennett, £56 14s. 7d. 

„ 15, Cash paid to Bennett, £50. 

„ 20. Goods sold to Bennett, £248 3S. lOd. 

„ 25. Cash received from Bennett, £100. 
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Example Ai. Interest calculated on eacli item, from due date of 
each transaction to end of period of account. 

Dr. B. BENNE'fT IN ACCOUNf CURRENT WITH G. GRBE*N Cr. 


Date 

Pax'tjculsira 

Dhya 

inttr 

est 

- 

ATUOUIlt 

Date 

1 

Particulars jDeys 

Int*'.- 

e;>t 

. :| 

I; Amount 

ll 

19 - 



, 

s. 

d 


d 

19 ' 

• 


i I ;i 1 


,, 

Jan. 1 

To Balnrue . 

181 

, 3 

9 

t> 

127il« 

6 

Feb. U) 

By Cash 

MO . 

1 

3 

-! 601 

_ 

- 

Feb. 25 

,, BJI rlvic 


: 



1 


23 

,, Cioods 

127 

i 

3 

2!' 239 

1 1 f 


29 Mar 

94 

, I 

c 

8 

too; - 

- 

May 19 

Uo. 

42 


rjM 

-i': )l3' 

9 

ti 

Mar. 10 

„ Ca h 

112 

1 i 

3 

_ 

75| - 

- 

Juse 8 

„ Do. 

•} < 


3 

n'j 5^. 

M 

7 

Apr 12 

,, (jood'tdue 





j 


.. 25 

„ CasU . . 

5 : 


1 

10«) 


- 


1 2 Ma\ 

49 

1 1 

6 

4 

195 to 

6 

30 

„ Interest . 


— 


- -i . lij 

4 


Jiuae In 

, Ca>h 

15 

' 

■> 

- 

1 -V) - 

- 

f* 

„ Bnl.'nce 




1 




; 

I'J 


a 

10. 

. 24.S .. 

10 


^Id 




! 228i 

a 



1 ,, , 

1 


! - 


L 

1 ' 

5 



1 







1 

i 

1 





.i’"'' IS 

3 



* 

1 




!" 

3 

lam* 

In 



1 


1 




1 



M 




1 '/•} 

1 



1 22 s n 

1 ! 



j 


1 

11 




1 

i 





1 


1 Lf*rulo.>i 

! 


1 

il 




E. A O.V' 





I ! 

1 


ao.h lujiC, 1 '9 







i 

} 




! 1 

1 1 

! 

» 

1 



G. Gr kb 

V 

1 

i! 


1 

! 

1 


Example A2, Same as Al, but interest calculated by TTidiis of 
products,* 

Dr. B BENNKi r IN ACCOUNT CURRENT WITH G. GREEN Cr. 


Date 

Particulars 

1 

Amount | 

Days 

Pro- 

ducts 

Date 

Parucuiars 

Aiu:>unt 

! 

Da vs 
■ 

Pro- 

ducts 

19 - 


f. 

s. 

d. 



19— 


J 

t. 

d. 



Jan. 1 

To Balance . 

127 

IG 

6 

181 

23,108 

Feb, 10 

By Cash . . 

60 

- 

- 

140 

8.400 

Feb. 25 

BUI due 






„ 23 

„ Goods . . 

239 

4 

n 

127 

30.3S.3 


28 Mar. . 

100 

- 

- 

94 


May 19 

„ Do. . . 

113 

9 

8 

42 

4.74b 

Mar. 10 

„ Cash . / 

75 

- 


112 


June a 

„ Do. . . 

56 

14 

7 

2‘2 

1,254 

Apr. 12 

„ Goods due 






« 25 

„ Cash . . 

mm 

- 

- 

5 

500 


12 May . 

19.5 

10 

6 

49 

9,604 

M 30 

„ Balance of 

! 





June IS 

„ Cash . . 

oO 


— 

IS 

750 


l^roducts 

1 




8.549 

wmE 

,, Goods . . 

248 

d 

10 

10 

2,480 

9f 

„ Balance c/d 

1 228 

5 

1 



n 90 

„ Interest on 








1 






Balance 




a 










of Pro- 














ducts: 














*8,549x10 















1 

8 

3 












797 

14 

3 

1 

86,802 




14 

3 


53.802 

June 30 

To Balance b/d 

228 

5 

1 





r 


[ 




^ This method is recommended tp students as the best for examinations. 
‘ The net result of all the interest calculations is thus equal to 1 day's 
interest on £8,549 at 5 per cent per annum. 
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ADVANCBD ACCOUNTS 


Examine A 3 . Same as A2, but interest calculated from be ginning 
of period of account, or ipoqut, to due date of each transaction. 


Or. B. BBNNBTr IM ACCOUNT CURKBNT WITH C. GREEN Ct. 


Date 

"Partlcnlan 

Capital 
or Prin- 
cipal 

Days 

Pro- 

ducts 

Data 

PartIcBlan 

Capital 
or Prin- 
apal 

Days 

Pro- 

ducts 




J. 

d. 


31 Deo. 

19— 


£ 

s. 

d. 



Jaa. 1 

ToBalasee 


18 

« 

— 

ipofus 



80 



41 

2.480 








.. 23 

„ Goode . 

239 

4 

11 

54 

12,906 

Fib. 25 

H Bin doe 






May 19 

„ Do. . . 

1 113 

9 

8 

139 

15,707 


28 Mar. . 

100 

— 

- 

87 

8,700 

June 8 

„ Do. . . 

1 5ti 

14 

7 

159 

9.088 

Mar. 10 

„ Cash . . 

75 

- 

- 

69 

5.175 

M 25 

„ Ca«h . . 


.. 


178 

17,600 

Apr. 12 

M Goods due 






SO 

„ Balance of 

1 






12 May . 

195 

10 

6 

132 

25,872 


Prtncinal ; 

1 





June 15 

Cash 

50 

- 

- 

166 

8,300 


£228 (t 797. 





.. 20 

„ Goods . . 

248 

8 

10 

171 

42,408 


- £569) . 




181 

41,268 

If 80 

„ Balance of 






i» I* 

„ Baleucec/d 

228 

5 

1 




Products. 





8.549 








»» 

„ Inteiestoa 














Balance 














ol Pro- 














ducts: 














8,549x10 














' 73,000" 

1 

2 

5 












£797 

14 

3 


99,004 


j'£797 

14 

Ji 


09.004 

June 30 

To Balance b/d| 

1 228 

5 

[T 

1 




i 


i 




Example A 4 . Same as A2, but interest calculated by means of 
interest numbers. 


Of. B. BBNNBTT Dt ACCOUNT CUKRBNT WITH G. GREEN Cr. 


Date 

Particulars 

Amount 

Days 


Date 

Particulars 

• 

Amoimt 

• 

Days 

Inter- 

est 

Nos. 

19— 


£ 

a. 

4. 





£ 

s. 

4. 



Jan. 1 

To Balance . 

127 

16 

6 

181 

282 

Feb. 10 

ByCasb . . 

60 



140 

84 

Feb. 25 

„ Bin due 






j, 28 

„ Goods . . 

239 

4 

11 

127 

804 


28 Mar. . 

100 

- 

• 

94 

94 

iUy 19 

I Do . . 

US 

9 

8 

42 

47 

Mar. to 

»» • • 

75 

- 

- 

112 

84 

Juno 8 

J Do. , . 

56 

14 

7 

22 

13 

Apr, 12 

„ Goods due 






„ 25 

Cash . . 

100 



5 

5 


12 May . 

195 

10 

6 

49 

96 

» 30 

^ Balance oi 






June 15 

„ Cash . . 

50 

- 


15 


»» w 

„ Interest 






» 30 

Goods . . 

248 

3 

10 

10 



Nos. . . 





86 

»# 30 

„ Interest on 
Balance 





n 

>» If 

< 

„ Balance c/d 

228 

5 

1 


1 


of Nos. 














86 K 10 












1 


730 

1 

8 

5 


■ 









- 

£797 

14 

3 


S39 



£797 

14 

3 


539 

Juue30 

To Balance b/d 

228 

*5 

1 


■ 


c 

1 j 
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Example A 5 . Interest calculated by means of products, but 3^ 
per cent charged on debit items, and 4^ per cent s^wed on credit 
Items. 


Dr. B. BRNNBTr IN ACCOUNT CURRENT WIIU G. GREEN . Cr. 


Date 

\ 

Pai-ticulai^ 1 

] 

1 

Amount 

Days 

Pro- 

ducts 

Date 

Perticolar^ | 

Amount 

~T 

Days 

Pro- 

ducts 


, 

i 

£ 

f. 

d. 



19— 


£l 

s. 

d. 



Jan. 1 

To Balance . 

127 

16 

€ 

181 

23,168 

Feb. 10 

ByCash. . 

mm 

• 

- 

K£1 

8,400 

Feb. 25 

„ Bill fine ' 






» 23 

Goods . 

239 

4 

n 

127 

30,353 


28 Mar. 

mm 



94 

9,400 

May 19 

„ Do. . . 

113 

9 

8 

42 

4,746 

Mar. 10 

„ Cash . 

75 

- 

- 

112 

6,400 

June 8 

Do.. . 

,6 

14 

7 

22 

1,254 

Apr. 12 

GockIh due 






» 25 




- 

5 

500 


!2 May : 

195 

m 

6 

40 

9,604 


„ Cash . .j 






JwM IS 

Cash . . 

50 

- 

- 

15 

750 









„ Goods 

248 

3 

m 

■a 

2,480 


j 












53.802 


1 





45,253 







7 


1 





9 







576,614 


f 





407,277 

30 

To Balance of 






„ 30 

1 

a 

>1 







Prwiut ts 





30.663 


on Ba- 1 














lance of 1 














Products:! 







1 

ij 






30 6«3 













73.000 


8 

5 










»» M 

„ lijJance 




1 










c/d 

' 226 

13 








407,277 




10 

110 


407,277 

June 30 

lo Ba'anvc 


1 








i 




Wd . 

! 220 

!!! 

s 





i 

1 


1 


i 


Example B. K. Re<;d has the following transactions witli W. 
White — 

19.. 

Jan. 1. Sold goods to White, £140. 

Feb. 15. UeiTiittance received from White. £50. 

Mur. 2. Brnight goods from White, £345. 

„ 3. A.cccpted W'hite’s draft at 1 m/d for £l00. 

April U. Oish jTaid to White. £100. 

30. CJoods sold to White, £116. due end of May, 

May 11. Bought goods from White, £85. 

„ 31. Sold goc^s to White, £125. 

June 15. Bought goods from White, £145, due end of July. 

Make out an account current to be rendered by R, Reed at 30th 
June, bringing interest into account at the rate of 5 per cent per 
annum. • 


Example Bi. Interest calculated on each item from due date of 
eadi transaction to end jof period of account, similar to Al, but 
introduciug Red Ink Interest (shown in heavy type). 
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ADVANCED ACCOUNTS 


Dr. W. WHITE IN ACCOUNT CURRENT WITH R. REED Cf. 


Date 

Particulars 

Days. 

Inter- 

est 

Amount 

Date 

Particulars 

Days 1 

1 

Inter- 

est 

Amount 

Ifr— 




s. 

d. 

1 i 

s. 

d. 

19— 



£ 

s. 

d. 

( 

s. 

d. 

Jan. 1 

To Goods 

180 


9 

- 

EES 


- 

Feb. 15 

Bv Cash 

135 


18 

6 

so 

- 

- 

)ilar. 3 

„ Bill due 








Mar. 2 

„ Goods 

120 

5 

13 

5 

345 

- 

- 


OApr. . 

85 ; 


3 

4 

■Em 

- 

- 

May 11 

„ Do. . 

50 


11 

8 

85 

- 

- 

Apr. 11 

„ Cash . . 

80 ^ 


1 

11 

100 

- 


Jtme 15 

„ Do. due 

1 







„ 3i 

„ Goods due 









31 July 

31 ' 


12 

4 

145 

- 

- 


31 May 

30 


9 

6 

116 


- 

., 30 

„ Interest . 

1 

— 


— 

7 

3 

7 

Mav 30 

„ Goods 

30 


10 

3 

125 


— 



1 







June 30 

„ Red Ink 


















Interest 


















as per 


















contra 



12 

4 













»f ii 

„ Interest . 



— 

— 

7 

6 

4 










•f »» 

„ Balance 











1 







c/d. . 





43 

17 

3 
















£632 


7 



' ' 



i 

^ 1 > '”‘i 

3 

7 

i 






1 



June 30 

By Balance 


1 



1 


r 








! 



1 wd •: 

1 

L 



Ti' 


Note. The item on the 15th June ought not to be settled till the 31st July. 
It is, however, being settled on the 30th June, that is, 31 days before the 
proper time. Interest on the money for 31 days must, therefore, be debited 
to the account. 


Example Ba. Same as B1 , but interest (including red ink interest) 
calculated by means of products.^ 

Dr. W. WHITE IN ACCOUNT CURRENT WITH R. REED Ct. 


Date 

Particulars 

Amount 

Da>*s 

Pro- 

ducts 

Date 

Particulars | 

Amount 

Days 

I'ro- 

ducts 

19— 


£ 

«. 

d. 



19— 

i 

£ 

s. 

d.| 



Jan, 1 

To Goods . 

140 

- 

- 

180 

25,200 

Feb. 15 

By Cash . . | 

50 

- 

"*1 

135 

6,750 

Mar. 3 

„ Bill due 





Mar. 2 

„ Goods , .' 

345 

- 

-1 

120 

41, 4 K) 


6 Apr. . 

100 

- 

> 

85 

8,500 

May 11 

„ Do. . .| 

63 

- 


50 

4,2a t 

Apr. 11 

„ Cash . . 

100 

- 


8C 

8,000 

June 15 

„ Do. due- 






„ 30 

„ Goods due 





31 July 

145 

- 

- 

31 

4.495 


31 May . 

116 

- 

- 

30 

3,480 

.. 30 

„ Balance of 



c 



May 31 
June 30 

„ Goods 
„ Red Ink 

125 



30 

3,750 


iTodui Is 





1,025 

Interest 








t' 






as per 
contra . 





4,495 









„ Interest on 







i 






balance 
of pro- 
ducts: 






j 

1 

1 







1025x10 

1 

2 

9 




< I 






»• n 

73,000 

„ Balance c/d 

1 

43 

17 

3 




i 



i 

1 





£625 

- 



53,425 




- 



53,425 



p— . 





June*30 

By Balatirc 

, 1 

hi 




H 


1 






b/d . 

43,17 

1 3 




^ This method is recommended to students as the best for examinations. 


Example B3. Same as B2, but interest calculated from due date 
of each transaction to ipoqiie or beginning of period of account. 
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Dr. W. WHITE IN ACCOUNT CURRENT WITH R. REED Cf. 
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AVERAGE DUE DATE 

Definition. The average due date is the mean, or equated, date 
on which a single payment may be made in heu of several payments 
on different dates. 

For what Purpose Used. The average due date method of pay- 
ment is used in the settlement of bills and contra accounts, and for 
calculating interest (a) on partners' drawings, (b) on the realization 
of book debts in a partnership liquidation. 

Process of Work^. The method of working is as follows — 

1. Take any convenient date, preferably the first due date of the 
transactions, as a starting-point. 

2. Multiply the amount of each transaction by its number of days 
from the starting-point. Fractions of a pound under ten shiUiugs 
are ignored ; ten shillings and over are counted as another poimd. 

3. Add up these various products into one total. 

4. Add up the amounts of the various transactions into one total. 

5. Divide the total of the products by the total amount of the 
transactions. 

6. The result will be the number of days that the average due date 
is subsequent to tlie starting-point. This date can then be calculated, 
one-half of a day or over being counted as another day, and frac- 
tions under one-half being ignored. 

If, we base our calculations on the last due date as the starting- 
point, the answer will give us the number of days that the average 
due date is previous to the starting-point. Shoiild we select an inter- 
mediate date as the epoque or starting-point, then we must 
take the difference between the two lots of products, Le. those 
previous to the bpoque and those subsequent to it. The balance 
belongs to the side of the greater products. If the products above 
the epoque transaction are the greater, the average due date will be 
prior to the starting-point ; if the products below the ipoque trans- 
action are the grater, then the average due date will be subsequent 
to the starting-point. * 

Where there are both debit and credit items, a starting-point 
must be fixed, either one of the inside or one of the outside dates, 
but preferab^ the first due date. Each side must then be treated 
separately. Divide the balance of the products by the balance of 
the mmiey columns. The result will show the number of days that 
the average due date is from the ipoque or base date. 

Exan:q)le i. A merchant has purchased goods, the due dates of 
vriiich are as follows — ■ 
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He wishes to give a bill for the total amount due, the bill to be 
drawn payable on the average due date. Ascertain this date. 

1. Take 18th April as starting-point. 

April 18th S3 0 days from starting-point. 

May 24th = 36 

June 30th = 73 „ „ 

July 18th = 91 


A mounts 


Days 

Ptoducii 

£220 

X 

0 = 

0 

125 

X 

3(5 

4,500 

200 

X 

73 

14.tVJ0 

350 

X 

91 

31 «5f) 

^95 



50,950 


= 57 nearly. The average due date is, therefore. 57 days 
from starting-point. Calculating this, we find the average due date 
is the 14th June, i.e. 12 in April, 31 in May, 14 in Jime. 

2. Take 18th July as starting-point. 


Amounts 


Days 

Products 

cm 

X 

91 

20,020 

125 

X 

55 

6.875 

200 

X 

18 » 

3,600 

350 

X 

0 

0 




30,495 


30,495 -r 895 = 34. The average due date is, therefore, 34 daj's 
previous to 18th July. This works out to 10 day's from the end of 
June (18 in July and 16 in June). June 30th — 16th =» 14th June, 
as before. 

3. Take 30th June as starting-point. 


Amo/tnts 

Days 

Products 


£220 

X 73 == 

16,060 


125 

. X 37 

4,625 





20.685 

200 

Zero Date 



350 

X 18 « 


6,300 

C&QS 

• 


14,385 


The number 14,385 is the difference between the totals of the 
products previous to the starting-point and subsequent to it (20,683 
- 6,300). The balance belo^ to the side of the greater pr^ucts, 
and the due date in this cai^ will consequently be prior to the 
starting-point. 

14,3^ -r 895 16. The aven^ due date is, therefore, June 
30 - 16, that is, the 14th*j!ane, as in the two previous exanqilcs. 
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Example 2. S. Spender, a partner in the firm of Wise & Co., 
has, during the year, drawn for his own use the following sums — 
17th Jan., £20; 25th Feb., jfl5; 15th Mar., £25; 19th Apr., £16; 
14th May, £22; 23rd June. £19; 18th July, £24; 25th Aug., /!«; 
20th Sept., £25; 16th Oct., £17; 21st Nov.. £21 ; 25lh Dec,, £30. 

He is to be charged interest thereon at 5 per cent per annum up 
to the end of the year. Work out the total interest by means of the 
average due date Aethod. 


Amor}! is 


Days 


Pmu, ' ts 

£20 


34S 


6.9(ii) 

IS 

V 

3* 'S' 

.= 

4.(S35 

25 

X 

29 1 

'--7 

7,275 

W 


25 r, 


4.096 

22 

X 

231 

= 

5.082 


\ 

191 



24 


KV- 

--.s 

3,984 

18 

V 

12s 



25 

V 

102 


2 5^1) 

17 

X 

76 


l.2> 2 

21 

X 

40 


S »<) 

3\) 

X 

6 

rv: 

ISO 

£252 




42,827 


42,827 -r 252 gives 170 days prior to 31st Dec. at the average 
due date; Interest on £252 at 5 per cent for 170 days = 252 x 
•023287 (table, page 134) = £5-868 = £5 173. 4d. 

We will now verify our answer by mea?is of the product method. 
The products will be the same as before, namely, 42,827 
42,827 X 10 ,, . 

-73:000- * 


We will next verify our answer by ascertaining the interest on 
each item separately. 

Decimals « 


Date 

Days 

Amouni 

(Table pp. 134 

Interest 







a7id 135) 






£ 

5 . 

d. 


£ 

d. 

Jan. 

17 

348 

20 

- 

- 

•047671 

19 

1 

Feb. 

25 

309 

15 

- 

- 

•042328 

12 

8 

Mar. 

15 

291 

25 

- 

- 

•039863 

19 

U 

i^ril 

19 

256 

16 

— 

— 

•0350(38 

11 

3 

May 

14 

231 

22 

- 

- 

•031643 

13 

11 

June 

23 

191 

19 

- 

- 

-026164 

9 

11 

July 

18 

166 

21 

- 

- 

•022739 

10 

11 

Aug. 

25 

128 

18 

- 

- 

•017534 

6 

4 

Sept, 

20 

102 

25 

- 

- 

•013972 

7 

- 

Oct. 

16 

76 

17 

— 

— 

•010411 

3 

6 

Nov. 

21 

40 

21 

- 

«- 

•005479 

2 

4 

Dec. 

25 

6 

30 

- 

- 

•000822 


6 




£252 

- 

- 

t 

c 

£5 17 

4 
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V'Example 3. C. Chambers sells goods to S. Colas, as under — 

4th Jan., /250; ISth Feb., £175; 24th Mar., £210. 
lie also buys goods from S. Coles as follows — 

2.'lrd Jan., £125; 10th Mar., £236; 17th April, £85. 

(.^luiiribc rs's terms are bill at two months, but Coles's terms are 
bill at one month. Both parlies, however, desire payment at the 
Cijuatcd date. Wlitn will this be, and for what «.mount? 


LU S. COLE,:', 

IN ACCOONF WITH C. CHAMtUlKS 


Cr. 

I\ )- 
ducts 

1 Iteai j 1 Amount 

Date 

Ite.'n 

n-w j 

Date ' 

i| 

Amount i i 

• lis 

! i 

19- ; 1 19-. ■ 


!! ! 



IS— •! 

i 1 1; 

oiart- 

5 1 if 

s. 





£ ■ 

ni;T 

Jan. 4 JoJifKnw Mar. 7 250 


- i 9' -I'.:?.! 

Jan, 23 

By Goods Feb. 2^', 

, 12.1 -1 - jj-- 

pMUt. 

F. ’j !8 „ .\pr. 2l' J75 


- 

Mar. 10 

.. .. :AiJf ij 

J' 1 -lUf, 

iOSv’, 

M.ir 21 „ .. Mdy 27 ' 210 


-1 yol I.S.9tn) 

Apr. 17 


^5ay 20 

! Si »i 

7,0^5 

\ i 


1 


„ Bal b,Mi 



\ ! 

1 1 

~}j j3o,C';0 




.... 

1 30,. ■') 

j'loli.il b/flj 180} - 

1 1 ' 1 

’;i ! 1 




i 1 'i 

n 


J^2('S9 f 67 days from starling-p<.'int =■-- 4th May 
isyi ^ ( (2 in Feb., 31 in March, 30 in April, and 4 in May). 

On 4th May, then. Coles must pay Chambers £189. 

Note. Days of grace, i.e. three days must be includt.d when 
calculating due dates. 

Average Due Date and the Table of Days. The Table of Days on 
page 131 will be found very serviceable in determining quickly and 
accmatelj' the day and month of the average due date. Let us 
refer to Example 1 on page 142, We require to know the average 
due date, which the answer says is 57 days from the .starting-point, 
viz. 18th April. From the table we find — 

Number porresponding to 18th April = 108; 108 J- 57 = 165. 

Date corresponding to the number 165 = 14th June. 

Again, in Exai/nple 3 (above) the average due date, according to 
the answer, is 67 days from the starting-point of 26th Feb. From 
the table — 

26th Feb. = 57 ; 57 J- 67 =* 124 ; 124 = 4th May. 

QUESTIONS ON CHAPTER IV 
A 

1. What is aa Account Current Exj^iiiin the meaning of the following — 
" F. Smithers in Account Current Tvith P, Jones.*' 

2. Explain, with example, how the days in any given period are calculated. 
What variations exist with regard to &e number of days (a) in a month, 
(b) in a year? 

3. When transactions have b^pth a*date of entry and a due date, from which 
date does interest commeiico ? 
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4. When is the initial date in an account current (a) counted, {b) not counted ? 
At what date should the balance of an account current be brought dowi, 
and why? 

5. Find, by means of actual calculation, the number of days from 16lh 
January to 29th May. and verify your answer by means of the Table of Days 
on page 131. 

6. TCKjdaiu briefly the three different ways of reckoning interest, in accounts 
current, as regards the numlvr of days. 

7. Explain bnefl 3 ;tthe three different methods of calculating the amount 
of interest in accounts current. 

8. Wliat is meant by the following terms: English method, Continental 
method. Hamburg method ? What is the disadvantage of the so-called English 
method ? 

9. Ascertain, at sight, the interest represented bv the following decimals — 
(a) -765428; (b) -954907; (c) -387619; |4) -858762. 

10. Find, by actual calculation, the interest on £179 for 239 days at the 
rate of 5 per cent per annum, and verify your answer by means of the Intf ic^t 
Tables on page 133. 

B 

1. Explain what variation in calculation is necessary when different raid's 
arc charged on debits and credits in the same account current. 

2. What is Red Ink Interest? How does it arise? How is it dealt with } 

3. Explain the phrase, B<ilance of Capital or Principal,** and what treut- 
raent it requires m jiarticular accounts current. How does leap year aff^ ct 
the number of days (a) in the monthly calculation, (6) in the yearly calculati(*n ? 

4. On which side is the balance of products entered, and to which side does 
it belong? 

5 On which side is the balance of interest entered, and to which side does 
it belong — 

(а) In the forward method ? 

(б) In the backward or ipoqu$ method ? 

(c) In the ** steps ** method ? 

6. When there is ** red ink ** interest on both sides of an account current, 
how is it treated ? 

7. W'hat is meant by ** average due date**? For what purposes is such 
method of calculation used ? 

8. Explain briefly the process of ascertaining the average due date of 
several transactions. 

9. How would the same average due date calculation be affected — 

(a) By taking the first due date as the starting-point ? * 

iP) II II If last ,, ,, ,, ,, ? 

(c) „ „ an intermediate „ „ „ •? 

10. How is the average due date ascertained when there are several debit 
and several credit transactions of varying due dates? 

EXERCISE ly 

1. What do you understand by an Account Current? Make out such an 
account for Yeadon ft Co. from the following-— 

J an. 1. Sold Goods to Marshall ft Co., ;£200, due 1st March. 

^eb. 1. Received cash from Marshall ft /3o.» ;£100. 

Mao:. 1. Bought Goods from Marshall ft Co., £500, doe lot 

April 1. Phid Marshall ft Co.f £300. 

lifoy 4« l^ug^t Goods from Maxshidl ft Co.» £200. 

, June 90. Sold Goods to Marshall ft Co.,^£^. ^ 

Interest 9 per cent, the account to be made op to 30th June. {Lmcashw 
and CAsrAtrs 
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2. The undennentioned transactions took place* between Robertson & Co., 
of London, and Tnimper & Co., of Melbourne — 

£ 

Dec. 31. Balance owing by Trumper d; Co. to Robertson & Co. at 


this date 500 

Jan. 7. Robertson & Co. shipped Goods to Tnimper & Co. . ' , 300 

April 10. Bank Draft received thi.s day by Robertson & Co. from 

Trumper & Co. . . . . . . . . 600 

„ 15, Robertson & Co. paid on behalf of Trumper «Co. — 

Charges, Orient Mail S.S. Co. ... . . 50 

London Packing Co., Ltd. . . . , .100 


Prepare Account Current bearing interest at 5 per cent to bo rendered by 
Robertson & Co. to Trumper & Co., as on 30th April. {Royal Society of Arts.) 

3. Define an ** Account Current/* and make out such an account for Alfred 
Brown in respect of the following transactions with Charles Dawson — 

19.. 

Jan. 17. G<xxls sold to Charles Dawson, £200, due 1st February. 

Feb. 1. R<‘ceivcd cash from Cliarlcs Dawson, £50. 

Mar. 18. Goods bonpht of Charles Dawson, £300. due 1st April. 

April 1. Paid to Charles Dawson, cash, £200. 

May 1. G<vxls boupflit of Chailes Dawson. £150. 

10. Gtxnls sold to Charles Dawson, £120, due 1st June. 

The account to be made up to 1st Jvme, 19. interest to be at 6 per cent 
per annum, which may be calcuUded by months instead of days. {Lancashire 
and Cheshire Union,) 

r<- T. Tongs has the follow'ing transactions with P. Parker — 

/ July 3. Sold goods to P. Parker, £175 16^.. lid. 

Aug. 14. Reinittanco from P. Parker, £75 15s, 6d. 

Sept, 8. Goods bought of P. Parker, £319 10s. 7d. 

„ 10. Accepted P. Parker's draft, dated 9tb inst., at 1 m/d lor £125. 

Oct. 15. Cash paid to P, Parker, £95 14s. lOd. 

31, C^ocis invoiced to P, Parker, £138 2s. 8d. due I m/d. 

Nov. 9. Bought goods from P. Parker, £65 18s. 3d. 

„ 30. Sold good.s to P. Parker. £115 17s. lid. 

Dw. 20. Bought goods from P, Parker, £167 7s. 9d. 

Make up an Account Current to be rendered by T, Tongs at 31st Dec., 
bringing inter^t into account at the rate of 5 per cent per annum. 

5. From the following particulars make up an Account Current to be 
rendered by C. Evaas to w. Wood, as at 31st December, reckoning interest 
at 5 per cent per annum — 

Jxily 5. Sold goods to Wood, £163 9.s. lOd. 

Aug. 12, Remittance frt)m Wood, £66 I6s. 8d. 

' Sept. 7. Bought from Wood, 6s, lid, 

8. Accepted Wood’s dralt at I m/d for £110 Ids, lOd. 

Oct. 12. Cash paid on account of Wood, £99 9s. Ud. 

„ 30. Goods s<old to Wood, £127 13s. 4d., due end of November, 

Nov. 13. Bought goods from Wood, £92 IBs. 3d. , 

30. Sold goc^s to Wood, £13^ 5s, 8d, 

Dec. 11 . BougE^mOods’^tem Wood, £1^ 

„ 17. Sold gcH)ds to Wood, £129 t6s,4d..due^l7tiijanua^^ 

6. £. Eastoa jre^ives on account of W, West— 

lOtb Jaal, ;£>2Ci 2s. 1 Id. i t$tl) VOk Ss. fid. : 21st Ilsur.. £800 t5s. lOd. ; 

ISti April, £278 Ids. 8d. 
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lie pays on account of W. West — 

15th Jan., pS 15s. Sd. ; 8th Feb., £199 18s. lO.l. ; 161h Mar., £256 lO.s 9d. ; 
20th April, £240 3s. 6d. 

Make up an Account Current to end of Jujic, charging and alU«wing interest 
at the rate of 6 per cent per annum. 


7. From th^ follofying particulars construct an Account Ciirr -ut as at 
25th April, reckoning interest at 5 per cent per annum, and w .iiiK'unt of 
cheque in settlement— 


N. NORTHCOTE IN ACCOUNT WITH S. ANDERSON & CO. 


19— £ s. d. 

Apr. 16. To your Draft at 

sight . . 250 - - 

„ „ „ Charges as per 

A/cSales . 127 17 11 

„ 18. „ AdvertPing . 1 15 6 

„ 25. „ Oui' Comiriis* 

sion . . 33 9 11 


19- £ s. d. 

Apr. 18. By Cash as per 

A/c Sales . 355 2 10 

,, „ ,, Ditto . 75 IG 4 

„ „ „ Proceeds .'is 

per A/c Snips 

due 15th May 23S IS 11 


8. Fiom the following particulars construct an Account Current, rcekc/niag 
£ interest at 5 per cent per annum to 30th June — 

O. JORDAN IN ACCOUNT WITH T. TKTLOW 


19— £ s. d. 

Jan. 1, To Balance . . 771 10 8 



11 

Cash paid to 






meet your 
sight Draft . 

55 

8 

6 

Feb. 8. 


Acceptance of 






your Draft 
diK- 1 1 th Mar. 

300 



M 26. 


Cash ’ aid to 






meet your 
Sight Draft . 

52 

12 

7 

Mar. 9. 

tt 

Acceptance of 






your Draft 
due 12th May 

300 


__ 

Apr. 15. 

»» 

Cash paid to 






meet your 
Sight Draft . 

110 

10 

5 

May 10. 

tt 

Ditto • 

92 

16 

8 

June 8. 

tr 

Acceptance of 






your Draft 
due 11th Aug. 

200 

- 

- 


19 — £ s. d, 

Teb. 12. By A/c Sales of 

Colton . 1,019 18 8 

Apr. 20. A/c Sales of 

Cotton . 957 4 2 


9 M. Bresslofl of Liverpool dispatched goods to his agent. M. Goodman 
of Calcutta, and the agent forwarded sale sheets as under — 

12th Jan., £420 10s. 6d.; 15th Feb., £356 9s. lid.; 21st Mar., £238 
18s. lOd. ; 10th April, £127 28. 8d. ^ 

The tenns of payment were net cash in Liverpool two months from date of 
ealo sheet. Remittances were made as follows — 

10th Mar., £250; 10th April, £150; 6th May, £250; 15th June, £350. 
Settlement was to be effected half-yearly, on the basis of an Account Current, 
with interest at the rate of 6 per cent per •annum. Draw uj) the Account 
Current and show balance due on 30th June. 
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10. From the following particulars, draw up an Account Current as at 
31st jMay, reckoning interest at 5 per cent per annum — 

C. CEDAR IN ACCOUNT WITH J. HUGHES 


19— 



£ 

s. 

d. 

1 19— 

£ 

5 . 

d. 

Jan. 

1. To Balance . 

287 

11 

5 

Feb. 10. By Net Proceeds, 




26. 

rf 

Cash paid to 





A/c Sales of 






vuuT Sight 





Cotton, due 






Draft . 

50 

4 

7 


ersS of Feh. . 965 

13 

10 

Feb. 

6. 

it 

Acc('plaiire of 




May 15. 

„ Net Prore^'ds, 






yoMt* Draft @ 





A/c Sales ol 






2 rn/d . 

500 

- 

- 


Cotton, duo 




25. 

II 

Casli paid to 





end of May . 1,017 

2 

8 




vDiir Sight 











Dnft . 

125 

10 

6 





Apr. 

6. 

II 

A<.i.‘«-ptance of 











your Draft @ 











2 in/d . 

500 

- 

- 






11. 

II 

C.-vsh paid to 











your Sight 











Draft* . 

120 

15 

6 





May 

11. 

II 

Ditto . 

225 

16 

2 






11. The following sums have been drawn by J. St'^wart, a partiif'r in the 
firm of Flowers & Co. — 

15th Jan.. £ 35 ; 20th Feb, £45; 18th Mar.. /35; 20th April. £25; 13th 
Mav. £26; 15th June. £15; 20th July, £42; 17th Aug., £34; 21st Sept., 
£32; 14th Oct.. £28; 18th Nov., £35; 21st Dec.. £38. 

Make up his Drawing Account as at 31st December, charging interest at 
5 per cent per annum, and calculating same by means of the product method, 
as in accounts current. 


12. From the following prepare an Account Current, reckoning interf^st at 
5 per cent per annum to end of March — 


L. LOCKE IN ACCOUNT WITH K. KAY 


19— 

J.in. 1. To Balance • 
T'cb. 12. „ Goods . 


£ $. d. 

125 15 3 
62 10 6 


19— 

Feb. 10. By Cheque . 

„ 15. „ Draft ^ 1 iii/d 

Mot. 5. „ Expenses 

„ 31. „ Postages 

>» »» Con.:tiissioa . 


65 - 
15 11 
1 12 
1 2 


d. 


3 

6 

6 


13. Prepare an Account Current, to be rendered by O. Oldham, of Bombay, 
to N. Newton, of Manchester, from the following particulars— 

Balance due tfn N. Newton on 1st Jan., £753 2s. lid. 

N . Newton accepted drafts as under — 

29th Jan.. £250 at 1 m/d; 28th Feb., £250 at 1 m/d; 31st Mar., £250 
at 1 in/d. 

Pa\'uicnt8 made on account of O. Oldham — 

22nd Jan., £27 16s. 4d*j 12th Feb., £106 12s. 6d.; 11th April, £152 
3s. lid.; 13th May, £236 12a. lOd. 

Credits to O. Oldham — 

27th Jan., net proceeds of Account Sales of Cotton, £1,617 14s. 8d., 
due 15th March; 24th May, iiet proceeds of Account Sales of Cotton, 
£606 2s. 8d.. due 15th June. 

Interest to be calculated at 5 per cent to end of June. 


14. A. Ashton, of Ixmdon, sells gocas to B. Beech, of Calcutta, for pa>nnent 
In London on the average due date.® The sales are due as under — 

5th June, £726 16s. 2d. ;M2th July, £979 17s. 8d.; 26th Aug., £1,127 
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Fiud the average due date by taking 5th June as the starting-point, and 
verify your answer by taking (a) 18th Sept., (6) 26th Aug., as starting-points 
respectively. 

15. A merchant desires to ascertain the average date on which to draw for 
the total amount due, as follows— 

5th June, £355 9s. lOd. ; 8th July, £436 16s. 8d. ; 11th Sept.. ^£229 14s. 7d. 

State the average due date, and show the process of working. 

16. A merchant trading with a distant colonial market allows long credit, 
and his terms of payment are : ** All goods purchased during the month to 
be drawn for on the 15th of the following mouth, at six months, plus bill 
stamp/* Goods are sold as follows — 

12th Jan,, /375 2s. 9d. ; 26th Feb., £268 16s. 6d. ; 3rd March. £349 14s. 4d. ; 

19th March. £186 3s. 7d. 

The total is drawn for at the average due date. Ascertain this date. 

17. A merchant has purchased goods the due dates of which are as under — 

12th Aug., £156 15s. 9d., due on 12th Sept. 

21st Aug., £298 4s. 5d., „ 1st Oct. 

23rd Sept.. £127 17s. 2d., „ 1st Nov. 

9th Oct., £395 5s. 8d., .. 19th Nov. 

Payment ia airanged to be made for the total amount at the average due 
date. What is this date? 

18. E. Ellis, a partner in the firm of Forest A Co., has, during the year, 
drawn for his own use the following sums — 

11th Jan., £25; 15th Feb., £15; 18th March, £28; I3ch April, £25; 17th 

May, £22; 20th June. £25; 23rd July, £24 ; 12th Aug., £26; 14th Sept., £21 ; 

10th Oct., £23; 15th Nov., £28; 21st Dec.. £35. 

He is to be charged interest at the rate of 5 per cent per annum on the total 
amount at the average date. Ascertain this mtcrest, and verify your answer — 

(1) By means of the product method as in accounts current; 

(2) By calculating the interest on each item separately. 

19. F. Elliott sells goods to P, Pino as under — 

12th July. £26 133. 2d. ; 20th Aug., £129 5s. lOd. ; 15th Sept.. £265 17s. 1 Id. 
He also purchases goods from P. Pine as follows — 

20th July. £178 4s. 8d. ; 10th Aug., £290 18s. 6d. ; 22nd Sept., £97 6s. 8d. 
Elliott gives only one month's credit, but Pine allows two months. Both 
parties, however, desire settlement at the equated date. Wheif will tliis be, 
and for what amount ? 

20. Jones and Brown dissolve partnership on let January, and their Balance 
Sheet, after all adjustments, was as follows — 


BALANCE SHEET as at 1st Jan. 


- Liabilities 

Mi 

I 

I 

• 

Assets 

£ 

s. 

d. 

Sundry Creditors . 



6 

Cash . . , • 

1,565 

10 

5 

Capital A/cs — 

HHHj 



Sundry Debtors . 

4,281 

10 

EEl 

Jones • . , 


H 

- 

Fixtures and Fittings . 

430 

11 

3 

Brown • • 

mSm 

■ 

— 





£6.277 

s 

6 


£6.277 

ft W'l fTMTI 

12 

6 



[Z] 







1 

Brown is to take over the Fbrtures at thdir book value, to allow Jones 
£700 for liis share of the Goodwill, and to pay him the amount due as and 
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when realized, interest to be brought into account at the rate of 5 per cent per 
annum. The Debtors were realized at an average date of eight months, 
and the Creditors paid at an average date of live months, from the date of 
dissolution. Brown paid Jones ;^650 on 15th March, £650 on 15th June, £650 
on 15th September, and the balance on 31st December. Draw up the Account 
Current, and show the final payment made to Jones. 

REVISION EXERCISE IV 

1 . What do you understand by — 

(a) Nominal account, 

(fc) Real account, 

(c) Personal account ? 

Give two examples of each. ^ (Lancashire and Cheshire Union.) 

2. Write up in the several book.s to which they properly belong, the follo%ving 
transactions— 

ly.. 

Jan. 2. Sold James & Co,, 20 tons 10 cwt. 2 qrs. Steel Bars at I03s. 4d. f.o.b. 

„ „ Pad Carriage thereon at 2s. 6d. per ton, by Cheque on “ Provincial 

lJ.o'k *’ 

„ ,, Ruceived Cheques — J. Tasker, £47 10s. j W. Methley, £39 I5s. ; and 

from J. Moulton, £43 17s. 6d., in payment of his Account after 
deducting 2J per cent Discount. 

„ 6. Received from W. Lyons, 150 tons Pig Iron at 43s. 4d., less 3 per 

cent — remitted him acceptance at 3 months, dated 1st inst, 

„ 7. Received from J. ICitson his acceptance at 4 months, dated 4th 

inst., for £176 10s., in payment of his Account. 

„ 9. Gave Cheques for — Rent, £100, quarter year due 1st inst. i Salaries, 

£25; and for Wages, £75. 

„ 11. Received from ** Provincial Bank,** J. Butler's Dishonoured accept- 
ance for £35 6s. 8d., with 7s. 6d. expenses. 

(London Chamber of C ommerce.) 

3. Exolaiii the difference between a Trading *' Account and a Profit 
and la^ss '* Account, and state in which account you would place the following 
items, giving your reasons — 

Purchases Allowances 

Manufacturing Wages Debenture Interest 

Oirt-iage Salaries 

Returns Advertising 

Sales • Stocks and Materials 

(Royal Society o/Arts.) 

4. William Ashton is a shipbuilder. On 1st January he had a Capital of 
£23,760 7s. 8d., Bills Payable current No. 135, £640 8s. Od., No. 136, £728 
10s. Od., No. 137, £320 17s. 66.. and having received on Account of Ships m 
progress, " Owl." £6,849, and “ Hawk,” £3,500. A Mortgage to P, Piper for 
£8,000 existed on his Works and Plant, which were valued as follows : Freehoki 
Works and Buildings, £9,127 10s. Od., Fixed Plant and Machinery, £7,826 
15s. Od., Dry Dock, £6,264, Loos<^ Plant and Rolling Stock, £2,788 5s. 6d. 

Ho owed to Brown A Co., £848 19s. Od., Jones & Co., £1.653 10s. Od.. Robin- 
son & Co., £964 I7s. Od. He had Cash at Bankers, £2,796 8s. 8d., and in 
Olfice, £120 1 4s, 6d. His Bills Receivable in hand were No. 186, £329 6s. 6d-, 
No. 187, £546 10s. Od.. No. 188, £490 9s. 6d. 

He had three ships under construction, on which he had expended in 
Work and Materials, ” Owl.” £7.126. ” Hawk," £4.291. “Sparrow,” £835. 
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The Stock of Stores and Materials on hand, valued at cost price, was /4,724 
9s. 6d. 

Yon are required to make the necessary " opening entries.'" (Royal Society 
of Arts,) 

5. At a recent e3camm»'itioii. the understated *' Balance Sheet" wri.s sent 
in by a Candidate. Have you any criticism to offer upon it ? 

BAIANCK SHEET 

IklsssM. A. A B. * 3lsx D&c.. 19-^- 


Atsets 

£ 

s. 


f. 


d. 

Liaimtus 1 

£ 

i. 

1 

d. 

£ 

s.j >i. 

PUM AJe 




4,000 

- 

- 

A*i Capital 

3,000 

- 

- 


1 

Debtors . 

8,2tW} 

- 

- 




Add Interest .1 

l.SO 

- 

- 


1 

Lefn-i Resenre . 











— 


-! - 

(31st Dcc.^ 

410 - 

- 

- 



D’s Capital . .1 


- 

- 




— 


-- 

7,790 

- 

- 

Add Interest 

100 

_ 



1 

A's Drawing . 




34fO 






... 



?.i0n 

. ! - 

B’s Dra'ving-s . 




*200 

- 

- 

Creditors , 






Repaii'^ , 




120 



A*8 l^rofits . ,1 



I 

l,hni) 

,J - 

Stock (is t Jdii.) 

3.200 

“ 

- 



1 

IVs l*rort*s . 




1 l.bOO 

-i - 


4,000 


- 


1 ' 


lVpr>*,.Kiium on 




1 ! 
1 

1 




— 

7.200 

1 ^1 






200 






420! - 

- 

R< sr rve for 










1 



Debtors (Jan.) 




350 

-1 - 





L ... 



Balanre . 




830 





£ 

O 1 
« 1 
o 

A) 

- 

- 

1 



i 

j'’o,o;jol -i - 


, ' 

. __ 

‘ * 

_ 



. 


i ^ 


(London Ckamber of Commerce,) 


6. The undermentioned errora wore made by the countnig*liou.se slafT in 
the books pf Messrs. Black & Brown during the year ended 31st Decern — 

(а) On 30th June, a builder's charge for the erection of a small shed, 
amounting to £198, was analysed in the Purcha.^es Journal under the head 
of " Repairs," and posted to that account. 

(б) On 1st July a cheque for /18 2s. 4d, received from James Smith was 
dishonoured, and was posted to^* Allowance Account." 

(c) On 12th August the total of the previous month's wages was debited 
to " Manufacturing Wages Account.^' During the month some new 
machinery had been put down; and the firm's own men had spent tin e 
thereon amounting to £141. 

(d) On 28th December, goods to the value of £64 were returned by Francis 
White, and were taken into stock ; but the returns were not filtered in the 
books until 2nd January. 

How would you adjust these errors, and how would they aficct the Annual 
Accounts for the year ended 31st December? Society of Arts.) 

7. John Pearson and Allan Maegregor are in partnership as Corn Dealers. 
On 31st December the following Balances were extracted from their book.s. 

You are requested to prepare a Trading and Profit and Loss Account for 
the year ended 31 st December, and a Balance Sheet as on that date. Before 
pr^aring these accounts, it is necessary to take the following matters inlo 
consideration — 

(a) Profits and Losses are to be shared, two-thirds by Pearson, and 

one-third by Maegregor. ^ 

(b) Inter^ at 5 per cent per annum is to be charged on Capital but not 
on Drawings. 

(c) Depreciation is to be charged as follows: (1) Fixtures and Fittings, 

5 per cent. (2) Plant and Machinery, 10 per cent. (3) Horses and Carts, 
15 per cent. • ^ 

(i) The Bad Debts reserve is to be made up to £500. 
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(e) Only three-quarters' Rent had been paid on 31st December, and no 
reserve had been passed through the books for the quarter owing. 

(/) The unexpired amounts to be carried forward are: (1) Rates and 
Taxes, £\i 8s. 7d. (2) Insurance, £7, 

{g) The value of the Stock in hand, as on 31st December, was agreed at 
£2,994 14s. 7d. 

Give the Journal entries for the above adjustments. 

BALANCES 

£ s. d, £ 5. d. 

John Pearson, Capital 6,000 - - John Pearson, Drawings 650 - - 

Allan Maegregor, „ 3,000 - - Allan Maegregor, „ 300 - - 

Repairs and Renewals 248 2 1 Water, Gas, etc. . J26 2 7 

Plant and Machinery. 847 10 - Rent . . . 150 - - 

Sales . . . 19,947 18 9 Reserve for Bad Debts 

„ Returns . . 742 7 8 (1st Jan.) . . 150 - - 

Stock (1st Jan.) . 2,721 14 1 Insurance . . 30 5 2 

Bad Debts • . 89 4 - Trade Expenses . 197 18 1 

Cash Sales . . 384 2 9 General Expenses . 203 1 2 

Carriage . . . 1,421 10 7 Discounts . Cr. 4 9 7 

Travelling Expenses , 156 14 2 Sundry Creditors , 1,099 10 10 

Stable Expenses . 192 1 4 Sundry Debtors . 5,771 4 1 

Purchases . . 13,728 - 6 Horses and Carts , 356 14 11 

„ Returns . 757 16 5 Rates and Taxes , 127 4 6 

Bills Receivable . 929 1 1 Fixtures and Fittings 375 8 9 

Wages . . . 1,646 13 10 Commission . Dr. 62 12 7 

Salaries • « • 346 2 3 Cash in hond . . 46 7 1 

Bank balance . Cr. 122 2 2 

{Royal Society of Arts.) 
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CONSIGNMENTS OUTWARDS, CONSIGNMENTS INWARDS, 
JOINT ADVENTURES 

• 

Definition. An Outward Consignment is the dispatch of a quantity 
of goods from one place to another, usually to some coimtry or place 
abroad, for the purpose of sale. 

Consignor. A consignor is a person who forwards the goods fur 
sale. 

Consignee. A consignee is the person to whom the goods arc 
forwarded for sale. 

Conunission. Tliis is a term used to denote the remuneration of 
the consignee for selling the goods. 

Differences between a Consigntnent and a Sale . Kherc are two 
principal 'iuiierences between a Cohslgniiient and i Sale. When 
gb^s are sold to a pefsbn, the property in them passes to that 
jier^ri ; when goods are consigned to a person the legal ownersliip 
of the goods remains in,tl.ie con^^or. Hence, the person to whom 
g<)ods ire sold is a d^tor ; but the pebon to whom goods are con- 
signed is merely an agent. Again, a consignment is returnable if 
it canhot be marketied.; but goods sold arc not retuniable, except 
{br- some- special reason, such as on account of damage or being of 
the wtoiig kind. — 

Difference between a Consignment and Goods on Sale or Return. 
In the case of a consignment the person to whom the goods are sent 
is an ag^ of the sender ; but in the latter case, the person to whom 
the go^ are sent is merely an optional purchaser. 

Special Consignment Books and Marks. When consignments arc 
very numerous, a special Consignment Day Book " anti a separate 
“ Consignment Ledger ” are generally kept. The total of tlie Con- 
.signment Day Book is credited monthly to a ^ Goods on Con- 
signment Account ’* in the General Ledger. In examination work 
a Journal entry is usually sufficient. Consignments are distin- 
guished by .the name of the consignee, or by the name of the place 
to, which the goods have been consigned, or by a special letter or 
number, or by both ; for example, " Consignment to A. Smith," 
or " Consignment to Calcutta," or " Consignment No. Ad 46." , 

Pro Forma Invoice. When goo^ are consigned, a pro forma 
invoice is forwarded with them giving particular as to the nature 
of the goods, number, and/or quantity, weight, measurement, prices, 
marking, packing, etc. The goods are dealt with in the cona^or's 
books usually at cost price, but tiie invoice to the consignee is 
usually made out at a higher figure. 1{ the consignment has been 
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entered up in the consignor’s books at figures in excess of cost 
(which would be irregular) credit will have been taken for profit 
before it has been realized. If, at balancing time, the consignment 
is still unsold, such profit must, of course, be tranrferred to a " Con- 
signment Suspense Account." 

v^Cxpenses on Consignment. In consigning goods abroad certain 
expenses will be incurred, namely, carriage or cartage to the dock, 
dock duos, freight, marine insurance, etc. All these expenses must 
be charged direct to the Consignment Account, from the Cash Book, 
if paid, but, if unpaid, by means of Journal entry, thus — ^ 

Consignment Aca^unt « Dr. 

To Kailway Ct>inpany (Carriage) Cf. 

„ Shipping Company (Frt;ight) Cr. 

„ Insurance Company insurance) Cr. 

,, Dock Company {Dock Dues) Cr. 

When the goods reach their destination there will be hirther dis- 
bursements, namely, dock dues, unloading and cartage, fire insur- 
ance, warehouse or storage rent, auction room expenses, brokers’ 
fees, etc. These expenses will be defrayed by the consignee, and ' 
dtebited in KS books to the account of the consignor. When settling 
with the consignor, the consignee will deduct afi these charges, and 
also his selling commission on the gross amount of the sales, and 
remit only the balance, less, of course, any advance or previous 
payment on account. 

Advance on Consignment. In some cases, it is usual for the con- 
signee to remit a certain siun of money as an advance against the 
consignment. Tliis is not a part payment, but merely an advance 
by way of security for the large amoimt of goods forwarded to the 
consignee. An advance should not be put to the credit of the 
Consignment Account, as it is not part of the proceeds of it. It 
sliould be posted to the credit of the consignee's personal account. 
It thus figures in the books as a liability., 'fhis is the correct posi- 
tion, for if the consignee does not sell the goods, the money will 
have to be repaid to him. On the Balance Sheet, the advance is 
shown sometimes as a liability, and sometimes as a deduction from 
the consignment on the assets side, the reason for tlie latter being 
that, in ^ event of the consignee selling the goods, the advance 
wiU count as part pa3nnent6. 

KUs Drawn against Consignments. In some cases it is usual 
for the consignor to draw a ^ on the consignee for a large portiem 
of the value of the consignment, and to discount or sell such bill, 
so that he may not be preventid from having the use oi the money 
until such time as the goods are actually sold and paid for. The 
bill is' known as a documenti^ bill, and the procedure in connec- 
tion therewith has been fulfy«exp]ained tinder Foreign Bills in 
Chapter III. Th^ discount or exchange charged by , the bankers 
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for cashing the bill may be dealt with in tw'o different ways. If 
regarded as an ordinary financial expense, it is cliarged to Profit 
and Loss Account ; if looked upon as a special exf)cnse in connection 
with the Consignment, it is debited to the particular Consignment 
/Account. 

Del Credere Commission , To prevent any losses by Bad Debts 
falling upon the c< 4 nsignoi 7 the latter sometimes arranges to pay the 
agent an extra commission, called a del credere (del kr5d'-er-c) 
commission. In return for this, the agent guarantees the proceeds 
of the consignment after the goods are sold, that is to say, the 
agent will pay the consignor whether he himself receives payment 
or not. 

Account Sales. This is a document showing the gross and net 
proceeds of the Consignment sold by the consignee for the account 
of the consignor, and detailing the various expenses and charges 
in connection therewith. ITie following is an example — 


Account Sales of 30 cases of Fancy Goods ex s.s. Stormy 
Petrel, sold by Trumpor & Co., of Wellington, New Zealand, 
for the account and risk of Messrs. Williams & Sons, London. 


W. & S.L. 
1-15 

W. & SX. 


16-30 


15 cases of Fancy Goods . 
15 cases „ „ • 


Deduct Charges and Expenses — 

i s. d. 

Cartage 
Storage 
Insurance . 

Commission 5%, £405 


4 10 6 
6 15 10 
8 10 6 
20 5 - 


Less Advance. 


E. A O.E. 

Sight Draft for £164 I8s. 2d. herewith. 
Trumpbr a Co., 
Wellingtoif, 

10th Mardh, 19. . 


;^I5 


1 

s. 

d. 

m 


"" 

225 

- 

- 

£405 

-*• 

— 

• 



40 

1 

10 

364 

18 

2 

200 

- 

- 

£16A 

18 

2 





In some cases, the consignee paj^s the outward freight and insur- 
ance, and these>two items also then a^ear on the Account Sales, 
















CONSIGNMENTS tftjTWARDS, ETC. 


157 


On receipt of the latter document, the consignor will make a Journal 
entry in his books debiting the consignee (who has now become 
his debtor) and crediting the Consignment Account with the net 
proceeds. 

Account Sales in Currency. Where the Account Sales is rendered 
in currency, it will require to be converted into sterling befo^j.the 
figures can be dealt with. The rate for conversio® will be the rate 
ruling on the day when the Account Sales is received, Should,^ 
liowever, payment be made at a later date, and a different rate be 
current when the money is actually received, a Journal entry must 
be made transferring any profit or loss on exchange either to a 
“ Difference in Exchange Account," or, if preferred, back to the 
Consignment Account, both methods being in vogue. 

\.^al^cing the Consignment Account. Wlicn the goods have been 
fully sold and the Account Sales duly entered up, the Consignment 
Account is balanced and tlie balance transferred to Profit and Loss 
Account, a debit balance denoting a loss and a credit balance repre- 
senting a gain. When the goods are only partly sold, then the 
unsold stock, plus a proportionate amount of the freight, insurance, 
and other charges, must be credited and carried forw^ard in the 
Consignment Account in order to find the profit or loss on the part 
actually sold. This unsold stock, plus charges, will be shown as an 
asset on the Balance Sheet. If the consignment expenses were not 
apportioned, the freight and insurance of the whole of the goods 
would be charged against the sale of part of them. If, at bahiicuig 
lime, no part of the consignment is sold, then the amount of the 
Consignment Account, i.e. cost of the go^ plits expenses, will be 
shown on the Balance Sheet as an asset under the heading of 
" Goods " or " Stock on Consignment." 

Note. Great care must be taken to see that the remaining goods 
arc still worth the cost price. It by no means follows that if half 
of a consignment of £500 (£250) has been sold for £400 tliat there 
is a profit of £150. It may be that the consignment was a pure 
speculation and that the remaining goods will almost have to be 
given away. 

Account Current between Consignor and Consignee. Sometiniesr 
interest is brought into account witii respect to the transactions con- 
nected with the Consignment, thus introducing an Account Current 
between the two parties, Tlie con^gnee will charge interest on 
the various sums of money paid out, on advances, on remittances, 
on account, and will likewise aljow interest on the proceeds of the 
consignment, the interest running in each case up to the final date 
of settlement. 

for Consigiunent ^ 

/ 29?^ Consiginment Account, and credit a Goods gp Cons^iuiu»it ' 
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Account, with the ca<?t price of the goods by means of Journal 
cntty. 

2*. Debit Consignment Account with the freight, insurance, and 
other charges, and credit Cash Account, if paid, or a Personal 
Account, if unpaid 

3. Debit Cash Account or Bills Receivable Account with the 
amount of any advance received, and credit personal account of 
Consignee. 

.^4. When the Accounts Sales is received — 

*(«) DMt Consignee’s Account and credit Consignment Account 
with the gross proceeds, 

{b) Debit Consignment Account and credit Consignee's Account 
with the latter's expeases and commission. ^ 

5. Balance the Consignment A'^count and tran.ifcr the balance to 
Profit and Loss Account. Any stock unsold must be credited before 
balancmg, and brought down to tlie debit side. 

6. DeHt Cash Account or Bills Receivable Account with any 
cash or bill received in settlement, and credit Consignee. 

7. Close Goods on Consignment Account by transfer to Trading 
Account. 

Example. Consigned goods value ^^825 to R. Lake, of Melbourne. 
Paid freight, etc., £65 and insurance, £40. Drew on R. Lake at 
3 m/d for £300 as an advance against coasignnient, and discounted 
the bill for £296 5s. Received Account Sales from R. Lake showing 
that part of the goods had realized groeE £835 lOs.. and that his 
expenses and commission amounted to £87 15s. The stock 
unsold was valued, at cost price, at £275. Received draft at two 
months from R. Lake for amount due. Make the necessary entries 
in the Consignor’s Journal, Cash Book, Ledger, etc., to record the 
above transactions. 
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Dr. 


PROFll AND LOSS ACCOUNT 


Cf 



19- 

By Trading A/c 

1 ' 

■ 

d 


(grobs profit) 





„ Consignmoiit A/c j 

1 




(net profit) 

' 121 

1 
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CXINSIGNMENTS INWARDS 

Definition. An Inwards Consignment is the receipt of a quantity 
of goods by a person in tins country from a person m some country 
or place abroad, for the purpose of sale. In fact, an Inward.s Con- 
signment is simply the reverse of the Outwards Consignment, that 
IS, as it appears in the books of the consignee. 

Difference between an Inwards Consignment and a Purchase. 
When we buy goods of a person, the property m the goods passes 
to us; but when we receive a consignment, the ownership of the 
goods does not pass to us, but remains vested in the consignor. 
In the fiist case, the person is our creditor, and we are his deitor; 
in the second case he is the principal, and we are liis agent. An 
inwards consignment is returnable if it cannot be sold , a purchase 
of goods is not. 

Difference between an Inwards Consig^ent and an Ordinary 
Sale of Goods on Commission. With an inwards consignment we 
receive actual possession of the goods, but in the otlui (asc w'e 
merely sell from samples. As reg.irds the former we, therefore, 
n cord the sale in our books, and oiien a Ledger Account for tlie 
person to whom it is sold. In the latter case, when a sale has been 
effi cted, we pass the order on to the principal, booking up only our 
expenses and commission. 

Advance on an Inwards Consignment. On receiving possession 
of the goods, we may forward the consignor a sum of money, or 
allow him to draw on us, as an advance against the consignment. 
Tlie advance will be debited to the personal account of the con- 
signor, and will appear in our books as an asset, being an amount 
repayable to us in the event of our not being able to dispose of the 
g<^s. 

Two Methods of Dealing with an Inwards Consignment The first 
method is to make no entry in tlie books when a consignment is 
received. Not having contracted a liability, we sliould not mike our 
books appear as if we had. The receipt of the goods is, therefore, 
recorded merely in a memoranda '* Consignment Inwards " or 
"Consignment Stock" Book. All expenses paid out in connec- 
tion with the goods, such as dock dues, customs duties, unloading, 
fire insurance, cartage, storage, warehouse rent, are debited to the 
account of the consider. Ihe aalcs of tlie goods, cither for cash 
on credit, are cremted to the consignor's account, whidnfs also 
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debited with any advance and with the commission for selling the 
goods. The balance of the account shows the final amount due to 
the consignor, which is settled either by a sight draft or a bill. 

The second method is, on receipt of the goods, to open a Consign- 
ment Inwards Account and debit it with the invoice value of the 
goods, at the same time crediting the consignor's accotmt with a 
like amount Inasmuch as the relationship of dirbtor and creditor 
does not as yet exist between the parties to the consignment, this 
procedure is undoubtedly a direct violation of principle; yet it is 
justified by some on the ground that it is felt necessary to have 
some record of the consignment in the financial books, a mere 
memorandum of it being deemed insufficient and unsatisfactory. 
The Consignment Inwards Account is debited with all expenses 
and with the selling commission, and credited with all sales of the 
goods. The balance of this account shows the profit made on 
the consignment, and is transferred to the personal account of 
the consignor. This latter account is debited with any ad\'ance, 
and is closed by being debited with the final draft or bill in full 
settlement. 

^ Formula for an Inwards Consignment (Principal Method) — 

1 . On receipt of the goods, no entry. 

2. On payment of the various expenses connected with the con- 
signment, credit Cash, debit Consignor. 

3. On sending an advance, debit Consignor, credii Cash Bill 
Payable as the case may be. 

4. On selling the goods pertaining to the Consignment — 

(а) For cash, debit Cash, credit Consignor. 

(б) On credit, debit Person to whom goods sold, credit Consignor, 
by means of Journal entry. ^ 

5. Debit Consignor, credit Commission Account with the amount 
of the commission due, by means of Journal entry. 

6. Close Consignor's Account by debiting it with the final bill or 
draft in settlement. 

Formula for an Inwards Consignment (Alternative Method) — 

1. On receipt of the goods, debit Consignment Inwards Account, 
credit Consignor, by means of Journal entry. 

2. On pasrment of the various expenses connected with the con- 
signment, credit Cash, debit Consignment Inwards Account. 

3. On sending an advance, dAit Consignor, credit Cash or Bill 
Payable as the case may be. * 

4. On selling the goods pertaining to the consignment— 

(«) For cash, debit Cash, credit Consignment Inwards Account* 

(6) On credit, debit Person to*whom goods sold, credii Consign*- 
meni Inwards Account, by fheans of Journal entry, 

(1405) 
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5 Debit Consignment Inwards Account with the seilmg com- 
mission as arranged, credit Commission Account, by means of 
Journal entry. 

6. Balance the Consignment Inwards Account, and transfer bal- 
ance to Consignor's personal account Any unsold stock must be 
entered on the credit side, and brought down as a debit balance 
after ruling off the accoimt. 

7. Close Consignor’s Account by ddnttng it with the final bill or 
draft in settlement. The value of any unsold stock must be entered 
on the debit side, and brought down as a credit balance after ruling 
off the account. 

Note. One great objection to this alternative method is that the 
full amount to the cr^t of the consignor might get paid to him 
though the goods were not realized. 

Ex^ple. Received Consignment of Goods from J. Rowell valued 
at £760 Terms : Agent’s Commission, 5 per cent <ai all Sales , dd 
credere Commission, 2^ per cent on credit transactions. Paid ( us- 
toms Duties, £23 14s M. ; Landing Charges and Carriage, £8 14s 9d. | 
Fire Insurance, £9 10s. Sent J Rowell an Advance of £225 Sold 
part of Rowell's consignment to H. Thompson for £420, part for 
Cash £475, and took part value £200 mto stock for our own use. 
Paid Brokerage, IJ per cent, £12. Sent J. Rowell an Account Sales, 
and sight draft for balance due. The stock remauung unsold was 
valued at £200. Make the necessary suhctdiaiy book entries, and 
show the L^er Accounts. 

I. Principal Method — 


JOURNAL Dr Cr. 


H Ihonmson .... 
lo J Rowell 

Sale o( part of the Inwards Con- 
signmt»nt 

£ 

420 

s 

1 

£ 

■420 

s 

J Rowell 

To Commission 

5% Agent's Commission, j£l.095 
ISA 15s 

del credere Commission, 
£A2^ « £\Q 10s 

65 

J 

5 

1 

6 $ 

5 


PURCHASE^ BOOK 




£ 

B 

1 

£ 

s, 

d. 


J. Rowell • . • * • 








Goods from Consignmeat 

1 r 1. 1 B J R r 

tt 

B 

■ 
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Dr CASH BOOK O 


Receipts 

Dank 


Paymenta 

Bank 




d 


£ 

s 

4 

To J Rowell 

4;-> 

- 

- 

liy J Roweil 



* 




Customs Duties 

2% 

14 

9 





Lancliiu; Cbaiges etc 

8 

14 

9 





Fire Insurance 

9 

10 

• 





I Rowell f^vanaj 
, J Rowell (brokerage) 

« •» 

“ 

_ 





J Rowell 1 

1 11 

1 15 

1 

6 


J I IK,rR 




J 

ROW ILL 



Cr 


£ 

s 

4 

19— 

'! £ 

s 

d 

Cash-- 





By C ash 

4!^ 


• 

Customs Duties 

23 

14 

9 


Pni( bases 

t 0 


. 

Laiidiug Ct aiges 

8 

14 

9 


, H Dionjpson 

4-t) 

- 

* 

1 ire Insurince 

9 

10 







Cash (Advame) 

22o 


- 






Cash (Brokerage) 

U 


- 






Comralsskm 

69 

5 





1 


Cash 

7‘50 

IS 

6 






iC 

1 09i 

- 

- 



1 1 

1 

- 


2. Alternative Method - 

JOURNAL Dr Cr 


Consignment Inwards 

To J Rowell 

Receipt ol goods on consignment 

£ 

700 


d 

/ ' 

#O0 


H Thomp&on 

To Consignment Inwards 

Sale of part of the cousigninent 

420 


““ 

420 

- 

Consilpnment Inwards 

To Commission 

5% Agent'v Commission, /1 ,095 
• ^4 15s 

2|% del credere Commission, 
;£420 - ^10 10$ 

65 

s 


65 

5 
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LEDGER 


Df. 


CONSIGNMENTS INWARDS 


Cr 




£ 

s. 

a. 



£ 

s. 


To J. Rowell 

760 

- 

- 


By Cash 

475 

_ 


„ Cash (Customs Du- 





„ Purchases 

200 

- 


ties) . 

23 

14 

9 


„ H. Thoiuj)Son 

4211 



„ do. (I^anding 





„ Stock unsold c/d . 

200 

- 


and Cartage) 

„ do. (Fire Ins\y - 

8 

14 

9 

1 






auce) 

9 

10 







„ Commission . 

65 

5 







„ Cash (Brokerage) . 

„ Balance transferred 

12 








to J. Rowell’s A/c 

415 

15 

6 






£ 

1 ,295 


- 


£ 

1,295 



To Balance b/d . 

200 


- 

1 


1 

i 



Dr. 


J. ROWELL 


Cr. 



£ 

s. 

d. 



£ 

s. 

d. 

To Cash 

225 

- 

- 


By Consignment In- 



1) Balance (Stock) c/d 

750 

15 

6 


wards 

700 

— 

- 

200 

- 



„ Transfer from Con- 








signment InwaMd 
A/c . 

41.5 

15 

0 


£ 

1,175 

15 

6 


£ 

1,175 


t5 






By Balance b/d . 

t 

200 


- 


The £200 worth taken into stock for own use could eithcir be 
journalized or entered in the Purchases Book as before, except 
that the amount would be credited to the Consignment Inwards 
Account, and not to J. RowelPs Account. 


TOINT ADVENTURES 

)• ' " '"i" ' - . V"* 

J Defioition . A Joint Adventure is a partnership without the use 
of ^"Mrin name, Umited to a particular speculation in wliich the two 
at more persons concerned agree to contribute certain specified 
amounts of capital and to share profits nr losses in the same manner 
or in any other equitable proportion. > 

Nature of Joint Adventures. A Joint Venture may consist of a 
joint consignment of goods, an underwriting transaction, a specula* 
tion in shares, or any simile form df enterprise. 

Advim^^ of a loint Venture . One party may be able to buy 
at Bftngf lq^er far better terms than others. Another 

parly'may he in a position to sgU at exceptionally good prices. 
A third party, who may not be favourably circumstanced:, fflither 
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for buying or selling, majr, however, have special financial resources. 
Thus, the combined services of &e parties in a common adventure 
may make it a highly remunerative one. 

^The Methods of Procedure. It is usual for one of the parties 
10 be appointed to manage the joint venture, that is, to do all the 
bu)nng and selling and to look after it. For these services he 
obtains an extra remuneration by being allowed to charge against 
the Joint Account a commission of so much percent on the amount 
of the sales, and, in some cases, on the amount of the purchases, 
sales, and expenses. .-Under these circumstances a Joint Account 
is opened and debitedVith the cost of the goods. Each of the other 
parties then remits his proportion of the cost, which is placed to the 
credit of their personal accounts, as this amount is payable back 
.again to them plus their share of profit, or less their share of loss,), 
as the case may be. The Joint Account is also debited with all 
expenses, charges, and commission ; it is likewise credited with all 
sales whether for cash or on credit. The balance of the account 
then represents profit or loss to be shared in the agreed propor- 
tions. When the goods have been sold and paid for, then a remit- 
tance to each of the parties for the amount due to him will close the 
speculation. 

In other cases, each of the parties concerned opens in his books 
merely an account for the Joint Venture, to record such of the trans- 
actions as he is directly concerned with. A general statement, pre- 
pared from information supplied by the parties, is rendered show- 
ing the profit on the joint speculation. Each party tlien debits 
the Joint Account and credits his Profit and Loss Account with his 
portion of such profit. There will then remain in one party’s books 
a debit balance, and in the other party’s books a credit balance, 
of the same amount. Payment of this ^ance by one party to the 
other will finally close the venture. 

Sometin);es, a separate joint banking account is opened, and a 
separate set of books kept for the adventure. The transactions are 
then recorded hjee ordinary partnership -transactions ; and, in such 
-cases, interest on capital is generally charged, particularly when 
the parties interested have advanced unequal amounts. 

Example x. Bought Goods from Martin & Son, £720 15s. 9d., 
and took from stock Good^value £220 lOs. 6d., for a joint speculation 
with S. Singleton and D. Da-vis, profits divisible equally. Received 
S. Singleton's and D. Davis’s ^ares of speculation. Paid Charges 
and Expenses, £72 10s. 6d. Sold Joint Account goods for Cash, 
£1,220. Sent sight draft to Martin & Son. Charged as manager, 
5 per cent Commission on sales. Rendered statements to Singleton 
and Davis with cheques for the amounts respectively ‘due to 
them.. Write up the subsicyary books and show the Ledger 
Accdiai^ts. • 
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JOURNAL Dr. Cr. 


Joint Account .... 

To Martin & Son . 

For goods bought for a joint 
speculation with S. Singleton 

and D Davis 

1. 

7^0 

5 

15 

d. 

9 

£ 

720 

s 

15 

Joint Account .... 

To Goods on Joint A/c . 

For goods taken from stock for 
a joint speculation with S 
Singleton and D. Davis. 

220 

10 

6 

220 

10 

Joint Account .... 
To Commission 

S% on i»ale of goods, ;fl,220, 
for the joint speculation with 
S Singleton and D. Davis. 

61 j 

1 

1 

1 

61 I 

j 

- 


Dr. 


CASH BOOK 


tr. 



f. 

II 

■h 


£ 

. 

d 

ToS Sii.glet<m 

313 

15 


ByloiatA/o 
„ Martin a Son 

72 

10 

« 

„ D Dnvis 

313 

15 


mMM 

IS 

9 

„ Joint Acootmt « 

1,220 



„ S S«riglclon . 

30'2 

3 

2 




„ 1> iJavis .... 

362 

3 

2 


LEDCFR 


Df 


MARTIN & SON 


O 


To Cash . 


■ 

I 

1 

■■■ 

i 

. 1 

IS 







■i 



Dr. 


JOINT ACCOUNT 


Cf. 




■i 






=x 


£ 

H 

Rh 



£ 

s. 

A 

To Martin & Son 

720 

15 




1,220 

.. 

km 

Gooda on Joint A/o 

220 

10 







„ Cash (Expenses) . 

72 

to 







„ Coraniissioo . 


* 







Bataoce (proflt)>^ 









S. Singleton i 

4ft 

7 







D. Davis i 

48 

7 







Pkofit and Jm ^ . 

4ft 

7 

PEI 

■ 





if 

1.220 

“ 

B 



Pgl 

- 






■I 

H 


B 
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Example 2. On 1st Feb.? L Wilson bought Goods value £620 and 
consigned them to D Bowden as a jomt speculation, profits beuig 
divisible equally. On the same date he paid Carnage and Freight, 
£37 10s €a , Insurance, £I3» 13s., and drew on Bowden at two 
months for £310 on accoimt, disoiunting the bill on 4tb Feb , for 
£307 8s 4d. On receipt of the Goods on 1st March, Bowden paid 
Dock Dues and Cartage, £16 8s 4d.* and Government Duty, Insur- 
ance, ^tc,, £28 17s. 6d. On 8lSt July, Wilson received an Accoimt 


























JOINT CONSIGNMENT 



, ' Note. Interest at 5 per cent pei annum for so many months is found by the fcllowiiig rule : “ Call the pounds pence, 
E multiply by the number of months, and the result will be tht required Interest.'' Thus, 620d. = £2 11s. 8d. ; £2 11s. 8d. 
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Sales showing that on 30th June the Goods had realized gross 
£955 12s. 6d., and that Bowden's disbursements made on the same 
date were Storage £25, Sundries. Brokerage, and Expenses of Sale, 
£62, Bowden also enclosed a sight draft for the amount due at 
31st July. Prepare a general statement showing the result of the 
venture, and write up the accoimts in Wilson's and Bowden's 
Ledgers respectively. Interest is to be brought into account at the 
rate of 5 per cent per annum, and may be calculated by months 
instead of days. 

3. B. Black and W. White were partners in the follow- 
ing sclieme, Black to take five-ninths and White four-ninths of 
tlie profits, Tliey agreed to guarantee the subscription at par of 
85,000 shares of £1 each in a Company, and to pay all expenses 
uj^ to allotment, in consideration of the company issuing to them 
1 1 ,500 other shares fully paid. Black provided cash for the follow- 
ing expenses: Registration and Fees, £114; Advertising, £2,175; 
Printing, Stationery, and Prospectuses, £225. White supplied cash 
for remainder: Rent of Ofiice, £40; Secretary, etc., £95; Petty 
Cash and Sundries, £25 17s. 3d.; Stamps, £78; Solicitor's Charges, 
£237. Applications fell short of the 85,000 shares by 3,500 shares, 
and by arrangement White found the casli in full for that number 
on the Joint Account. The Company handed Black and Wiite 
the 11,500 shares. Black and Wliite then sold all their shares at 
16^. 3(1. eich, less brokerage l|d. per share. White received the 
net i^roceeds of 5,000 shares, and Black the net prom-ds of the 
remainder. Make out the Joint Account, and al^ the separate 
accounts of the partners, showing their respective share.s of the 
profit, and the amount due from one to the other in settlement. 
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Dr. B. BLACK Cr. 


To Joint A/c — 
Proceeds of Sale of 
10,000 Shares @ 
168. lid. net 

€ 

8,0612 

5 . 

10 

d. 


By Joint A/c — 
Krgistration and 
Fees 

Advertising 
Printing and 
Prospectuses 
„ Joint A/o — 
gths of Profit 
„ Balance (due to 
W. White) c/d . 

£ 

114 

2,175 

i25 

3,113 

12, -135 

5. 

5 

4 

d 

5 

7 


£8.062 

w 




£8,062 



To Balance (due to 
White) b/d 

2,435 

B 

B 

■ 






Dr. W. WHITE Cr. 


To Joint A/c — 

£ 

s. 

d. 


By Joint A/c — 

£ 


d. 

Proceeds of Sale 





Rent of Office 

40 

- 


of 5,000 Shares 





Secretai-y, etc. . 

95 

- 

- 

l(3s. lid net 

4,031 

5 

- 


Petty Cash and 




„ Balance (due 





Sundries . 

25 

17 

3 

from B. Black) 





Stamps 

78 

- 

- 

c/d . 

2,435 

4 

7 


Solicitor's 









Charges . 

237 

- 

- 






„ Joint A/c — 









Cash for Shares 









not taken up . 

3.500 

- 

- 






„ Joint A/o — jths 









of Profit . 

2,490 

12 

4 


£6,466 

9 

7 


By Balauca (due 

£6,466 

9 

7 














from D. Black) 









b/d . 

2,435 

4 

7 


QUESTIONS ON CHAPTER V 
A 

1. What is meant by an Outwards Consignment? 

2. Explain the following terms : Consignor, consignee, commission. 

3. What is the difference between a Consignment and a Sale of Goods ? 

4. What is the difference between a Consignment and Goods on Sale or 
Return ? 

5. How are consignments distinguished when they are ve.ry numerous? 

6. Explain the use of a pro forma invoice in connection with consignments. 

7. y^t are the usual expenses in connection with a Consignment Out- 
wards, and how are they treated (a) when paid, (6) when not paid ? 

8. What is meant by an Advance on Consi^ment, and how should it bo 

treated in the books? « 

9't Explain the terms, ** bills drawn against consignments,’* “ del credere 
commission/' 

10. What is an Account Sales, and what entries are necessa^ in the books 
when one is received ? What further steps^will be necessary if the Account 
Sales is rendered in currency? 

,11. How and when is a Consignment Account balanced, and when docs 
it app<^r on the Balance Sheet ? 

■ ' B . ' 

'll Define a Conaignmeat lavraids. How doefc it differ from a Coasignment 
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2. Explain the difference between a Consignment Inwards and (a) a Purcliasc 
of goods, (6) an ordinary Sale of Goods on commission. 

3. What two methods are there of treating an Inwards Consignment? 
Outline them briefly. 

4 . Supposing part ol an Inwards Consignment is taken by the consignee 
for his own use, how should it be dealt with in his books? 

5 . How does the consignee recoup himself for his expenses connected with 
the consignment, and how does he obtain his commission? 

6. When a consignee renders an Account Sales, what entries will be necessary 
in his books? How is an Advance on Consignment treated in his books? 

7. Define a " Joint Adventure.” What docs it consist of? 

8 What advantages are there in a joint adventure over a speculation on 
one’s own account? 

9. What methods of procedure are there in dealing with joint ventures 
from a book-keeping point of view ? Outline briefly the most u.sual one. 

10. When goods are taken from one’s own stock for the purpose of a joint 
ruU'^onturo with others, how should they be dealt with in the books? 

1 1 . When different persons enter into a joint speculation, and each one takes 
‘=!omG part in the transactions connected with it, how is the profit of the 
venture ascertained, and how is a final settlement between the patties effected ? 

EXERCISE V 

Richard Random and Sons shipped goods to Paul Gold, their agent at 
Capi town, on 1st September, and sent therewith a pro forma invoice for 
A578 (goods ^^00, freight £fiO, and insurance ;^18). On 28l)i October, Paul 
( ioid sent home an Account Sales, from which it appeared that a portion of 
th(' goods had realized ;f460; and, deducting expenses ^£10 and commission 
£25, he enclosed a draft at three months for the balance. The stock remaining 
unsold amounted, at invoice prices plus expenses, to £280. On 2nd Koven>Jv?r, 
he sent home another Account Sales, which showed that the balance of the 
consignment had realized £320; which, less £8 expenses and ;^lo commission 
he remitted by a three months' draft. 

Show how the above transactions should appear in the books of Richard 
Random and Sons. (Royal Society of ^rts.) 

2. What is an ” Account Sales ” ? In what particulars (if any) does it 
differ from a '* Consignment Account ” ? 

On 1 5th October, Delmaine Bros., London, shipped to Donnison & Sons, 
Port Elizabefh, 60 cases of mixed Sheffield go^s. These goods were invoic<^ 
pro forma at £32 lOs, per case. 

I'he London payments in connection with this consignment were ; Insurance, 
£10 12s. ; freight, £54 12s. ; siind^ charges, £3 15s. 

The payments made by Donnison & Sons, in South Africa, were : Storage, 
£16 12s.; Landing charges, fjo 10s.; Insurance, £2 11s. 

On 15jbh December. Donnison & ^ns sold 30 cases of goods at £45 per case; 
on 17th December, 25 cases at £50 per case; and on 19th December, the 
balance of the consignment at £51 per case. All the above sales were effected 
for prompt cash. A commission is payable to Donnison & Sons of 2 per cent 
on all sales plus per cent del credere commission. 

On 1st November. Delmaine Bros, drew a Bill on Donnison & Sons for £1,000. 
This draft was duly accepted. * 

I^repare an “ Account Sales ” showing the result of the above consignment, 
and show how the transactions would appear in the books of Delmaine Bros. 
(London Chamber of Commerce.) 

^ • 

3. J. Moss Ik Co., London, oonstg^ goods to the cost amount of £1,500 to 

their agent, J, Solomon, Hong Kong^ on which they pay freight, insuiunc^ 
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and diarges £55, dra'vnng on him at 90 days for ;£1.300 They discount the 
bill at Uoyds Bank, being charged ^£15 theiefor They receive Accouni 
Sales of the consignment for j£1.729, less Agent's Commission, etc , and a 
draft on the Bank of Hong Kong for the balance 

Record the above transactions m the books of J Moss & Co {London 
Chamber of Commerce ) 

4 Isaac Solomon of London, Wme and Spint Bxpoffcer, shipped to Davis 
ft Co , of Bombay, 3H0 cases of Brandy at 23s 6d per case, fob He dis- 
bursed by way of Insurance £4 17s 6d , and £S 15s for Freight, forwarding 
by mad in due course. Invoice amounting to ;£389 12s 6d 

The goods were sold at an average price of Rupees per case The 
charges were, m respect of Commission fths Rupee per case, 32 Rupees for 
dehvery, rent, etc , and 8 Rupees for postage, etc Davis ft Co sent forward 
Account Sales with a Draft at sight fsterhng) on London, taking the Rupee 
at lb 6id Make out the Account Sales, and show how the respective entries 
would appear in Solomon's Books {London Chamber of Commerce ) 

5 Prepare the necessary Journal Entry for the transaction below and 
post same to Ledger — 

Invoice of chain shipped per ss Falcon, London to Bombay via Suez 
Canal, and consigned to Messrs Lainssa ft Co Bombay, for sale and returns, 
by Mls^is Johnwn, Gibbs ft Co 



Bombay 


1/8 


6 shoit link chains, weighing 155 cwL 2 qr at 12s 

ptr cwt . . £93 6 - 

Charges 

Ficight on 7 tons 15 cwt 2 qr 0 lb at 30s 
and 10 per cent pi image . £12 16 7 

Bdl of Lading and Postages . 2 6 

Insurance on £110 at lOb and Duty . 11 6 

13 10 7 


E ft OF 

Lon 1 m 1st January, 19 


£106 16 7 

(London Chamber of Commerce ) 


6 Referring to the pr^^ceding question, the followmg is a copy of th^ 
Account Sales rendered by the Consignee Prepare the necessary Journal ana 
Ledger entries m the books of both Consignor and Consignee 
Account Soles of chains ex s s Falcon from London, sold by the uudei 
signed Lamssa ft Co on account and at the risk of Messrs Johnson, Gibbs 
ft Co 


6 chains weighing 155 cwt 2 qr 01b at Rs 11 per 


1708 11 8 


Charges 


tie 


Import Duty ad valorem, Rs 1708 1 1 8 at 

1 per cent • . . , . 17 1 4 

Wharfage, Landing Stonng, Delivery, 

Rent Fire Insurance, Commission, and 

del credere dX 10 oeat • . • 170 13 11 


187 15 3 


Rs 1520 12 5 

ft O. B. «■> >111 „ , , 

Bombay, 15th February. . 

Beontted by Demand Draft on London at exchange of Is 4d. . £101 7 8 

{tondofi Chtmd/iitr cf Commerce,) 
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7. Messrs, Lux and Lucifer, Birmingham, consign on 1st February, to M. 

Marconi, of Milano, 500 “ Radiant " Electric Lamps, invoiced at 18s. each, 
and pay Freight 18s. 8d., and Insurance 15s. One hundred and twenty- 
five lamps are damaged and rendered worthless by storm, and M. Marconi 
receives /72 in settlement from underwriters. He sells 250 Lamps for 12A0, 
and on 4th April sends Account Sales and Bankers' Draft for balance due to 
the Consignors, after cliarging his Agency Enenses IS 10s., and Commission 
;fl5 12s. Give the Accounts as they would appear in Lux and Lucifer's 
Ledger. [West Riding of Yorkshire.) ^ 

8. C and D buy on joint account 1,000 Mining Shares at 30s., plus expenses 
;{10. C contributes one-third and D two-thirds of the price (all the monies 
passing through a Joint Banking Account). Six hundred Shares are sold at 
32s. 6d., less expenses £7 5s., and 310 Shares are sold at 31s. less £5 expenses. 
Tliey divided the Balance of the Shares at cost price, and also any Profit or 
Loss, in proportion to their original contributions'. Prepare Accounts sho'^ving 
the position at the close of the venture. {West Riding of York.^hire.) 

9. Black and White entered into partnership upon equal tonn.s as to profits 
or losses of the venture, for the purpose of perfecting an invention with a 
view to its sale to a syndicate. No interest was to be paid upon Partners* 
Capital prior to division of results. Black contiibuted £300 and White £150 
to cover the cost of experiments. White giving his personal services without 
salary. 

Upon the completion of the necessary experiments the purchases and 
exj)< uses were found to have amounted to £478. Black then advanced a 
flirt Li<»r £50, and White paid £22 for patent fees, etc. 

The invention was sold by them to a Syndicate for £1,000 in cash, which 
was paid to them, and 1,000 fully paid shares of £1 each in the Syndicate, 
and these were duly allotted. 

Upon dissolving the partnership. White arranged to take over the sfeck of 
materials at an agreed ^uation of £36, and undertook to discluirge outstand- 
ing liabilities (if any). Black consent^ to lake over the i.UOO fully paid 
.shares at an agreed valuation of £50. 

Prepare the accounts necessary upon the dissolution of partnership. (Reyai 
Society of Arts.) 


10 . 

Jan. 4. Received from A. Lemoine, Bordeaux, invoice of wine 
* shipped on joint account (profit or loss to be divided 
equally) ‘ . 

„ 7. The shipment of wine arrived. Md dock charges on 

same 

„ 9. Paid Custom House duties on shipment of wine. 

„ 10. Sold to J. Carey part of the shipment of wine . 

„ 14. Admitted J. Carey's claim for damaged goods, part of 
those sold him on 10th inst. .... 

„ 16. Sold remainder of shipment of wine, for Cash . 

„ 16. Purchased Bill on Bank of France for net proceeds. 

less our share of Profit. Remitted same to A. 
Lemoine, with aocoimt sales of the shipment. 

„ 30. Paid claim of the pnrenaser of the Wine sold on 16th 
inst., for damaged goods 


254 ti 6 

4 6 2 
50 - - 
138 10 6 

4 8 4 
237 4 6 


8 3 6 


Entor the above in Journal and Cash Book,' and show the Joint Account 
and Lenuoiue's Account in the • Ledger. {Civil Service, Second Divisim 
Ckrks) , • . , 
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11. 

Jan. 5. Shipped per s.s. Ravenna to Ilong Kong, consigned to £ s, d. 
Ah Hcc ik Co., on equal shares with them as follows — 

Goods (chemicals) .... ;£600 13 - 
Goods (sundries) . . . . 98 1 8 

^698 14 8 

Our Commission . . . , 17 9 4 

Insurance . . . . . 7 10 - 

Freight*' 26 8 9 

750 2 9 

6. Drew Bill at 90 d/s for |5,455 54 on Ah Hec & Co., 
and .^old it with documents attached to Hong Kong 
and Slianghai Brink at 2/9, receiving Cheque for . 750 2 9 

„ 10. Paid by Cheques — 

Royal Exchange Corporation (for insurance on 
Ravenna . . . . . . . 7 10 - 

Peninsular and Oriental S.N. Co. (freight on ditto) , 23 S 9 

June 4. Received from Ah Hee & Co., Account Sales of Goods 
per Rca'enna — 

Gloss proceeds ..... |6,872.52 

Charges ...... 326. 1 7 

Tlieir Commission .... 171.82 

„ 5 Drew Bill on Ah Hee & Co. for $460, our share of net 

proceeds of shipment per Ravenna and sold it to 
Hong Kong and Shanghai Bank at 2s. 8,|d., nxeiving 

Cheque 62 15 5 

Record the above in Journal and Cash Book, ami show the Consignment 
Account in the Ledger. {Civil Service^ Second Division Clerks.) 

12. On the 1st July, our one-third share of Hansard Estate m Jamaica 

stood indebted to us £3,175 6s. 2d. On the 2ad August our partners in 
Jamaica, J. and W. Shirley, advise us that they have shipped 60 casks sugar, 
per Minerva, to Liverpool, which we ha\e insured with the Globe Assur- 
ance Co., at £1,700 at £9 9s, per cent, policy 5s. 6d, per cent — £165 6s. 6d. — 
and we charge commission £8 10s. Od. They also advise that they ha\e 
shipped 20 hogsheads sugar, per the Neptune, to London, for sale, which 
we have also insured with the Globe Assurance Co., at £600 at £5 5s. per ceu*^, 
policy 33s. — £33 3s. Od. Our commission, £3. On the 17th, we accepted 
J. and W. Shirley's two drafts; one for £220 14s. Od., due 2nd October, the 
other £170, due 12th October, on their own account. On the '18th we pay 
J.' Gray £173 15s. Od. on account of the estate. On the 20th wc sell sundry 
persons 25 hogsheads sugar, which had formerly been on hand, the net proceeds 
of which amount to £730 16s. 3d. On the 23rd we paid Smith £42 14s. Od. 
On the 10th Septeml^ we accept on Shirley's own account their draft £120, 
due 2nd November. On the 20th we ship goods, per Sailor Prince, for account 
of this estate, which amount, with charges, commission, and insurance, to 
£537 6s. 2d., and on Shirle/s own account goodA to the amount of £440 Is. Od. 
On the 25th the agents in London infonn us of having sold the 20 hogsheads, 
and enclose Bills for the proceeds, £625 2s. Od. Required the best method 
to exhibit these transactions in the plainest and most satisfactory manner. 
{Lancaskire and Cheshire Union.) ^ 

13. The ship Enid, value £20,000, is owned as follows — 

W. James owns one-tenth. Morrison Ss Co. owns two-fifths. 

F. Edwards owns one^fifth. Peters d; Son own three-tenths. 

She is loaded with a cargo, part of which, valued at £6,000, is shipped on 
owners* account, and on the remainder, valued £2,000, freight amounting to 
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/1 00 is paid in cash. The owners' share oi the cargo is insured for the outward 
v<jyage for j£7,000, at a premium of 1 per cent, and the ship is insured for Ihe 
outward and homeward voyages for ;f22,000, at a premium of 1 J per cent (both 
premium* being paid in cash). The outward voyage is made in safety, and 
the owners* share of the cargo is sold for ;£7,000 ; and for the return voyage 
the ship is loaded with a cargo (not on owners' account), the freight on wiiich 
amounts to £800. Bills for this amount and for the nert proceeds of the cargo 
sold are safely remitted home by the consignee. On the voyage back the slnp 
is Inst, and the si^m for which she was insured is paid. a£l but £3,000, which is 
unpaid owing to the bankruptcy of one of the underwriters. 'This amount 
cannot be recovered, and must be written off as a bad debt. 

Make the Journal entries rofiuircd for the whole of the transactions recorded, 
and draw up a statement showing the hnancial position of the respective 
owners after the accounts are closed. {Civil Service, Second Division Clerks.) 

^ T4. On 1st January', 19... H, Brown & Co. consigned to Hertz & Co., of 
Hamburg, per s.s. Forinn^, goods valued pro fonna at £357 11s., incurring 
txpen.se.s as follows; shipping charges. £6 I Os OJ.; insurance, £1 23. 6d. ; 
fn.igVit, £7 ris. 6d. On 17th February, H. Brown & Co. received from Hertz 
tS: Co. an Account Sales, showing that the consignment had reaiixed £540 
gross, and that their ex;ienRes and charges were £41 Qs., for which they enclubed 
a sight draft on the Angio-Foreign Bank, Ltd. S.iy in what book you would 
record tiie disjiatch of tliis consignment and make the entry. Also, make the 
account as it would appear in the books of H. Brown & Co. (L.C.C.) 

'-tS. The two following Statements represent a consignment of goods sent 
out by a Loudon House to Bombay, with the account sales of such goods as 
rendered by tlie J3ombay House, You are asked to make the necessary 
Journal and Cash Book entries in the books of the two houses, and in the 
case of the English House to show the Net Profit upon the transactions. 



Me.ssrs. Ardkashir & Byjam ji. Bombay. 

In Consignment from Faudel Philips & Sons. 

8 Crises various, shipped per s.s. Bedlarat — 

1 A 2 ^ 2 cases contg. (2' S' x 3'3^ X 3' 6' = 3V 3' 
each case) 500 pieces English Art Needle- 
work and Traced Goods, etc. (as per speci- 
fication) ...... 

3 A 4 2 cases, each contg. 25 only (5' V \ 3' 0' 

X 2' 4^ • 37' 4" each) 50 only Brown 
Cowhide Gladstone Bags, with Shoes and 
Clips, 20 in. at 10^. in. » 17/6 each 
5 1 case contg. (5' T x S' I' X 2' 6' « 43' O') 

• 30 only firown Cowhide Kit Bags, 18' at 
lO^d. per in. » 15/9 each 

6/8 3 cases, each contg. 38 spells. (2' 8' x 2' 10' 

X 40' - SO' 3' each) 90 spdls. " Peacock 
Brand " Fingering Yam, 2-, 3-, and 4-ply, 
in Black, •Wihte, Clericals, Drabs, Heathers, 
per spdl. of 6 lb. at 


London, ls( Jamiarv 


£ s. d. 


75 10 6 


43 15 - 


23 12 6 


92 5 - 
235 3 - 


8 Packing Cases, expenses and materials , . £2 15 - 

8 „ „ cartage to D<!cks and Shipping 1 - - 

Marine Insurance on £1250 at 1| per cent . 2 10- 

Freight prepaid at 40/- per txxa, of cubic feet . 13 10 11 

11 

♦ £254 18 11 

Total mes&urements, 270 ft. 11 in. 


£. A O. S. 
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ADVANCED ACCOUNTS 


Account Sales of Goods sold by 

Ardkashir & Byjamji, Bombay 


For Account of Faudel Phillips & Sons, 

Newgate Street, London, E C. 

13/A March, Bombay. 



ex Cases. 

i 500 pcs. Embroidered Goods, 
etc., ♦ realizing in all (as per 
detail A/c) .... 
I 50 only Gladstone Bags 

a 30 „ Kit l^gs 

I 90 Spdl. Yam ** Peacock Brand " 


Charges Paid Out, etc. 
Landing, Haulage, Sundries 
Commission, 5% 

Duty, etc., 5% . . , . 

Bank Brokerage, % 


E. & O. E. 


Rs. as. pcs. 


20 

18 


1.600 - - 
Rs. 17/8 875 - - 

Rs. 16/- 480 - - 

Rs. 22/- l.i^SO 

- - 

Ks 

18 - 
246 12 
240 12 
2 12 

511 4 - 

Rs. 4,420 12 - 


Draft forwarded as Rs. 1/4 — £294 14/4. 

(London Chamber of Conunerce) 


16. On Ist January, W. Smith, of London, consigned per s.s. Dilwara. 
to B. Ready, at Cape Town, 500 tons of iron, invoiced at £4 per ton, B. Rcatly 
paid charges amounting to /20 ISs. 8d. On 20th February, Ready sold 400 
tons at £4 10s. per ton, and forwarded to W. Smith a sight draft with accxmnt 
sales. B. Ready's commission was 2^ per cent. Show the above transactions 
as they would appear in the books of Smith. Also prepare account sales and 
form of draft. (London Chamber of Commerce.) 

17. 4th February, received the following letter — 

Manila, 20/A December, 19, . 

Dear SiRS,-~Herewith I hand you invoice of shells shipped* as arranged, 
for sale on Joint Account of your firm and myself, and I have drawn on 
you for amount at 4 months' sight through the Char^red Bank. Freight 
‘and Insurance forward. Yours truly, 

W. A. Sims. 

(Enclosure in foregoing) 

Invoice of 159 cases of Shells shipped by the undersigned per 8 . 3 . Ajax^ 
Rogers, and consigned to Messrs. Burt & Co. for Sale on Joint Account 
of them and W. A. Sims. 


/ 5. d. 

W,A.S. — 3Q1>362. 62 cases Pearl Shells, 315 ewt,, at 6/8 . 105 

W.A.S.-^363-397. 24 cases Cameo Shclte, 204 cwt. at 5/- . 51 -a - 

W.AB. — 398. 1 case Turbo, 7 cwt, at 7/- . , . 2 9-^ 

, W,^S.--^99-439. 40 cases Fancies, 164 cwt. at 8/- . . 65 12 ^ 

W.A.S.-^40*481. 22 cases Museum Specimens, value . . 75 -* ** 
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F«b. 4 Accepted Sims's bill, presented by Chartered Bank £ s d 

(No 319) . 299 1 - 

„ 4 Paid Chiilfied Bank, by cheque, for freight, etc, of 

sh( Ih 93 7 6 

Mar I Re tin d Sims's bill (No 319} and obtained Documents 
foi Sims's cons gnment — 

Clif que to Chartered Bank . £297 11 2 

Discount . . . ^ 9 10 

Mar. 10« Sold at jiublic auction, by Watts & Co , part of Sims's consigmiaiit, 
VIZ Karl Shells — 


51 cases, 255 LWt at 14/- 
10 54 cwt , at 12/- 

1 case, 6 cw't , at 7/- 

£178 10 - 
32 8 - 
2 2 - 

Canu (J Shells — 


34 c ists 204 » \\t , at 8/- 
1 C.ISC luibo, 7 L.VI al 6/- 
40 casts Fancier, lb 4 cwt at 8/6 

81 12 - 
2 2- 
69 14 - 

Auctioneer's commission, £9 % 2d 

£j(>b S - 


f ii d 

Mar 17 R< ^'eived of Watt> & Co by < lit que . , 3o7 4 10 

, 20 Si)ld for Cash part of 22 cases Museum Shells to S 

Slone for . . 35 - 

21 Paid City Sca\cnger for taking away reiii'iinder of 

Museum Shells from Sims, whicn are worthli ss . 7 6 

26 Sent Account Siles of Shells, per Ajax, to W A Sims 
Our Comini-.aon, 16s Id 

Record the above in Journal and Cash Book, and show the Joint Account 
la the Ledger (Civtl Servtce, Second lHvis%on CUrhs ) 

18 John Black and Cdward Thompson agree to import Swedish timber 
into tins country On 1st May, thev open a Banking Account under the 
style of " Black and Thompson " for £2 400, towards which Bhck coiArdnito 
1,400 and Thompson >£1.000, they dividing Profits ox Loss, s rofa to their 
ca^ contributions (siy i^tbs and respectively) They remit to their 

agent in Sweden, £i 800, to pay for &e timber purchased out there, and, later 
on, a further ^100 lu settlement of his Account The Ficigbt, Insurance, 
and Dock chaigesjare all paid on this side, and, together amount to £400 
On 31st December, the various sales have realized £2,400 net, which enables 
them to repay themselves (taking no account of fiitercst) the cash rc$pec> 
lively odvanceil by them on 1st May The ventuie is then closed by Black 
taking over the balance of timber unsold for £380, and for which he pays a 
chc'quo into tlie Banking Account How much Cdbh Balance does this leave 
for final division by way of Profit, and how is the same apportioned between 
Black and Ibompson as their respective share of Profit thus reabzed on the 
ventttie ? (InsMutg of Bankers,) 

Make eutnes showing how tllc transactions detailed below are recorded 
m the books of the '* consignor" and " consignee" respectively. 

J M.» of Hull, consigns goods to the amount of £t»200 to lus agent. JL R.. 
of London, on which J. M. pays a'l outward charges, amounting to £50. 

i M. drawn on L. R. at 60 days for £1,000. Subsequently. L. E. sends an 
/S to hJs principiiU. indicatmg timt the oonsignmout yielded £1«7Q0, lies 
Wi^eiises and oominissioii. which wore £85. 
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20. Brow, Jones, and Robinson operate in a tripartite account in pig-iron, 
and purchase 10,000 tons at 48s. per ton, say, 3^24,000, and foi which they 
contribute as follows — 

Brown finds cash for /7.*lri0 

Jones gives his acceptance at 3 months for . . /8.000 

The discount on which is .... . 100 

7,9f'U 

And Robinson the fcalano^ in cash ...... 8,0o(l 

Interest is credited to each adventurer at the rate of 5 per cent per annum 
from date the money is found until final settlement, the Net Profit or l/)ss 
(after payment of the above interest) being allocated among them pro rata, 
to the amount of capital each of them originally brings in. The pig-iron is 
held for six months, and then only realizes ;£21,500, the venture rc*j>nltni£i m 
a loss of 3^2,500. Divide up this loss among the three, first crediting each adven- 
turer with the interest due to him under the above arrangcmi nt, and can y 
out the above conditions. (Institute of Bankers.) 

21 . 

Lewis & Co. sell and ship to Armstrong & Sons, of Iquique, s. d. 

sund^ goods invoiced as costing ..... 1.004 11 8 

The freight, insurance, and dock charges were . . . S9 6 4 

„ buynug and shipping commission charged was . . 30 2 - 


Total of Invoice ^vas . . /1.124 - - 


Lewis & Co. drew on Armstrongs for that amount and secured an ad\'ancc 
of £650 from the bankers through whom they were forwarding the documents. 

The draft was duly accepted. 

At due date of draft Armstrongs paid one-half and gave a bill for the 
balance, plus 6 per cent interest per annum for 6 months. 

The bankers were repaid their advance by Lewis & Co., and the extended 
bill was met at maturity by Armstrongs. 

Frame Journal entries to record properly the whole of the above transactions 
in the books of — 

1. Lewis & Co. 


2. Armstrong & Sons. 

^^^^Khrrations are essential. (Civil Service, Second Division Clerks.) 

22. Make out for Stephens dr Son, London, an Account Sale« of 65 casks 
of fine Lard marked “ Al,'* sold at 42s. 6d. per cwt., gross weight 185 cwt. 
tare 28 cwt. 2 qr. The Lard was shipped per s.s. Rameses from Williams & Co. 
of New York. The following charges were incurred — 

£ s. d. 

Freight as per Bill of Lading . . . . . 15 15 8 

Marine Insurance ^£350 at 25s. per cent, policy stamp Is. 

Customs Dues 15 6 


Vnloading, Weighing, etc. 
Expenses of Sale 
Fire Insurance . 


5 12 6 
2 10 8 
13 13 - 


Broke^e 7| per cent. 

Commission 3 per cent. • 


23. H. Rlgbton received from L. AiBeck, of Montreal, 600 barrels of fine 
Flour 19s. 3d. per barrel. Righton paid Freight ^7 lOs., Insurance p 
ISs. 6d., Storage £6 13$. lOd. He sold 325 barrels at Slvs. 3d., and 275 barrels 
at 2^. 2d. per barrel respectively. He cflargcd a Comnitesion of 2^ per cent 
and forwarded a sight draft for amount due. Record the above transactions 
in Highton> books. 
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f" 

24. On 1st March, W. Williams, a merchant carrying on business in London, 
consigned to his agent, S. Siegfried, of Hamburg. 1,055 tons of Iron, invoiced 
pro forma at 56s. 6d. per ton. On 1st May he received an Account Sales 
showing that the wliOle of the Consignment had realized 69,420 marks. 
Siegfried’s disbursements amounted to 1,425 marks, and his commission was 
2J per cent on the gross proceeds. Siegfried remitted a bill in currency at 
2 m/d for the amount due. The Carriage, Cartage, Freight, and Insurance 
paid by Williams in connection with the Consignment amounted to ;£120. 
Assume the average value of the mark to be Is., but thsft on the date the bill 
was paid the rate of exchange was 20.35 marks to the £ sterling. Record the 
above tr^wsactimis in W. Williams’ books. 

I Robson and Day entered into a joint speculation with the object of 
'buying at sales any cheap rolling stock or machinery and re-selling same. 
Purchases, sales, receipts, and disbursements arc made, sometimes by Robson 
and sometimes by Day. They had no joint banking account, but each party 
wrjrkcd the transactions through his own business. It was agreed that profits 
slioiild be shared equally, and that interest at 5 per cent per annum shtuild be 
reckoiu'd on all cash received and paid. The following were the transactions — 

Jan. 5. Robson bought locomotive for £^20, 

,, 15. Robspn paid carriage on same £15. 

Mar. 18. Day paid storage for same £1 10s. 6d. 

„ 21. Day paid insurance 123. 6d. 

June 4, Day paid repairs £12 8s. 6d. 

„ 28, Day sold locomotive for £710. 

July 4. Day bought 520 tons rails at £3 5s. per ton. 

„ 27. Robson paid landing and transit charges £30. 

Aug. 28. Robson paid storage £3 10s. 6d. 

Sept. 3. Day sold rails at ^ lOs, per ton. 

„ 8. Robson bought 2 cranes at £55 each. 

„ 15. Robson sold cranes for £125, 

Raise accounts for the Joint Venture, and for both parties, and show how 
matters stand on 30th September. 

''^6. Sykes & Son consigned Goods value £850 to Bailey & Co., their Belfast 
agents, on 21st February, and drew on them at 4 n/d for that amount. They 
discounted the bill on the same date, being charged £14 3s. 4d. for discount. 
On 31st March, Ikiiley St Co. advised that they had paid £28 13a. 9d. for 
Freight and I«anding Charges on account of the Consignment. On 31st May, 
Bailey & Co. remitt^ £450 on account of proceeds, and on 31st August they 
forwarded an Account Sales showing that the goods had realized gross £1,056, 
and charging their Commission of 3 per cent on that amount. Sykes St Son 
retired Bailey St Co.'s acceptance at maturity. RcccMrd the above transactions 
in Sykes & Son’s books, and show the Ledger accounts. 

V^7. On 21st Febmary, Thomas Rufiics fdrwarded to Henry Crichton St Son 
^on consignment 25 chests of Indigo at £51 per chest, paying £12 12s. 6d. for 
Freight. On 18th May he recei\>ed an Account Sales dated 20th April showing 
that the Goods had realized £1.246 10s. 8d. gross, and that the following 
expenses had been incurred — 

, £ r. d. 

Dock Dpeg and Insurance • • ; 8 10 11 

. Cartage^ ^ . . • * * • . 2 15 6 

Storage ’*/ • • ^ .iii • • 3 4 7 

a ^ii at,tb^ the Mount dne. Heooril thcab^c 
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traasactioiLs (a) in Ruffles' books, (d) in Cncbton A Son's books. Show also 
the Account Sales. 

28. T. Tohm, of Noi-way, ami F. Frieny, of England, engaged in a joint 
speculation in timber. On 15th January TbW contributed £450 and Friedley 
£550, which amounts were paid into a joint banking account. The following 
were the transactions — 

Jan. 20. Bought cai^o from A. Russphy, £Jt4, less 5 per cent discount, and 
accepted nis draft at 3 m/d for the net amount. 

„ 23. Paid expenses of loading, £^ 15s. 6d. 

„ 31. Paid freight to London, £123 14s. 5d. 

Feb. 21. Sold Greener & Co. logs £179 12s. 3d., and received cash less 2\ per 
cent discount. 

„ 26. Bought from A, Helfsky, for cash, cargo of timber, net, £1,027. 

Mar. 25. Paid shipping charges and freight, £225 10s. lid. 

„ 27. Sold F. Turner deals, net, £420, and received his acceptance at 

2 m/d. 

April 15. Sold L. Loti timber bought from A. Russphy, £L472 10s. 6d., and 
rec.eived his acceptance at 1 m/d. 

The speculation was closed, and the stock of timber valued at £356 taken 
over by Friedley at the agreed figure of £356 less 10 per cent. Adjust the 
accounts between the partners as at 31st May, allowing interest on capital at 
the rate of 5 per cent per annum, and dividing profits or losses in proportion 
to capitals. 

29. On 1st July, P. Potter, a merchant trading in Edinburgh, consigned 
to his New York agent, K. Kcttlewell, 1,150 tons of Iron, invoiced pro formn, 
at 52s. 6d. per ton. He paid Freight and other chaiges amounting to £175 
15s. 9d. On 1st September lie received an Account Sales showing that 222 
tons had been sold at f 15, 300 tons at $14.50, 176 tons at $14.25, and the 
balance at $14.75. K. Kettlewell deducted his» Commission of 3 per cent, and 
remitted a 60 days* draft in dollars for the balance due. Assume the average 
value of the dollar to be 4s. 2d., but that on the date of maturity of the bill 
the rate of exchange was 4.87 dollars to the £ sterling. Record the above 
transactions in P. Potter's books. 

30. On 1st May, B, Bailey had a capital of £3,000, consisting of Cash ou 

** Current '* A/c £2,250, and Goods £750. On 2nd May he bought goods, on joint 
venture with L. Phipps, to the value of £2,000; also transferring his goods 
for trading under the same venture. L. Phipps contributed £1,500 toward 
the undertaking, and was to receive a proportional sharc^f the result of the 
venture. By 3Tst July, B. Bailey had made a net realization on the sale of 
goods to the amount of £4,750. The expenses of purchase were 2 per cent of 
cost of goods bought, and the expenses of sale were 3 x:>cr cent of their sale 
priee." Show the result of the venture as would be recorded in the books of 
B. Bailey. , 

REVISION EXERCISE V 

L State briefly the aim and object of good Book-keeping; what systems 
are at present in use, and whether, and fo^what reason, any preference should 
be given to one system over that of others. (London Chanjbfir of Cofrmerce,) 

Give a list of the books in jise hi the Counting House of a City Ware* 
boosemhn. and explain the obje^ of'^each. Name one Book, the ki^plflg of 
of essential importaiii^ in s*well^ganized Cojmner<^l 
Cm 
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3. Give a form of Cash Book, the proper keeping of wliich will give a maxi- 
muni of resiilts with minimum expenditure of time and labour. {London 
Chamber of Commerce,) 

4. Walter Robinson, who is a slate merchant, has recorded hie transactions 
in the following Books~ 

(ft) Sales Day Book, in which all sales to customers have been entered. 
The sales have been posted in detail to the debit of the customers' personal 
accounts in the *' Sales Ledger." t 

(b) Cash Book. Only Bank " items have been dealt witn in this book, 
and all cash thus received and paid has been duly entered. Cash received 
from customers has been posted to their credit in the " Sales Ledger." 
Cash paid to creditors for goods purchased has been posted to their debit 
in the " Purchases T./jdger." With these exceptions, no further posting has 
been done. 

{c) Petty Cash Book. This book, used for small cash payments, has 
Ix^eii kc[>t in funds by a weekly cheque passed through the Cash Book," 
(d) " Sales " and " Purchases " Lbdoers, as referred to above. 
Statements from creditors and receipts have been kept on a file, but not 
otlierwise dealt with Except as detailed above, no further record of any 
kind has been kept by Robinson of his business trausLictions. Is Robinson's 
system of book-keeping an cflicient one? If not, what alterations or additions 
will be necessary, in order that he may be in a position to prepare proper 
annual accounts? (Royal Socieiy of Arts,) 

5. John James bought Goods of Edward Rhodes, the Invoice value of which 
amounted to £367 10s. A discount of per cent was to be allowed off the 
arcount. One-half the net sum was to be paid in Cash, and Rhodes was to 
draw at 3 months upon James for the balance, plus 1 per cent for commission 
and at 4 per cent for discount. Tlic transaction was carried out, and the Cash 
was duly paid, but, shortly before the bill fell due, James, on the plea that 
the Goods were not wholly disposed of, proposed to Rhodes to p,^y £60 in 
Cash, to have the present bill withdrawn, and to give his Acceptance for the 
baianco, plus 30s. per cent Commission and 6 per cent Discount. This was 
agreed to. Tlie £50 was paid in due cou:se, and the second Acceptance met 
at maturity. 

Make the Journal and Cash Book Entries, giving effect to this transaction, 
and prepare Janieis's Account as it should appear in Rhodes's l>edger, assuming 
his iiuoks to have been properly kept. (London Ckamf^er of Commerce,) 

6. Make *up a Coal Trading Account (net quantities and moneys) from 
the following entries. Show the profit made and the shrinkage in weight. 

Jan. i. Stock cn hand, net weight, 250 tons at ISs. 6d. 

„ 2. Bought 500 truck-loads of 7 tons each, colliery weight of 21 cwt. 

to the ton, at 6s. 4d. at the colliery. 

„ „ Railway charges thereon, at 6s. lOd. coUxery weight. 

„ 3. Bought cargo, 1 ,240 tons, colliery weigiit, at 73. 2d., f.o.b. Sunderland 

„ 15. Freight to London And unloading, £315. 

„ 31. Sundry Sales, net weight — 

Large, 4,590 at 19s. 6d. 

Small, 410 at 4s. 

„ 31. Cartage and expenses on Sales, 23, 3d. per ton. 

Memo. No slock left. (Chartered Accountants,) 

7« . What i.s the average due dale of the following instalments payaUe 
under a contract? 

13th April . £3.500 

UthMa^^ .V . £5.200 

12th June . / . £2,300 
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Draw a bill to meet the total amount plus interest thereon at 5 per cent 
at 3 mouthb from the average due dale, marking stamp duly on same. ^ 

8. George Hargreave commenced business as a builder on Isl Jannar>. 
He owns a gravel pit, from which he obtains material useful to him in i*xecuting 
his building contracts. From the following figures, obtained from his books, 
you are required to prepare the gravel pit Worldng Account for the past 
year to 31st December, so as to enable him to charge the gravel he uses for 
his various contracts^at the cost price per load. The gravel pit is leasi d to 
him for 24 years at a rental of /lO a year, and this he has duly paid. The 
equipment, consisting of the necessary screening machinery, etc., has cost 
him jf552. The wages of the men at the pit for the year have been /247. 
wliile supplies to the department, issued from tlie general stores (as sho\^*n 
by the storekeeper’s records) were implements, 15s. 6d., coal and coke. 
;{20 5s. 5d,, and sundries, /II 11s. Id. Sales of gravel at the pit to outsjdc 
purchasers amounted to 1,568 loads at 2s. 6d. per load. Mr. tl.irgicavo hns 
used on his contracts during the year 2,301 loads ol gravel, c;ulrd from his 
pit with his own carts, to cover which he has cliarged his gravel ]ut Working 
Account 41d. a load. In preparing the account you are required lo provide 
for writing off tlie value of the equipment over the period of the lease, by 
equal annual amounts; and, as he allows the pit the benefit of any profit on 
outside sales, to charge the working account with interest at 5 per cent per 
annum ou the equipment. {Royal Society of Arts.) 


9. What special instructions would you suggest should be gi\cii at tlie 
time of Stock-taking '* to the clerks who are rc.sponsible for cherkhig inwaids 
invoices and have charge of the Purchase Book and Purchase ledger, so as i o 
ensure the accuracy of the figures representing purchases, expenses, and 
stock as appearing in the Trading Account for the period under review? 
(R^al Society of Arts.) 

The following Trial Balance was extracted from the books of Messrs. 
Angus MacAdam and John Westrum as on Deocniber — 


Angus MacAdam (Capital Account; 
Jo^ Westrum do. 

Angus MacAdam (Drawing Account) 
John Westrum do. 

I.and and Buildings . 

ITant and Machinery 
Stock, 1st January . 

Debtors and Creditors 
lleserve for Doubtful Debts 
I^rchases and Sales . 

Returns Inwards 
do. Outwards 
General Eicpenses 
Biannfacturing Wages 
Rates and Taxes 

Insurance .... 
Manufacturing Expenses . 

Salaries . " . 

Discount Account 

Cash in^ hand . • • « 

Cash atiBank . • • ’ • 


£)r. Cr. 

l S. d. lid. 

6,01H» - - 
2,000 - - 


1,000 






300 

- 

- 




4,960 

- 

- 




1,036 

10 

- 

• 



2,019 

3 

7 




1,596 

15. 


1,362 

13 

3 




66 

3 

_ 

9,284 

1 

6 

14,274 

6 

6 

370 

2 

— 

870 

2 


150 

6 

- 




2,001 

15 

7 




167 

4 

9 




66 

9 

7 




225 

10 

4 




6(i6 

8 

- 




39 

4 

1 

29 

18 

8 

64 

3 

8 




655 

9 

4 





. 


•^24,603 3 5 ^4,603 3 5 
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The Partnership Agreement provides — 

(1) That 5 pcT cent per annum shall be allowed upon Partnership Capital 
(as a charge to the Profit and Loss Account), and that such interest shall 
Ix^ credited to the Partners' Drawing Accounts. 

(2) That a Partnership Salary out of Net Profits (if and as m^e) of £300 
per annum shall in the first instance be credited to Mr. Westrum's Drawing 
Account. 

(3) That the Net Profit (if any), after providing for the aforesaid Partnei^s 
Salary, shall be divided between the Partners rata to the amounts at 
the credit of their Capital Accounts, and shall be credited to their Drawing 
Accounts. 

You are required to prepare Trading and Profit and Loss Accounts for the 
year ended 31st December, and a Balance Sheet as on that date,^ subject to 
the followng adjustments — 

Depreciation is to be charged as follows — 

2} per cent on Laml and Buildings. 

10 per cent on Plant and Machinery. 

The Reserve for Doubtful Debts is to be increased to 5 per cent on the 
Sundry Debtors. 

The imcxpireci portions of the following expenses are to be carried forward — 

Rates . . , ^27 1 9 

Insurance . . . 16 7 9 

The Stock on hand on 31^1 December, was agreed at the ^alue of £1,991 
7s. 6d. (Royal Society of Arts.) 



CHAPTER VI 

SELF-BALANCING LEDGERS 

Definition. A self-balancing Ledger is one whose balances, when 
extracted, form a«complete Trial Balance. The expression '' Self- 
balandng ” Ledger is scarcely strictly accurate, but it is used as 
being less cumbrous than that of a Ledger " separately balanced 
by means of an aggregate account." 

Object of Self-Dancing Ledgers. Ledgers are made self-balanc- 
ing in order that errors may be localized and checking confined 
within narrow limits. Books kept on double-entry principles are 
proved periodically by means of a Trial Balance. And, if the total 
debit of the Trial Balance does not equal the total credit, this shows 
there is a mistake in the books somewhere. This information is 
satisfactory so far as it goes, but it is not sufficient for practical 
business purposes. We require to know where the mistake is, in 
which ledger] otherwise, a considerable amount of tiriK? may be 
wasted in needless checking. For example, we might call over all 
the Sales Ledgers and not find any mistake, then all the Bought 
Ledgers, witli the same result, and finally discover the error in the 
General Ledger. To obviate all tliis calling back or checking of 
books already accurate, and to locate the error or errors to the 
particular ledger concerned, a separate Trial Balance is obtained 
for each ledger. The ledgers are thus proved stjparately or in sec- 
tions (see page 16 ) ; hence, the use of the term section^ balancing 
in order to designate this particular procedure. 

How Ledgers are made Self-Balancing. Where several ledgers 
are in use, it is obvious that they will not balance of themselves, 
because the balances they contain will be one-sided.^ Thus, the 
Bought Ledger will comprise all credit balances, the Sales Ledger all 
debit balances, and so on. Ledgers have, therefore, to be made 
self-balancing by means of an ingenious device called, in technical 
phraseology, an Adjustment Account. 

Adjustment Account, Tliis is an extra s^ccount inserted at the 
back of a ledger for the double purpose of proving the ledger and of 
making it self-balancing. It is merely a* record of the transactions 
already posted in the particular ledger, only in a summarized form 
instead of in detail. Tlie debits and credits, however, are trans- 
posed. The balance of the Adjustmtnt Account must be equal to 
the sum of the other balances in the sama ledger, thus provijog 
the le^er. It must also be on the opposite side, so that when a 
Trisd Balance is extracted, the total ot the debits will equal the 
tot^ of the credits. ^ • 
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Principle of Proof of Adjustment Account, The principle of check 
underlying tlic Adjustment Account is proof by means of totals, 
based on the axiom that the whole must he equal to pie sum of M 
its parts. Suppose, for example, we have the following debtors in 
our ledger, and that the undermentioned sales of goods, •payments, 
returns, etc., take place, the balances remaining in each account 
would be as stated at the side — 


iVbtors 

Gooiis 

St'ld 

Goods 
R«*t limed 

1 

Cash 

Recftivcd 





L \ 

i 


£ 

£ 

£ 

AtkiiiS, A. 

VM) 

1 ____ 

1 76 

4 


50 

Kvberis, R. 

8(5 

3 

20 

— 

1 

63 

Rufus. R 

71 

— 

— 

— 

50 j 

24 

PhilpcAl, P. 

59 ; 

— 

3S 

2 

1 

19 

I-.. 

vz 

— 

19 

1 



H(»Ilan(i. H. 

I0(j 

10 

2U 

— 

36 

40 

Cu>ss, C 

78 

— 

57 

3 

— 


Duke, D. 

3^ 


10 


— 

i 24 


6iW 

: 13 

1 

240 

10 

86 

1 260 







The above transactions would, of course, be posted separately to 
the individual accounts of each of the debtors concerned. Now let 
us post the same transactions in summary or total into one Debtors* 
Account and balance it. We should then have the following 


TOTAL DEBTORS' ACCOUNT O 


— 

— — 









1 — 


£ 

s. 

d. 

19— 


fs 

240 


d. 

Dec- 31 

I'o Goods 

• 


- 

- 

Jan .31 

By Returns . 

„ Cash . 








'' 11 

,, Discount 
„ B'iis Receivable . 

10 

- 

- 







86 

- 

— 







BaKinoe c/d . 

260 

- 

— 



reo9 

- 

- 





- 

Feb. 1 

To lialAttf'e b/d 

2(^0 

t 

- 

1 






The balance of this Total Account is equal to the sum of the 
separate balances diown in the previous analysis, thus proving the 
posting, addition, subtraction, and balancing in the ledger to be 

correct. , , . . 

Adjustment Account fonBoi^ht Ledger* Adjustment Accounts 
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are constructed for the Bought Ledger, and also for each of its 
subdivisions if there are several Bought Ledgers. All the items 
that have been posted in detail in tlie Bought Ledger must be 
posted in total to the Bought Ledger Adjustment Account and on 
the same side. For example — 

Dr. BOUGHT LEDGER ADJUSTMENT ACCOUNT Ct. 


19- 


£ 

5 . 

d. 

19— 


£ 

s. 

d. 

Jail. 31 

To Cash . 

543 

10 

6 

Jan. 1 

By Balance (total of 


4 


„ Discount 

18 

14 

7 

Creditors as at 





,, Bills Payable 

396 

15 

4 


this date) . 



10 


,, Returns and 




31 

Purchases 

743 

19 

11 


Allowances 

41 

IG 

8 







„ Balance c/d . 

2.350 

15 

8 




■ 



£ 

3,351 

12 

9 


£ 

1 

12 

"9 






Feb. 1 

By Balance b/tl ^ 

^2,3n0 

15 

1 ^ 


The above account would appear in the General- Ledger. In the 
Bought Ledger there would be a corresponding account having 
the items on the opposite sides, in order to make a double entry 
by the two accounts, thus — 

Dr GENERAL LEDGER ADJUSTMENT ACCOUNT Cr. 


M: 


19 - 


£ 

H 

m 

19 - 


£ 

s. 

d. 

Jan. 1 

To Balance (total of 




Jan. 31 


543 

10 

6 


Creditors as at 




Tr rr 

„ Dii^count 

18 

14 

7 


this date) . 

2,607 

12 

10 


„ Bills Payable 

396 

15 

4 

.. 81 

M Purchases . 

743 

19 

11 


„ Ue turns and 










Allowances 

41 








f9 99 

„ Balance c/d. 

2,350 

15 

H 


£ 

3,351 

B 

B 



3.351 

12 

' 9 

Feb. 1 

To Balance b/d 

2,350 


i 







The above balance would, of course,, be equal to the sum of the 
separate Bought Ledger balances, and thus prove the Bought 
Ledger. Special items, such as transfers of contra accounts, can- 
celled bills, interest on renewed bills or on overdue accounts, etc., 
which have been posted direct from the Journal, and debited or 
credited to any of the personal accounts in the Bought Ledger, 
must also be debited or credited to these Adjustment Accounts. 

Adjustment Accoimt for the Ssdes Ledger. Adjustment Accounts 
are constructed for the Sales Ledger) and also for each of its 
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subdivisions if there axe several Sales Ledgers. The following is 
an example — 


Dr. SALES LEDGER ADJUSTMENT ACCOUNT Cr. 


1 19- 


£ 

s. 

4. 

19— 

• 

!' - £ 1 

i s. 

d 

.Jan. 1 

To }3idance (total of 




Jao. 31 

By Cash . 

3,716 

2 

6 


Debtois as at 




rr ,, 

,, Discount 

167 

4 

11 


this dale) , 

7,416 

12 

7 


„ Bills Receivable . 

816 

10 

9 

« „ 3r 

^ „ Sales . 

3,027 

14 

8 


„ Ketunis .'wd 





'W Cash (dishoaoured 





Allowai)3bs 

74 

16 

3 


bdls and charges) 

54 

6 

11 


„ Bad Debts . 

124 

2 

10 






tf tt 

„ Balance q/d . 


16 

11 

mi 

£ 

10,498 

14 ! 

2 


£ 

10,498 j 14 



^l^alatKc b/d. 

6,099 

16 

11 

\ 




1 











1 


The ahpw account would appear in the General Ledger. In the 
Sal('s Lcdg^ there would be a corresponding account, but having 
thci items on tk^e opposite sides in order to make a double entry 
by these two accounts, thus — 


Dr, GENERAL LEDGER ADJUSTMENT ACCOUNT Cr. 












19 - 


£ 

f. 

4. 

19— 


£ 

s. 

d. 

J.in. 31 

To Cash . 

3,716 

2 

6 

jail. 1 

By Balance (total 





„ Discount . 

167 

4 

11 


of Debtot^ as 




.. U 

„ Dills Receivable 

316 

to 

9 


at this date) . 

7,416 

12 

7 

* 

„ Returns and 




31 

,, Sales 

3,027 

14 

8 

'* *' 

Allowances 

74 

10 

3 


„ Cash (dishon* 





„ Bad Debt! 

124 

2 

10 


cured bdl 





„ Balance c/d 

6,099 

16 

11 


and charges) . 

54 

6 

n 


£ 

10,498 

14 

2 


£ 



i’T 



i 



Feb. 1 

By Balance b/d 

|i 6,099 

ll 

F 

i" 


The above balance would, of course, be equal to the sum of the 
separate Sales Ledger balances, thus checking or proving the Sales 
Ledger. Special items, such as transfers of contra accounts, interest 
on rencwedTbills or on overdue accounts, cancelled bills, etc., wliich 
have been posted direct from the Journal, or items such as Carriage 
paid out on empties or returns, etc., which have been posted from 
the Petty Cash Book, and have been debited or credited to any of 
the personal accounts in the Sales Ledger, must also be debited or 
credited to these Adjustment Accounts. 

“ Contra ” Adjustment ^Accounts. Self-balancing Ledgers are 
merely an extension or adaptation of the former system of " Total 
Checking Accounts." A " Total Debtors’ Account " and a 
‘‘ Total Creditors' Account niow dignified with the titles of Sales 
ledger Adjustment Account and Bought Ledger Adjustment 
Account — were kept in the General Ledger and used by the chief 
clerk or accountant to check the Sales ledger and Bought Ledger 
balances respectively. It jvas ®quite an afterthought, and a very 
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modem one, to copy this total account into the back of the Ledger 
concem^id, and by transposmg thu debits and credits make the 
Ledger self-balancing. This method, of course, provides " contra ” 
adjustment Accounts and facilitates their construction by means of 
Journal entries, and is also a rigid adherence to the principle that 
every debit must have a corresponding credit, and vice versa. 

Many accountants, however (including the present editor), claim 
that the practice of raising these Contra Adjustment Accounts 
is wrong in principle, and that the only Adjustment Accounts 
necessary are those kept in the General Ledger, and that the e 
Oontra Adjustment Accoimts (if kept at all) are Memorandi m 
Accounts only, having nothing to do with the financial books as 
such, merely providing each Ledger clerk with a methodical state- 
ment of the proof of his Ledger. To carry out this scheme, the 
books are analysed and the totals are carried into the General 
•Ledger to accounts calle.d “A Ledger” Account, "B Ledger” 
Account, etc., as the case may be. Each of these accounts woiil<i 
assrune a form similar to the Bought Ledger Adjustment Account, 
and Sales Ledger^Adjustment Account shown on pages 188 and 189, 
iad it woiJd then remain for the clerk in charge of the A, B, or C 
Ledger to make the balance of it come to the balance as shown by 
the General Ledger. As a matter of convenience, the clerk might 
keep the above-mentioned Memorandum Account at the end of 
his ledger in order to obviate the possibility of his having been 
given wrong figures, and, tlierefore, of his searching for a mistake 
which did not exist. If, for instance, the total debits posted into 
the A Ledger were actually jfl7,896 and he erroneously put down 
£17,869, he would be searching for an error of £27 which did not 
exist, and the keeping of the Memorandum Account in his Ledger, 
and agreeing the same with the General Ledger before commencing 
to take out his balance would obviate any such possibility as above 
mentioned. • 

Rulings of Subsidiaiy Books. Where thefe are several Bought 
Ledgers and Sales Ledgers in use, extra coltunns will be required 
in the Purchases and S^es Books, Returns Books, Bill Books, Cash 
Book, etc., for the purpose of analysing the items contained therein 
■-!. under the respective lagers to which they have been posted. These 
cplumns will, of course, be in addition tp the departmental columns 
(if any). Where, however, the number of ledgers is very large, 
sqxarate subsidiary books will be required for each ledger. 

See examples on following pages. 

A qjecimen of the special ruling required for the Journal is shown 
in ^ worked example. It is only necessary to analyse the Bought 
. Le^^ and Sales L^er items. The transfers and other Journal 
items that‘s have been posted in detail to, these two Ledgers must 
' 8^ be posted in total to their respective Adjustment Accounts. 



SALES BOOK 






BANK CASH BOOK 
RECEIPTS 



monthly Adjustment Accounts are constructed. 
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Journal Entries for Bought Ledger Adjustment Accounts. The 
Journal entries for constructing the Adjustment Accounts relative 
to the Bought Ledger (see worked example) would, if required, be 

as follows— 


JOURNAL Dr. ■ C>, 


’ i9:v ' 



£ 

s.\ 

d.:| 

1 Is.! 

July 31 

General Ledger Adjustment A/c . 

B.L. 

L413 

2 


1 



To Uoiiglit ledger Adjustment 
For opening balances as on 1st 
Jan., 19. . 

G.L. 

» 


; 

li 

1.413 

2 



- 




M 31 

General Lodger Adjustment A/c . 

B.L. 

1.096 

4 

7 




To Bought I/;dger Adjustment 





■ 



Account .... 

G.L. 




4; 


Total crcilit purchases for month 
as per Purchases I'look. 





i 


31 

General T.edger Adjustment A/c . 

B.L. 

354 

8 

3 




To Bought Ledger Adjustment 








Account .... 

GL. 




351) 

8 


Sundrj^ credit transfers for month 
as per Journal. 





! 


.. 31 

Bought I-edger .Adjustment A/c . 

G.t. 

8 

14 

6 

! 



To General Ledger Adjustment 

) 




1 



Account . . . . 

B.L. 




1 S14 


Returns for month as per the 
Purchases Returns Bf>ok. 







.. 31 

Bought I.jidger Adjustment A/c . 

G.L. 

6d1 


7 




To General Ledger Adjustment 




\ 

i 



Account , . . . 

B.L. 



j 

691 

- 


Cash and Discount paid to Cre- 
ditors for month as per Cash Book. 

1 






31 

Bought Ledger Adjustment A/c . 

G.L. 

706 

9 

7 




To General Ledger Adjustment 




i 




Account . . . . 

B.L. 



1 

706 

9 


Acr^plances for month as per 
Bills Payable Book. 

— . ' . .1 - rr 







M 31 

Bought Ledger Adjustment A/c . 

G.L. 

23 

g 

11 




To General Ledger Adjustment 








Account , . . . 

B.L. 




25 

9 


Discount allowed by Creditors as 
per Bills Payable Boqk. 







.. 31 

Bought Ledger Adjustment A/c . 

G.L. 

20S 

1 - 





To General Ledger Adjustment 








Account . . . , 

B.L. 





- 


Sundry credit transfers ft# month 
as per Journal, 








Notb. The opening balances of tjje two Adjustment Accounts would not 
need to be jonnialised every inanth, as the balances would be brought down, 
each month ready for subsequent months. 

7 "*(* 405 ) 
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Journal Entries for Sales Ledger Adjustment Accounts. Tlie 
Journal entries for raising the Adjustment Accounts pertaining to 
the Sales Ledger (see worked example) would, if rcciuired, be as 
foUowsr — 


JOURNAL Dr, Vr, 


19.. 

July 31 

< 

Sales Lodger Adjustuiciit A/c 

To Genoral Ledger Adjustment 
Account .... 
Opening balances as on 1st Jan. 

G.L. 

S.L. 

£ 1 
2,122 

s. 

11 

d\ 

9, 

£ 

2,122 

5. 

u 

d. 

9 

.. 31 

Sales Ledger Adjustment A/c 

To General I-cdgcr Adjustment 
Account .... 
Dishonoured Bills asper C'asli Book. 

G.L. 

S.L. 

125 

7 

6 

125 

! 

7 

ts 

.. 31 

Sales IvCdger Adjustment A/c 

To General Ledger Adjustment 
Aca.iunt .... 
Transfers for month as per Journal. 

G.L. 

S.L. 

391 

14 

7 

391 

1-! 

7 

.. 31 

Sales I..e(lgcr Adjustment A/c 

To General Lodger Adjustment 
Account .... 
Total credit sales for month as per 
Sales Book. 

G.L. 

S.L. 

1,121 

7 

3 

1,121 

7 

3 

« 31 

Sales Ledger Adjustment A/c 

To General Ijsdger Adju.stment 
Account 

Items charged to customers during 
month as per Petty Cash Buf)k. 

n,L. 

S.L 


10 

1 


10 


« 31 

1 

General Ledger Adjustment A/c . 

To Sales Ledger AdjusliSent A/c 
Cash and Discount received from 
Debtors for month as per Cash 
Book. 

S.L. 

G.L. 

1,556 

10 

6 

1 ,556 

It) 

6 

« 31 

General Ledger Adjustment A/c . 

To Sales ledger Adjustment A/c 
Returns for month as per Sales 
Returns Book. 

S.L 

G.L. 

10 

6 

9 

10 

6 

9 

« 31 

General Ledger Adjustment A/c . 

To Sales ledger Adjustment A/c 
Bills received from Debtors as per 
Bills Receivable Book. ^ 

S.L. 

G,L. 

510 

13 

4 

510 

13 

4 

.. 31 

General Ledger Adjustment A/c . 

To Sales Ledger Adjustment A/c 
Discount allowed to Debtors as per 
Bills Receivable Book. * 

S.L. 

G.L. 

• 

20 

4 

4 

20 

4 

4 
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Exan:ple. From the following particulars write up the Journal, 
Tabular Purchases Book, Sales Book, Returns Books, Bank Cash 
Hook, Tabular Petty Cash Hook, and Bill Books. Post to proper 
Ledgers, make them self-baiincing, and extract Trial balances — 


li. Retrop commenced the month with the following assets and liabilities — 


19.. 

July 1. Petty Cash in hand 

,, „ Cash at National Bank, Ltd. . 

„ „ Stock-in-trade 

„ „ Bills Receivable (Nos. 120-125) 

„ A. Archer, Ltd. 

„ „ B. Brown .... 

„ „ I>. Dunlop & Co. . 

„ ,, Kviins Bros. .... 

„ „ F. Finch & Son 

,, „ Garnet, S<m & Co. 

„ H. Henry . . . . 

„ I. Isaacs, Ltd. 

.. M J. Jones & Co. 

,, ,, Korper Bros. 

,, ,, I.. L'win d: Sons . 

,, „ Martin, Son & Potter 

„ ,, Outstanding Rent 

„ „ 1*1 rmt and Machinery 

„ ,, iMiniilure and Fixlnros . 

„ Bills Payable (Nos. 48-50) 


. 1.757 13 8 

. 1,750 14 R 

. 85f3 10 6 

J r. 317 4 9 

i}y. 420 8 7 

/V. 390 16 2 

Dr. 675 6 3 

Dr. 87 1 8 

Dr. 219 14 4 

Cr. 430 12 10 

<>. 361 17 5 

Cr. 212 13 9 

( >. 86 S 

Cr. 216 4 

(>. 76 10 

Cr. 28 15 

. 4,216 14 

6u7 10 
428 2 


Hi.s transactions for the month were — 


19.. 

July 2. 




»> 


(I 


5. 


7. 

9. 


•» 

fi 


10 . 

11 . 


»t 

•> 


12 . 


Bought Goods of H. Henry . . . . . 

Bill Receivable No. 121 (accepted by F. Finch & Son) 
returned dishonoured ...... 

Received Bill (No, 126) from A. Archer, Ltd., P. 
Green's Acceptance dated 2nd July at 1 mouth, 
payable at Coutts', City ..... 

Discount allowed ^ . 

Paul Fire and Employers' Liability Insurance . 

SoUli Goods to A. Ardcier, Ltd. . . • . 

Received dash from F. Finch & Son . • 

P.ud Waggs ........ 

Bought National Health Insurance Stamps 

Rfady Money Sales ...... 

Received Cash for Bill Receivable No. 123 

Purchased Goods of I. Isaacs, Ltd. .... 

Received Cash from B. Brown for amount of account 
less 5%. Wrote him that we could only allow 24%, 
and would carry the balance forward. 

Bought Furniture of Ridler db Co. .... 

Accepted 1. Isaac's Draft at 1 m/d (No. 51) dated 
lOth July . . . ♦ . 

Discount allowed ....... 

Paid Life Assurance Premium .... 

Sold G<K)ds to B. Brown ,^424 Ss. lid., less trade 
discount of 25%. ^ 

Paid Wages 


£ 

UJ 6 5 
64 15 10 


301 7 6 

15 17 3 
15 15 - 
132 3 4 

65 1 4 

31 4 0 

10 - - 
10 10 5 

LS7 4 8 
84 15 2 


100 ~ - 

343 15 7 
18 1 10 
10 - - 


34 7 9 


M ae I to o 



196 


ADVANCED ACCOUNTS 


19.. 

Juiy 12. Soat Bill No. 120 to Bank for collection . 

„ „ G. Goodman’s Acceptance (No. 124) /1 25, renewed for 

3 months with Interest at 5%. New Bill No. 127 
payable at Bank of England, Gloucester. 

„ „ Heady Money Sales 

14. Purchased Goods of L. Lewin S; Sons 
„ Bill Receivable No. 120 (accepted by D. Dunlop A, Co.) 
returned by Bank dishonoured .... 

„ Noting Charges paid by Bank 

„ 15. D. Dunlop A Co. return damaged Goods . 

„ 16. Received Cash from D. Dunlop A Co. on account 

M .. Bought Coal of Midland Colliery Co. . . . 

„ Paid Carriage on same ...... 

„ 17. Sold Goods to D. Dunlop A Co. .... 

„ Paid Ridler A Co. amount of Account leas 5%. 

„ 18. Renewed my Acceptance to M. Masters (No. 48), ;£}50 
for 3 months with Interest at 5%. New Bill No. 
52. 


•* 


n 


It 


w 

»» 


•• 

ft 


M 

ft 


II 


19. Bought Goods of J. Jones A Co 

„ Paid Wages ........ 

„ Received Cash from Evans Bros, for amount of 
Account as at 1st July, less 5%. 

„ Ready Money Sales 

21. Bought of Stationery Supplies Co., Stationery • 

„ Paid Korper Bros. 

„ Discount deducted 5% 

22. Returned to J. Jones A Co. Goods not up to sample . 
„ F. Finch A Sons accepted our draft at 2 months, 

Bill No. 128. dated 20th July, payable at Xioyds, 

f'ha.fha.'na 

„ Discount allowed 

„ Sold Goods to Evans Bros 

„ Drew for Self 

23. Purchased Goods of Korper Bros. .... 
„ Sent Garnet, Son A Co.'s Acceptance (No. 122) to 

H. Plenry on account 

„ Bill Payable No. 49 paid by Bank .... 

„ Paid J. Jones A Co 

Korper Bros, write and say they can allow only 2|% 
Discount, and will carry balance forward. 

24. Ready Money Purchases ..... 

25. Discounted BiU Receivable No. 125. . .• 

„ Bankers' Cluirge for discounting .... 
„ Sold Goods to F. Finch A Son .... 
„ Accepted L. Lewin A Son'sdraft at 2 m/d (Bill Ho. 53) 
in favour of N. Nash, dated 24th 

„ Discount allowed 

26 Paid Martin, Son A Potter their Account as at Ist 
July, less 24% discount. 

„ Paid Wages 

„ S<.>ld Old Plant (value in books /85) for Cash • 

Till Takings. . . . . 

Psiid Rent to June last 

„ Received Demand Note for Rates .... 
„ liiU Receivable No. 122 (accepted by Garnet, Son A 
Co.) returned by H. Henry dishonoured. 

„ Noting Charges paid by him . i . . . 


lis 


s. d. 


15 15 11 
72 8 3 

125 - - 
7 6 
10 16 9 
200 - - 
25 - - 

5 10 - 
97 4 2 


224 10 11 
29 14 8 


10 12 6 
27 13 6 
82 1 9 

4 6 5 
8 14 6 


82 14 7 
.471 
206 13 9 
50 ~ - 
86 3 6 

200 - - 
216 15 6 
203 19 3 


21 4 10 

184 10 - 
1 10 - 
287 17 5 

210 16 6 
5 8 1 


32 15 11 
70 - - 
10 4 9 
28 15 - 
17 14 6 


7 6 
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19.. 

July 29: 


Bought goods of Martin. Son A Potter, 
discount of 10% 

Ueceived Cash from Garnet Son & Co. 
Paid H. Henry . . . - 

Sold Goods to Garnet, Son St Co. 

Paid for Stationery 

Paid Salaries for month 

Till Takings ..... 


less trade 
. nst 


240 12 


The Petty Cash is kept on the Imprest System, and the following were 
the transactions for the month — 

19.. , £ *. d. 

July 1. Bought Stamps . i - - 

„ 2. Paid Carter. Paterson A Co., Charges on goods sold . 3 6 

„ 3. Paid Southern Railway Co. Carriage on goods bought ! 17 11 

P«ud Noting Charges on dishonoured Bill, chargeable 
to F. Finch & Son ...... 56 

„ 4. Paid for Telegrams 2 6 

„ 5. Paid lor Cleaning Offices 6 - 

„ 7. Bus and Tram Fares of boy . • . . • 13 

„ 8. Printing Address Labels. ..... 10 6 

„ 9. Paid LM. A S. Railway Carriage on goods bought . 1 15 10 

„ 10. Paid Carter, Paterson Charges on goods sold , . 2 4 

„ 11. Paid London Parcels Delivery Co. Charges on goods 

sold 2 8 

„ 12. Paid for Cleaning Offices ..... 6 - 

„ 14. Ikjught Envelopes ...... 56 

„ 15. Paid Travellers* Ea^enses as per card ... 16 6 

„ 16. l^id L M. & S. Railway, Carriage on goods purchased 12 6 

„ 17.* Paid for Telegrams ...... 12 

„ 18. Bought Candles and Matches .... 6 

„ 19. Paid for Cleaning Offices ..... 6 - 

„ 21. Bus and Tram Fares of boy ..... 1 ^ 

„ 22. Paid Parcels Delivery Co., Charges on goods sold . 3 4 

„ 23. Paid G.W. Railway, Charges on goods bought . . 1 18 6 

„ 24. Bought Tape and Sealing-wax .... 12 

„ 25. Paid for Washing Towels and Dusters . , . 3 6 

„ 26. Paid for Cleaning Offices • . . • . 6 

„ 28. Paid Pickford A Co., Charges on goods sold . . 3 8 

„ 29. Paid for Telegrams ...... 10 

„ „ Bf>ughl Stamps . 1 - - 

„ 30. Paid Carriage on returned empties, chargeable to 

Evans Bros. ....... 46 

., 31. Paid XravuUers’ Expenses 10 8 
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PRIVATE JOURNAL Dr. Cr. 


19.. 




£ 

s. 

d. 

£ 

s. 

d. 

July 1 

Pt tty Cash . * • 

, , 


20 

- 

- 





13 ink .... 

, 


1.757 

13 

8 





Stock .... 

, , 


1,756 

14 

8 





Hills Receivable . 

. , 


856110 

6 




• • f« 

Sales Ledger Adjustment Account . 


2 , 122 ! 11 

9 





A. Archer, Ltd. 

£317 4 

9 








B. Brown 

426 8 

7 








D. Dunlop & Co. . 

396 16 

2 








Evans Bros. . 

675 6 

3 








F. Finch & Son 

87 1 

8 








Ciamet, Son & Co. . 

219 14 

4 







M M 

ri'irit and Machinery . 

, 


4.216 

14 

6 




»• 

Furniture and Fixtures. 

, , 

, 

607 

10 

6 




»• ri 

To Bought Ledger Adjustment Account. I 




1,413 

2 

e 

c 


H Hemy' 

£430 12 

101 








I. Ibaacs, Ltd. 

361 17 

5 ! 








J. Jones & Co. 

212 13 

9 



1 





Korper Bros. 

86 8 

2 








I., l^win & Sons . 

216 4 

7 








Martin, Son & Potter 

76 10 

8 








0 lit si and 1 1 ig Accounts 

28 15 

- 







*• »• 

„ Bills Payable . 






428 

2 

If. 

»f M 

,, Ciipital , 

• 

• 




9.4tir>|i()| < 

1 



£ 

11.3.37 

15 

7 

11.337 

15 

7 

1 

I'Vir Sundry Assets and Liabilities as at 


r 


i 




this date. 




1 

1 

1 i 

i 




JOLWAL 



23} Discounts Received 
I To Korper Bros. 

1 Discount deducted in error. 



JOURNAL 


































PURCHASES BOOK 
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PURCHASES RETURNS BOOK 



SALES BOOK 


19,. 

1 

i 

5. 

1 

d. 

i 

s. 

d. 

Tulv 5 

A. Archer, Ltd. — 








Goods .... 




132 

3 

4 

.. 12 

B. Brown — 








Goods .... 

424 

3 

11 





Less Trade Discount, 25% . 

106 

1 

- 






1 


— 

318 

2 

11 

.. 17 

D. Dunlop & Co. — 

1 

1 



1 




Goods . . ^ . 




1 97 

1 

4 

2 

« 22 

Evans Bros. — 


j 


1 

1 




Goods . . » . 



1 


13 

9 

„ 25 

F. Finch Sc Son — 




1 




Goods .... 




287 


5 

„ 31 

Garnet, Son & Co. — 








Goods .... 




79 

5 

8 





• i 

1,121 

7 

3 


SALES RETUJ:NS BOOK 


19.. 
July 15 

D. Dunlop & Co. — 

Goods damaged • 

• 

£ 

t 

S. 

d. 

£ 

10 

S. 

16 

d. 

9 

^10 

16 

9 






,1 

1 














BA-VK CASH BOOK 































PETTY CASH BOOK 


















MIDLAND COLLIERY CO* 

I I I J^jrlsjByCnl 


Is ‘il": 
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Dr. STATIONERY SUPPLIES CO. . f>. 






19 - 


1 £ 1 1 





July 21 

By Siat-onery 

1 27 13 


Dr. 


RIDLER 8c CO. 


Cr. 


'I o Cash . V . 

„ riirniturc . 

£ 

95 

5 

s. 

d. 

19- 
July 10 

By Furniture . 

£ 

100 

5 



£100 

- 

- 



£100 








1 





OUDVrANDLVG ACCOUNTS 


Cr 


£ 

s. 

d. 

19- 



s 

d 

To Cash . 

£'g 

15 

— 

July 1 

„ 28 

By Balance 

By Rates, etc. . 

£2fl 

17 

15 

14 

T 


h) - 

July i: 


Dr. 


lu - 
J.i]vL>« 
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Dt, ^ ' EVANS BRaS. Cr. 




f 

s. 

dT~ 

ID- 


i 

<. 

.i. 

Jutv 1 

To Bolaace 

675 

6 

3 

July 19 

By Cash . 

641 

10 

11 






.. .. 

Discount 

3J 

1-. 

4 



CQIS 

6 

3 



iiii^ 

6 

3 

Jttiy22 

lo Gooils 


El 

9 






^ 80 

Petty Cash 

■ 

H 

6 



1 

1 




t 


Dr. F. FINCH & SON Cr. 


July 1 
» 3 

.. 5 

lu Balance 
„ Bill Rcc. (dis- 
honoured; 

Petty Cash . 

"1 

64 

1 

IS 

5 

A 

8 

10 

6 

19 

Jidy 5 
22 

»• »• 

By Cash . 

.. Bill Receivable 
„ Discount . 

U 

8:' 

4 

5. 4 

' * 

14 , 7 

: ! i 

1 

; i 



£152 

3 




£152 

;; ! - 

July 23 

To Goode 

267 

17 

5 




1 

1 


Dr. GARNET. SON A CO. Cr. 




£ 

t. 

d. 

ID— 


£ 

5. ! U 

July 1 

To Balance 

219 

U 

4 


B> Cash . 

200 

7 • 6 

.. » 

H. Henry . 

200 

7 

U 




1 

H SI 

1 

„ Goods 

1 

79 

5 

8 




i 


Dt. 


G. GOODMAN 


Cf. 


To BiU Receivable . 
.. Interest 

.is 

1 

t. 

n 

"T." 

3 

L_ 

ByBilIRweivaUe . 

m 

1 

m 

£126 

11 

3 


n 

3 




mg 

H 



Dr. GENERAL LEDGER ADJUSTMENT ACCOUNT Cr. 


Id— 


£ 

f. 

d. 

19— 


£ 

t. 

'd. 

July 31 

To Cash and Die- 




July 1 

By Balance 

2.122 

U 

9 


count 

1.556 

10 

6 


Cash (diehoaoured 




rr rr 

„ Returns 

10 

16 

6 


bUl) 

125 

7 

6 


Bills Receivable . 

510 

13 

4 


.. Transfer aa per 





Discount 

20 

4 

4 


Journal . ^ 

391 

14 

7 

H M 

;; Balance c/d 

1.668 

6 

2 

9P 9# 

M Goods 

1.121 

7 

3 






90 90 

H Potty Cash . 


10 

- 



3.761 

11 

1 


£ 

3,761 

11 

1 






Aiic. 1 

By Balance b/d 

1.663 

*^1 



IMPERSONAL OR GEN£!RAL LEDGER 


Or. STOCK 


1^ 


£ 

4. 

d. 1 

' 

yj.'".'.*.. ■ 


July % 

To Balance \ 

1,756 

14 

8 1 e 




Ty— 




1 

P 

1 
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Or. SA1E3 ' r. 


























Dr. RENT, RATES, AMD TAXES » r. 


~ 19— 


i 

4. 

"A. 


“ 

July 31 

To Sundry Crs. 

17 

14 

G 


!i 


Of. PRINTING AND STATIONERY i f 


19— 


i 

s. 

d. 



— 


July 31 

ToCish . 

13 

14 

6 





„ 31 

„ Sundry Cr». 

27 

13 

6 





.. 31 

„ Petty Cash . 


17 

2 






Or. COAL (r. 


19— 


i 

4 . 

d. 

- 

July 16 

To Cash (Carriage) . 

5 

10 

- 


„ 31 

„ Sundry Cxs. 

25 





Dr. LOSS ON SALE OF PLANT Cr. 



Dr. DISCOUNTS RECEIVED Cr. 
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/v. IN IEKEST RECEIVABLI- Cr. 


1 

i 

1 

i' 

i 

■ '■ 1 r 'is-- 

j j July 12 

t 

By G. Gcxnl'ium 

i 


5. ; 

*' ! 

3 

Dr. 


iNn:Ri-.sT payabjm: 


Cr. 

19- : 

July IS j 

1 

, 

,ToM. M.i . .| 

: i 

\ ‘ 

S. d. 1 

17 li 

i • I 


1 

i 


Dr. 


P0STA(}K and TELEt 

iRAMb 

Cr. 

' 19 

Juh 31 

To Cel'll! . .| 

L 

2 


1 ; 

1 1 




Dr. 


CARRIAGE INWARDS 


Cr. 

1:) 

Jul\ 31 

j lu Petty . .j 

£ 

6 

6. U.\ 

14 9 1 


j ~ 




Or. TIGWLLLING LXPENbl-S Cr. 


19 - , 

July 31 j lo Petty Gj^h . 

£[ S d. 

17 2 

i 



1 

I 

1 , 

Dr 

CARRIAGE OU'l WARDS 



Cr 

■ 19 : '1 

Juls J1 j 1«I P<4i; C.VAh , .j 

15 6 


! 

i 



j 


Or. SUNDRY EXJ»ENSLS <**- 


"■j9 - 

_ 

£ 


d. 

— ■ ' " 

July 31 

ToPcttyCciah. 

1 

lU 

* 

li 1 


Dr BOUGHT LEDGER ADJUSTMENT ACCOUNT Cr. 


19 - 

. 

1 

s. 

d. 

U> 


£ 

s. 


July 31 

To Ri turns 

s 

14 

6 

July I 

By BdlauLC 

1.413 

2 

S 

M 31 

„ CiiNii I'v. DiMouut . 

691 

— 

7 

.. 31 

„ GochIs 

1,096 

4 

7 

„ *11 

Bilh PavaUc 

703 

9 

7 

31 

„ 'Traiislcrs ab per 




„ 31 

,, DiM'uunt 

23 

9 

U 


Jouruai . 

354 

8 

3 

„ 31 

Trajibfet'it as per 










Journal . 

20S 








.1 31 

„ Bal'inctt c/d 

• 

1.229 

- 

8 







£ 

2,863 

IS 

3 


£ 

1 

15 

1 3 

1 





Aug. 1 

By Balance b/d 

1,229 

1 - 

i * 


Dr. SALES LEDGER ADJUSTMENT ACCOUNT Cr. 


19-"“ 



s. 

d. 



£ 

s. 

dr 

July 1 

To Balance 

2,122 

il 

9 

July 31 

By Cash and Dis- 




» 31 

„ Ca<ih (•Eshouourad 





count 

1,556 

10 

6 


biJt) 

125 

7 


.. 31 

M Returns 

10 

16 

9 

31 

„ Transfers as per 



• 

M 31 

„ Bills KreeivaUa . 

510 

13 

4 


Jouruai . 

391 

14 

7 

.. 31 

„ Discount . 

20 

4 

4 

» 31 

„ Goods 

1,121 

7 

3 

» 31 

„ Baltmce c/d 

1,663 

8 

2 

M 31 

„ Petty Cash . 


10 

- 







£ 

3,761 

11 

1 

- * 


£ 

3,761 

11 

I 

Au^r 1 

To Bal.iiioe b/d 

1.663 


2 







212 


ADVANCED ACCOUNTS 


PRIVATE LEDGER 


Dr. CAPITAL ACCOUNT O. 







July 1 

By Dalanee 

i 

9,496 

s. 

10 

d. 

4 

Dt. 

• 



Cr. 

IH - 
July 11 
» U2 

To Cash 

»» f* ■ • • 

10 

50 

B 

1 

■ 






TRIAL BALANCE 
BOUGHT LEDGER 


31st July, 19. . 

Dr. Cr. 



L 

I. 

d. 

L 

■| 

s. 

d. 

I, Isaacs, Ltd. , • • . 




84 

15 

2 

H. Hem-y .... 




447 

19 

3 

J. Jones & Co 




224 

10 

H 

Korper Bros. .... 




88 

8 

9 

L. I/jwin & Sons 




72 

8 

3 

Martin, Son Sc Potter 




240 

12 

4 

Midland Colliery Co. . 




25 

- 

- 

Stationery Supplies Co. 




27 

13 

6 

Outstanding A/cs 




17 

M 

6 

General Ledger Adjustment A/c. 

1,229 

- 

8 




i 

1,229 

1 

1 

8 

1,229 

- ’ 

8 


1 

' 



lT" 


TRIAL BALANCE 
SALES LEDGER 


81st July. 19. . 

Dr. Cr. 



L 

J. 

d. 

i 

5. 

d. 

A. Archer, Ltd. 

132 

3 

4 




B. Brown . . • . 

328 

16 

1 




D. Dunlop & Co. . • 

408 

11 

1 




Evans Bros. . • • .j 

206 

18 

3 




F. Finch & Son . . .* 

287 

17 

5 




Garnett Son & Co. . 

Genera] Ledger Adjustment A/c. 

299 


“ 

1.663 

6 

2 


1,663 

~r 

2 

1,663 

m 

"T 
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TRIAL BALANCE 

GENERAL LEDGER. 31st Jolt. 19.. 


Dr. Cr. 




L 

s. 

d. 

. 

C 

S, 

d. 


Stock .... 

1,756 

14 

8 





Plant and Machinery 

4,131 

14 

6 





Furniture and Fixtures 

702 

10 

6 





Bills Payable . 




767 

16 

11 


Bills Receivable 

510 

13 

4 





I^irchases 

947 

1 

5 





Purchases Returns and 








Allowances . 




8 

14 

6 


Salaries .... 

41 

13 

9 





Sales .... 




M79 

3 



Sales Returns, and Allow- 








ances .... 

10 

16 

9 





Wages .... 

128 

2 

10 





Health Insurance Stamps . 

10 

- 

- 





Insurance 

15 

15 






Rent. Rates, and Taxes 

17 

14 

6 





Printing and Stationery 

42 

5 

2 





Coal .... 

30 

■El 

- 





Loss on Sale of Plant 

15 


- 





Discounts Allowed . 

64 

12 

11 





Discounts Received . 




27 

n 

4 


Banker's Discount 

1 

■El 

- 





Interest Receivable . 




1 

' 11 

3 


Interest Payable 

1 

17 

1 6 


i 



Postage and Telegrams 

2 

4 

6 

1 




Carriage Inwards 

6 

14 

9 



1 


Travelling Expenses . 

1 

7 

2 





Carriage Outwards . 


15 

6 





Sundry Expenses 

1 

10 

3 





Bought Ledger Adjustment 








Account 1 . . . 
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8 


Sales Ledger Adjustment 








Account * . . . 

1,663 

6 

2 




P.L. 

Capital A/c 




9,49(5 

10 

4 


Drawing A/c . 

60 

- 

- 




C.B. 

Cash at Bsmk* . 

2,525 

16 

■El 




P.C.B. 

Petty Cash in hand . 

20 

- 

- 






j£12.710 

8 


£12.710 

8 

- 




■■■Mi 

■■MMMMHU 



Procedure where there are Several Bought and Sold Ledgers. In 
large concerns where there are several Bought and Sold ledgers 
in use, the system oi having sej^uate columns for each Ledger in 
each of the subsidiary boolb cannot conveniently be adopted, as 
the numerous rulii^s required would render the b^ks too cumber- 
some. The subsidiary books, however, are ruled with departmental 

‘ On thn Balance Sheet thisatemVrffl be called Sundry Creditors. 

* On the Balance Sheet this item will show as Sundry Debtors. 
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columns where such are necessary. Separate analysis sheets or 
books are provided, in which the L s. d. amounts on each pag(^ 
of the subsidiary books, and also the Casli Book, are dissected 
and placed in their proper column. To facilitate such dissection 
the various Ledgers are provided with a special distinguishing mark 
or letter, which is inserted in the folio column of the subsidiary 
book when tha item is posted into its particular Ledger Thus, 
items in Ledger No. 1 would, when posted, have the figure 1 pre- 
fixed to the folio ; items in Ledger No. 2 would, when posted, have 
the figure 2 prefixed to the folio, and so on. The analytical columns 
are totalled horizontally and vertically, in order, by means of cross 
casts, to serve as a check on the analysis itself. The vertical total, 
at the finish, must also agree with the periodical total of the book 
so analysed. The totals of the various sheets are then copied into 
a Summary Book, and the Adjustment Accounts duly mad(!. 
Separate Adjustment Accounts can, if desired, be prepared for each 
Ledger, or the whole lot may be constructed in tabular form. 1 he 
combined total of the balances of the Adjustment Accounts providi S 
the total amount of Debtors and Creditors for the Balance Sheet. 
The subjoined pro forma rulings and figures should be carefully 
followed by the student, as they illustrate fully and clearly the 
procedure outlined above. 

ANALYSIS OF DAY OR SAI.ES BOOK 


Sales Ledgers 


1 

2 

3 

4 

5 

6 

’ 1 ' 

Totai 

f. 

s. 

15 

d. 

£ 

26 

t. 

1 


£ 

16 

.. 

1 

d. 

7 

£ 

27 

19 

d! 

S 

£ 

29 

etc. 

etc. 

etc. 

s. 

14 

d. 

8 

£ 

78 

$, 

. 

A 

7 


$. 

3 


£ 

32 

s. 

14 

1 

a.' 

iV 

£ 

183 

IS 4 

2 4 

J 

S17 


5 

326 

6 


234 

10 

6 

! 196 3 

7 

84 

D 

i 


13 

9' 

208 2 10' 

2701 2 

2','2002 

m 

1 r 

n 


□ 


n 


1 n 


□ 

J 
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1^1 1 

1 1 !l i 1 


ANALYSIS OF SALES RETURNS BOOK 


Sales Lboosrs { 

Total 

1 

* J 

3 


6 

7 

8 

i 

«. 

1 

* 

6 

£ 

11 

.. 

2 


£ 

4 

». 

8 

dJ 

8 

£ 

3 

4 

d. 

9 

£ 

2 

etc. 

etc. 

etc. 

t. 

*6 

d. 

10 

fa 

«. 

1 

d. 

7 

£ 

4 

s. 

1 

d. 

11 

£ 

12 

s. 

2 

d. 

6 

34 14| 3 
20,16 1 

1 

1 128,1a; 2 

20 

10 
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14 

3 

J 

15 

1 

6 

■3 

2 

5 
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9 

24 

2 

8 

17 

5 

7 

15 

0 

10 

1 1 1 

n n 
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Bought Ledgers 
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ANAI-YSIS Ul- PURCHASBS RETURNS BOOK 



Bought LsoGsas 
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MBNT ACCOUNTS O. 



Sectional Balancing. It should be noted that this term is applied 
by some accountants to the Self-Balancing principle as adopted 
by those firms that balance their ledgers in groups instead of separ- 
ately, two or three ledgers often forming a group. It is obvious 
that such a systemt from the general point of view of oiganization 
of accounts, is very unsatisfactory; bemuse if a mistake is made, the 
whole group of ledgers has to be checked in order to find it. Tte 
entails much waste of time, as it involves the checking of ledgers 
which may be already accurate. There are, however, countervailing 
trade advantages or juivate reasons for adopting such methods. 

Contra Account. By this term is meant that we have both bought 
from, and sold to, the same person ; and that while he is our it^r 
for the goods we have sold' to hifte, and his account appears ui tiie 
Sales L^er, yet he is also our ef editor for the gw^ we have bought 
from him, and his other account, called the '^contra ” account, 
appears in the Bought Ledger. .In some cases the person c<m- 
cemed insists on the accounts bdng treated separately, and will 
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Dr. * BOUGHT LEDGER ADJUST- 



Particulars 


B? Bal. 1 Jan. . 
„ Goods 
„ Cash . . 

„ Transfers . 


Br Bal. 1 teb. 


198 3| 
171 2| 


sal'll 


1285; 4 
310 


10 


I 

i24l'l3il0 


600 


127019 


2 .287! 


10';808 




495 


Ledgers | 


‘ 

2 

3 

• I 

• 5 

b 

. 1 




£ JiJl £ li'djl £ iJrf.'' £ £ jsJd! 

\c 

f/s'j. 


3' 202 910*291 18 S 219 10| 
H 1 I i 2 11 74 
9’: Haj?! 5,9,10. 12 11 




17|ll| 


i-Q 

lOesjiJ 


684 


l! 


I 


16 9i725 7 


,292|ll| 6| 
I I I 


B;25f»‘ 4 5 :287 6 10 

1 1 I 

3>! 711516 4 13181 

! ;! I I ■ 

I ! 


3 ,785 


425 11 


-,|— 


1448 


17; 6,67315 8| 
l||348 8, 7| 


|2U;1I 4 4 
10 2 11 
65,19 10 


5537 


2 W 2 | 


I 

oj 2 


I 

2|4 


[Right-lmnd siJr 


not have one set off against the other. In other cases, settlement 
is effected by deducting one account from the other, and payin/r, or 
being paid, only the balance, according as the latter is due by us 
or to us. Hence the smaller account must be transferred to the 
greater, either the Bought Ledger Account to the Sales Ledger 
Account, or the Sales Ledger Account to the Boiight Ledger Account, 
as the case may be. These transfers must be passed through the 
Journal and analysed into their proper columns, so that the Adjust- 
ment Accounts may be correctly constructed ; for all such transfers 
must be recorded therein, 

ContraJWances in Lexers. Strictly speaking, the Bought Ledger 
sliouljd contain all credit balances, and the Sales Ledger aU debit 
b^l^ces, yet in practice it sometimes happens that in some of the 
B^ht Ledger accounts there are sundry small debit balances, and 
also thati'in the Sales Ledger accounts there are sundry small 
credit balances. Take the case of the Sales Ledger. Accounts often 
include charge for packages. account is settled in cash, and 
subsequently when the packages are- empty they are returned and 







ANALYSIS OF CASH BOOK (Receipts Side) 
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ADVANCED ACCOUNTS 


have to be credited* At balancing time there may be no debit in 
the account to offset this credit. Mistakes are occasionally found 
after accounts have been settled, and their rectification sometimes 
involves the crediting of such accoxmts with a certain amount. 
These small credit balances are usually deducted from the total 
Debtors, and only the net amount of the Debtors shown in the 
Balance Sheet, ^nd likewise with the Bought I-edger, the total of 
the small debit balances appearing in it is generally deducted from 
the Creditors, and only the net amount of the Creditors shown in 
the Balance Sheet. Some accountants, however, object to this on 
principle. In the Adjustment Accounts, therefore, they bring down 
both debit and credit balances, and also show them on the Balance 
Sheet. For example, suppose the Bought Ledger balances to araoimt 
to £3,465 15s. 8d. after deducting £9 14s. lOd., the total of sundry 
debit balances therein, and the S^es Ledger balances to amount to 
£8,457 10s. lid. after deducting £5 6s. 8d., the total of sundry 
credit balances therein, the Adjustment Accounts in the General 
Ledger would appear as follows — 


Dr. BOUGHT LEDGER ADJUSTMENT ACCOUNT Cf. 


19- 


i 

t. 

d. 

IS- 


1. 

i 

Jan. 1 

1 To Balnnoa 

14 

iO 

Jan. 1 

By Balance 

1 vt 

jll>, 6 


Dr. SALES LEDGER ADJUSTMENT ACCOUNT Cr 


10-- 


8^02 

i. 

d. 

J8-- 1 

Jan. 1 

To Balance 

17 

7 

Jan. 1 j i5y Balance 


And the Balance Sheet would be as under 


BALANCE SHEET 


LiMUut, 





1 

i 

Assets, 


— 

— 


Sundry Crediton as per 

£ 

s. 

d. 

£ 

H 

B 

Sundry Debtors aa pear 

8,462 

s. 

d. 

£ 

Bought IvCdger . 

8,475 

10 

ID 




Sales Ledger 

17 

7 


Add Sundry Cr. baL 
in Saks Ledger 

6 

6 

3 

8,480 

17 

2 

Add Sundry Dr. baL 
in Bought Ledger . 

0 

14 

10 

8,472 




i 


• 





Under the other method it would appear — 

BALANCE SHEET 



■ 

■ 

1 

1 

n 

P 

P 

Asuts 

■ 

■ 

1 

1 

£ 

1 

1 

Sundry Cradltocs . 

1 

■ 

1 

1 

8,465 

I 

i 

Sundry Dabtoo . 

■ 

■ 

1 

1 

8,457 

1 

11 


As can be seen, the final result: in each case is a debit of 
£4,991 ISSi 3d., so that the double entry is not affected m any way. 
But by the two balances method we iow the true financial posi- 
tion, i.e. the exact amount of Debtors and Creditors. And this is 
the avowed reason for its adoption. * 
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Private Ledger. It will be noticed in the worked example tl}at 
the Private Ledger contains oidy the Capital and Drawing Accounts. 
In practice, however, this Ledger, which is provided with a lock 
and key and is sometimes kept by the chief clerk or accountant 
who occupies a confidential post, often includes other accounts of a 
private nature, such as Loans, and in some cases the Bank balance, 
and the Stock. Without knowing the value of fte Stock at tlie 
commencement and at the end of a period, it would be inipoi sibJe 
for any clerk to arrive at the gross or net profit, even though he had 
access to all the other information. An earlier method of division 
of accounts, which is still to be found in many businesses, is to keep 
all the nominal and real accounts in the Private Ledger.. Another 
method is to keep all the expense accoimts in a Nominal Ledger, 
and to put all the real or property accounts, e.g. Plant and 
Machinery, Bills, Stock, etc., into the Private Ledger. The modem 
tendency, however, is to group both tlie nominal and real accoimts 
into one General or Impcrson^ Ledger. 

Private Ledger Accoimt Where it is not desired that any clerk 
shall have access to the Private Ledger, an Adjustment Account, 
called Private I^ger Account, is opened at the end of the General 
Ledger, and credit^ with the net balance of all the accounts in tlie 
Private Ledger. All items that should be posted to the Private 
Ledger arc then debited or credited to the Private Ledger Account 
instead. The balance of the Private Ledger Account tlms enables 
the Trial Balance to be completed without reference to the Private 
Ledger itself. At balancing time the professional accountant, who 
makes up the Profit and L^ Accoimt and Balance Shctt, analyses 
the Private Ledger Account and posts the details to the proper 
accounts in the Private Ledger. He closes tlie Private Ledger 
Accoimt for the past period by writing "To Transfer to Private 
Ledger** and re-opens it by writing By Balance ** the net amount 
for the new period. 

Hie following example will serve as an illustration of the above 


Dr. PRIVATE LEDGER ACCOUNT Cr. 
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In Private Ledger 


Dr. BANK Cf. 


19- 


£ 

1,200 

s. 

d. 

19 — 


£ 


d. 

Jan. 1 

To Balance . 

- 

- 

Jan. to 





Jan. to 





Dec. 

By Cash Book totals 

6,792 

14 

3 

Dec. 

„ Cash Book totals 

7,597 

16 

5 

Dec. 31 

„ Balance c/d 

2,00.5 

o 

2 

19— 
Jan. 1 

« 

£8,797 

16 

5 



£8,797 

16 

5 

To Balance b/d . . 

2,005 

2 

2 






Dr. 


LOAN FROM R. BROWN 

Cr. 


19— 


£ 

a. 

d. 

!9— 


7 

s 


Sepl.25 

To Cash 

500 

— 

- 

Jan. 1 

By Balance 

1,000 

- 

' « 

LVc. 31 

,, Balance c/d 

500 

- 

- 



L 



£1,000 

- 

- 




- 

! « 






19— 
Jan. 1 

,, Balance b/d 

500 

- 

1 

L. 


Dr. DRAWINGS ACCOUNT Cr. 


19-- 


£ 

i. 

d. 

19 - 


1 

i £ 

5 

J III to 
Dec. 

To Cash 

500 



Deo. 31 

By Capital .\/c 

1 500 

1 



Dr. STOCK (r. 


19 - 


£ 

5. 

d. 

19— 


£ 

s 

d. 

Jan. 1 

To Balance . 

2,624 

17 

6 

Dec. 3! 

By Trading A/c 

2,624 

1 ’ 

6 

Def.3l 

To Trading A/c 

2,289 

15 

5 






Dr. 


CAPITAL ACCOUNT 

Cr. 


19 - 


£ 

s. 

d. 

19— 


1 

f. 

d. 

Dec. 31 ! 

To Drawing A/c 

.soo 

- 

- 

Jan. 1 

By Balance 

5,000 

- 

- 

31 

„ Balance c/d 

6,629 

17 

6 

June 30 

„ Cash • , 

1 ,(KK) 
275 


• 





Dec. 31 

„ Interest . 








M 01 

„ IVoht and Losi- 

854 

17 

6 



£7,129 

17 

6 

19 

* 

£7.129 

17 

6 





L 

Jan. 1 

By Balance b/d 

6,629 

r 
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QUESTIONS ON CHAPTER VI 

). Define the term “ self-balancing ledger/* 

2. State briefly the object of self-balancing ledgers. 

3. vVliat is meant by sectional balancing ** ? 

4. How are ledgers made self-balancing? 

5. Explain the nature and construction of an Adjustment Account/* 
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6. State briefly the principle of proof underlying the "Adjustment Account." 

7. Submit pro forma Adjustment Accounts for proving the Bought Ledger. 

8. Submit pro forma Adjustment Accounts for proving the Sales Ledger. 

9. Explain the connection between Adjustment Accounts and Total 
Checking Accounts. 

10. What objections are raised against the practice of having " contra " 
Adjustment Accounts? 


B # 

1. Submit rulings of the Purchases and Sales Books where the nature of 
the business necessitates departmental analysis as well as self>bahincing 
ledgers. 

2. Submit rulings of a Cash Book suitable for a business that divides its 
ledgers into sections (a) alphabetically, ip) departmentally. 

3. Submit pro forma Journal entries for constructing the Adjustment 
Accounts relative to the Ikiught I-edger. 

4. Submit pro forma Journal entries for constructing the Adjustment 
Accounts relative to the Sales Ledger. 

5. Supposing there are several small debit balances in the Bought Ledger, 
how should they be treated in preparing the Adjustment Account? 

6. Supposing there aie sundry small credit balances in the Sales Ledger, 
how will they affect the preparation of the Adjustment Account? 

7. How will personal items in the Petty Cash Book affect the Adjustment 
Accounts? 

8. How are centra accounts in the Bought Ledger dealt with when preparing 
the Salles Ledger Adjustment Accounts? 

9. What is meant by a " Special Transfer Journal " for use with self- 
balancing ledgers? Submit pro forma ruling of such a book, and explain 
the method of procedure in connection therewith. 

10. When the number of ledgers in use is too large for analytical columns 
t(^ be provided in the Cash and subsidiary books, how is the material fox 
Adjustment Accounts obtained. 


C 

1. What restricted meaning is sometimes applied to the term ** sectional 
balancing"? What advantages and disadvantages are there wdth regard 
to the procedure comprehended under this restricted meaning ? 

2. What is meant by the term " contra account " ? 

3. How are contra accounts usually settled ? What exceptions are there ? 

4. How does the transfer of contra accounts affect the Adjustment Accounts 
for the Bought and Sc^d Ledgers respectively ? Should such transfers be made 
direct from one ledger account to the other? Give reasons for your answer. 

5. How are the sundry debit balances in a Bought Ledger, and the sundry 
credit balances in a Sales Ledger, sometimes shown in the Balance Sheet, 
and why ? Give examples. How do such balances arise ? 

6. What differences of opinion exist in practice with regard to the question 
as to what accounts should be kept in the Private Ledger ? 

7. What is the modem tendency with regard ta ^e ledgering of nominal 
and real accounts? 

8. How can the Bank Balance be kept from the knowledge of the staff? 
Why is the Stock Account sometimes ’kept in the Private Ledger? 

9. Explain how a set of books may it kept and balanced by means of a 
monthly trial balance without giving the book-keeper access to the Private 
Ledger. 

10. Give ail example of the working of a Private Ledger Account in the 
General Ledger, and show the curiresponding accounts in the Private Ledger. 
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EXERCISE VI 

1. What do you understand by the “ sectional *’ S3rstem of balancing 
Ledgers? 

In the business of X, Y, Z & Co., the following books are in use : 1 " Bought ” 
Ledger, 2 " Sold ” Ledgers (" Town '* and '* Country "), 1 '* Private and 
Nominal ” Ledger, 1 Bank ** Cash Book, 1 Petty Cash ^ok, 2 Sales Books 
(** Town and “ Counti^ **). 1 Purchases Book, and 1 Journal. Explain 
briefly what alterations (if any), it would be necessary to effect in these books 
in order to introduce the ** sectional " system of balancing. {Lcndm Chamber 
e/ Commerce.) 

2. The following books are in use in a printing business, and are properly 

kept upon the ordinary double-entry system: C^h Book (bank items only), 
Petty Cash Book (for all cask payments). Purchases Journal, Sales Journal, 
two Personal Ledgers ("A,” town debtors, and country debtors). 

Bought Ledger, and Nominal Ledger. 

You are aslred to re-arrange toe sy^m of book-keeping so that every 
ledger may be self-balancing. How would you effect this? {London Chamber 
of Commerce.) 


3. Briefly describe the uses of the Journal; and give particulars of the 
entries you would expect to find in the Journal of a business in which the 
*' Sales " and ** Bought ** Ledgers were balanced independently, by means 
of adjustment accounts. {London Chamber of Commerce) 


4. John Garside keeps his “Sales” Ledger upon the '* sejf- balancing ” 
principle. 

Prepare the necessary ” adjustment account ” as on 3lsrt January, from 
the undermentioned particulars — 


Jan. 1. Total debtors' debit balances at this date were 
,, 31. Total goods sold to customers for the month . , 

„ 31. Total goods returned by customers for the month . 

31. Total cash received from customers for the month . 

„ 31. Total discount allowed to customers for the month 
„ 31. Total acceptances received from customers during the 

month 

„ 31. Total acceptances dishonoured by customers during the 
month ......... 


£12.542 

21.(’55S 

942 

I5,tv;i 

968 


3 471 
542 


(Rcyel Society of Arts,) 


5. Give suitable rulings for the Sales Journal of a wholesale business com- 
prising three departments, viz. : ” Mantles,” ” Dress Materials/* and ** Felts.” 
There are two Sales Ledgers in use, viz. : ** Town ” and ” Country,” and each 
Ledger is kept upon the self-balandng principle. (London Ckambor of Com- 
merce.) 


6. Rule a lonn of Cato Book which would be necessary in a business in 
which a General Ledger, two Bought Ledgers and two Sold Ledgers are in 
use, aU these Ledgers being ** self-balancisig.” Ba^lain Iniefly how you would 
put into practice the principles of ” keif 'balancing *' ledgers in connection 
with this Cash Book, (London dumber of Commerce.) 

7/Illtttorate the sectional system of self-balancing Ledgers by posting 
. direct from the exercise given below, aff the items necessary to form a complete 
Sales Le^r./zender it self-balancing, and tkke out a Trial Balance. 



SK1.F-BALANCING LEDGERS 


225 


Exercise 

On 1st March, Samuel Sparrow, Merchant, had Cash in hand. ^£360 10s. Od. ; 
Ck>ods on hand, jJ450 15s. Debtors: James Crow, £220 12s. 6d. ; Thomas 
Finch, £150 173. 6(1.; John Jay, £270 4s. 6d. Creditors: Louis Lark, £180 
17s. 9d. ; Robert Rook. £200 2s. 


£ 5. d. 


1. 

Samuel Sparrow drew Cash for Self 




20 

- 

- 

2. 

Received Cash from J. Crow . 




210 

— 

- 

2. 

Discount allowed in addition , 


.# 


10 

12 

6 

3. 

Paid for Postages .... 




1 

7 

e 

4. 

Cash Purchases .... 




210 

5 

3 

6. 

SoI<l Goods to J. Crow , 




175 

6 

8 

G. 

Charged him for Carriage pairl on above Goods 



1 

13 

4 

7. 

Received Cash of T. Finch . . , 




.147 

- 

- 

7. 

Discount allowed in addition . 




3 

17 

6 

8 

Paid Riites ..... 




4 

IS 

- 

9. 

Ca.sh Sales ..... 




1.30 

2 

6 

10. 

T. Finch bought Goods . . 




180 

13 

4 

n. 

Siiilcs to I.. T,ark .... 





- 


13. 

Paid L. Lark. Cash 




i27 

-■ 

- 

13. 

Received Discount from him . 




3 

17 

9 

U 

Sales to Hv. Robin 




135 

U 

8 

15, 

Purchases from L. Lark 




215 

10 

6 

16 

Paid R. Rook, Cash 




195 

- 

- 

16 

Received Discount from him , 




^5 

2 

3 

17, 

Received C4i,sh from Hy. Robin 




35 

n 

8 

18. 

J. Crow bought Goods . 




28 

10 

- 

20 

T?. Rook sold me Goods 




165 

6 

- 

21 

Received Cash of John Tav in full settlement 



255 

10 


21. 

Wrote off hi.s Rilancc as Bad Debt . 




14 

14 

6 

22 

Ik)ught Goods of Charles Wren 

, 



54 

2 

G 

23 

Received Ca.sh for a Bad Debt written off two years ago 

27 

*5 

.. 

24. 

Purchases from R. Rook 




45 

10 

2 

25. 

Paid R. Rook Cash . . . 




100 

- 


27. 

Received Cash from J. Crow . • 



, 

77 

- 

- 

28. 

Paid Wages . . . . • 

r 



IG 

17 

6 

29. 

Paid Rent . . • . . 

a 



25 


- 

31. 

Interest on Capital 

V 



4 

10 

- 

31. 

Stock on hand .... 




529 14 

9 


{National Union of Teachers.) 


8. The undermentipned particulars have been extracted from the books 
of Messrs. James Ogden ft Co,, who keep only one Sales Ledger. Yo\i are 
required to prepare the relative "Sales Ledger" and "General ledger" 
Adjustment Accounts as on 31st December. 


une 30. Debtors* Balances .... 
>ec. 31. Transactions for the half-year to date— 
Sales to Drs. .... 
Returns from Debtors . 

Cash received from Debtors - 
Discounts allowed to Debtors 
Acceptances received from I>ebtors 
Acceptances returned dishonoured . 
Bcid Debts written off 
Sundry chai^^es debited to Delators 


i <*• 

28,394 12 6 

58.421 10 8 
891 12 - 
41,344 8 6 
1,504 9 3 
4,210 1 2 
550 - - 
942 10 * 
29 4 8 


(Chartered A^mtanti^) 


Hues) 
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9. From the following particulars, write up A. Allott’s Bought Ledger 
for the month of January, and make it self-balancing. Take out a I'rial 
Balance in order to prove the accuracy of your work. 

I-^dger balances as at 1st January: S. Smith, >f206 17s. 8d. * B. Browm, 
;fl56 15s. 2d.; J. Jones, £78 I9s. lid.; T. Thompson, ^54 3s. 9d. ; H. H< \vilt, 
£168 13s. 6d. ; L. Lovejoy, £202 2s. 6d. 


His transactions for the month were as follows — 

Jan. 3. Bought of S. Smith, Gk>ods . . . • 

,, 5. Paid L. Lovejoy (Discount £9 4s. 9d.) • 

„ 10. Bought of B. Brown, Goods .... 

., 11. Returned Goods to J. Jones .... 

,, 12. Paid H. Hewitt on account .... 

„ 14. Accepte'd A. Brown's Draft (Discount £3 18^. 6d.) 

„ 17. Bought of J. Jones, Goods .... 

„ 19. Paid T. Thompson (Discount £2 14s. 2d.). 

„ 21. Bought of T. Thompson. Goods 

„ 23. Paid J. Jones on account .... 

„ 24. Bought of H. Hewitt, Goods .... 

„ 25. Paid B Brown (Discount £3 18s. 3d.) 

„ 26. Accepted H. Hewitt's Dralt (Discount £3 5s. 9d.) 

„ 28. Returned Goods to L. I./)vejoy 

„ 30. Bought of L. Lovejoy, Goods 

„ 31. Paid S Smith (Discount £10 6s. 1 1(1.) 


£ 5 . d. 

76 13 2 
175 10 10 
134 16 8 
13 14 8 

50 - - 

74 12 - 

55 2 11 

51 9 7 

66 4 9 
40 - - 

173 12 3 
74 6 5 
62 9 9 
17 6 U 
157 6 10 
196 10 9 


10. From the following particulars write up P. Zuckc'r’s Bonglit T.cdger 
for the month of March, and make it sell l»,dancing. Pro\o the au iuaoy 
of your work by drawing out a Trial Balance as at the end of the iiumth. 

The Creditors' balances as at 1st January were: 1., Luk(j, £265 16s. 4d. ; 
M. Matthew, £437 9s. 2d.; J. John, £185 18s. lid.; M. Mark, £206 16s. lOd.; 
P. Paul, £147 18s. 9d. ; S. Silas, £356 6s. 8d. 


Zuckcr’s transactions for the month were as follows — 

Mar. 4, Bought of L. Luke, Goods .... 

„ 6. Paid to S. Silas on account .... 

„ H . Bought of M. Matthew ..... 

„ 12. Accepted L. Luke's Draft (Di.scount, £8 Os. lOd.) 

„ 13. Returned Goods to P. Paul .... 

„ 13. Paid P. Paul (Discount. £6 Os. 5d.) . 

„ 18. Bought of J. John, Goods .... 

„ 20 Paid M. Mark (Discount, £10 6s. lOd.) 

22. Bought of M. Mark, Goods . . . • . 

„ 24 Paid J. John (Discount, £9 5s. lid.) 

„ 25. Bought of P. Paul, Goods .... 

„ 25. Accepted S. Silas' Draft (Discount, £10 6s. lOd.) 

„ 26. Paid M. Matthew on account .... 

„ 27. Returned Goods to M. Matthew 

30. Bought of S. Silas, Goods .... 

31. Paid L. Luke on account . . . . 


V .> 
80 - 
65 14 8 
152 16 
27 10 6 
114 7 10 
73 10 2 
196 10 - 
127 6 11 

176 13 - 
48 15 6 
196 9 1 
100 - - 
36 15 2 
165 18 10 
50 


11. You are rc'quired to write up, from the following particulars, E. Brock- 
welJ*.s Sales Ledger for the month of July. Make it self-balancing, and i)rove 
the accuracy of your work by means of a Trial Balance at the end of the 
month. 

The opening Ix-dgcir balances on 1st July were: B. Beard, £126 7s. 4d. ; 
C. Cowan, £137 10s. lid.; D. Doggctl®, £85 4s. 6d.; E. Eley, £97 133. iOd.} 
F. Foxwell, £175 15s. 2d.; G, Graves, £186 43. 8d. 
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The following were his transactions for the month-— 


July 


3. 

4. 

5. 

6 . 
10 . 
12 . 
17. 
19. 
21 . 
23. 

23. 

24. 

25. 

26. 

30. 

31. 


Sold Goods to B. Beard 

G. Graves returned Goods ..... 

Received from G. Graves (Discount, £8 2s. 3d.) 

F. Foxwell accepted our Draft (DiscotTnt, £4 15s. 9d.) 
Sold Goods to C. Cowan ...... 

Received Cash from F. Foxwell on account 
Sold Goods to D. Doggett . . . • . 

Received from E. Eley (Discount, £4 17s. 8d.) . • 

Sold Goods to E. Eley ...... 

Received from D. Doggett (Discount, £4 5s. 3d.) 

C. Cowan returned Goods . . . . . 

5>old Goods to F. Foxwell ..... 

Received from C. Cowan (Discount, £2 17s. 6d.) 

B. Beard accepted our Draft (Discount, £3 6s. lOd.) . 
Sold Goods to G. Graves . . . . . 

Received from B. Beard on account 
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£ 

I. 

d. 

62 

10 

8 

23 

19 

11 

154 

2 

6 

90 

19 

5 

74 

2 

11 

50 

- 


165 

17 

4 

92 

16 

2 

120 

13 

6 

80 

19 

3 

16 

12 

9 

88 

18 

8 

54 

12 

8 

63 

9 

10 

99 

19 

9 

40 

- 

- 


12. From the following particulars write up G. Gardener's Sales Ledger 
for thiT month of October. Make it self-balancing, and verify the accuracy 
of your work by drawing up a 'frial Balance as at the end of the month. 

The Debtors* balances on 1st October were: A. Andrews, £174 10s, 6d. | 
B. Binnie. ;^78 15s. 5d.; C. Carter, £168 16s. 8d.; O, Orford, £207 13s. 2d.| 
P. Peel, £126 ISs. lid.; T. Turner, £185 10s. lOd. 


Gardener’s transactions for the month were as follows — 


Oct. 


f* 

•f 

r> 




4. Sold Goods to A. Andrews . . . . . 

6. Received from T, Turner on account 

7. A. Andrews accepted our draft (Discount, £4 6s. 9d.) 

8. P. Peel returned Goods ...... 

1 1 . Sold Good.s to B. Binnie .... 

13 Received from P. Peel (Discount, £5 11s. Id.) . 

18. Sold Goods to C. Carter .... 

20 Received from O. Orford (Discount, jflO 7s. 8d.) 

22. Sold Goods to O. Orford .... 

23. B. Binnie returned Goods .... 

24 Jtcceivcd from C. Carter (Discount, £8 8s. lOd ) 

25. Sold Goods to P. Peel 

27. Received from B. Binnie (Discount, £8 2s. 3d.) 

29. T. Turner accepted our draft (Discount, £3 ISs. 8d.) 
31. Sold Goo<ft to T. Turner . . . 

31. Received from A. Andrews on account 


£ 5 . d, 

185 12 11 

70 - - 

82 8 5 
n 14 7 

196 10 10 

105 10 3 
156 11 5 

197 5 6 
163 12 7 

16 10 8 
160 7 10 
199 19 9 
154 2 6 

71 17 10 
187 17 8 

50 - - 


13. Oil 1st January, Graham and Winder, who were equal partners in a 
business, possessed the following Assets and Liabilities : Stock, £2,750 ; Cash» 
£1.725; Plant and Macliinery, £2,550; Creditors, £1,720; Debtors, £2,645. 
The Debtors and Creditors were as follows — 


D^iors. Creditors. 


Moore 

• £574 

Horsham . 

. £236 

Roberts • 

. 206 

Piggott , 

350 

Harrison 

. 495 

Manton . 

272 

Squires . 

. 369 

Coles • 

. 314 

Farrow , 

. 573 • 

Day 

. 285 

Lonsdale. 

. 428 

Bullcn • 

, 263 
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The following were their transactions for ilic month of January- 





Cash 

Discount 



Sah 

Received 

Allowed 



£ 

1 

L 

Moore 


276 

546 

28 

Roberts 


365 

193 

10 

Harrison 


198 

466 

29 

Squires 


. 457 

351 

18 

Farrow 

v< 

584 

545 

28 

L(>nsda.le 


343 

407 

21 




Cash 

Discount 



Purchases 

Paid 

Received 

Horsliiim 

• 

274 

225 

II 

Figgoit 


29S 

333 

17 

Manton 

• 

237 

259 

13 

Coles 

* 

196 

299 

15 

Day 


189 

271 

14 

llullen 


285 

250 

18 

Sundry Exs. 


263 


Graham 

, 


35 


Winder 

, 


35 


Salaries 



75 


\\ ?ige.s 

. 


125 



Record the above transactions in their proper Ledgers^ make thorn self- 
balancing, and extract Trial Balances. Close the books as at 3 1st January. 
Reserve £100 for Bad Debts, £12S for Outstanding Sundry Expenses, and 
provide for Depreciation of Plant and Machinery at the rate of 12 per cent jjer 
annum. Charge also Interest on Capital at 15 per cent per annum. Stock in 
hand Slst Januaiy was 


8 

13 

1 


14. H. Holland is in business, and on 1st January his assets and liabilities 
are: Cash, £50; Bank, £870} Stock, £1,000; Bills Receivable, £375; Furniture 
and Fixtures, £200; Plant and Machinery, £1,700; A. Ai'thur, Dr., £275 
16s. 4d. ; B, Brown, Dr., £361 I4s. 2d. ; F. Flower, Dr., £250 12s. 2d. ; C. Cook, 
Dr., £873 5s. lid.; BiUs Payable, £420; D. Dunlop, Cr., £174 I3s. 2d.; G. 
Garnet, Cr., £127 16s. lOd.; E. Ernest, Cr., £86 15.s. 9d. ; F. Franklin, Cr., 
^17 6s lOd. 

His transactions for the month are as follows — £ 

Jan. 4. Sold to A. Arthur, Goods . . . • • 359 

„ 4. Paid Wages 27 

., 7. Bought from D. Dunlop, Goods .... 612 

., 10. Received from B. Brown (Discount, £18 Is. 8i.) • 343 12 

, n. Paid Wages 31 14 

., 13. Sold to B. Brown, Goods ..... 246 10 

, 13. Paid D. Dunl^ (Discount, £8 14s. 8d.) . . . 165 18 

„ 14. Bought from £, Ernest, G^ds .... 459 3 

„ 15. Received from A. Arthur (Discount, £13 15s. 9d.) . 262 - 

15. B. Brown returned Goods 17 16 

15. F. Flower accepted our Draft (Discount, £12 10s. 7d.} 

' Bill No. 59, dated 13th Jan. at 2 m/d . . . 238 1 7 

„ 15. Paid Acceptance No. 86 ..... 270 - - 

„ 16. Bill Receivable No. 56 duly met at Bank . . 120 - - 

„ 56. Paid to E. Ernest (Discount, £4 6s. 9d.) . . . 82 9 - 

„ 18. Sold to F. Flower, Goods • • • . . 209 12 4 

18. Paid Wages 42 16 9 

, „ 19. Paid Acceptance No. 85 • . . • . • 150 - - 

V 21. Bought from F. Franklin, Goods • • • • 275 10 6 


d. 

7 

6 

7 
6 

8 
2 
6 
8 
7 
2 
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Jan. 22. 

Accepted G. Garnet's Draft (Discount, 7s. lOb.) 

i 

S. 

d. 



Acceptance No. 87, dated 21st Jan., at 2 m/d 

121 

9 

- 


22. 

Received from C. Cook (Discount, ^43 13s. 4d.) 

829 

12 

7 

#• 

23. 

Paid F. Franklin (Discount, /lO 17s. 4d.) . 

206 

9 

6 

n 

23 

Received payment of Bill No. 57 . 

155 

- 

— 

.1 

24. 

Bill No. 54. accepted by A. Arthur, returned by Bank 






dishonoured, noting charges, 7s. 6d. 

. 155 

7 

6 

ft 

2-1 

Bought fiom G. Garnet, Goods .... 

216 

12 

2 

tt 

24. 

Returned to F. Franklin. Goods . . • # • 

10 

12 

8 

»r 

25. 

Paid Wages ^ . 

30 

6 

10 


26. 

Bill Receivable No. 53 duly met .... 

100 

- 

- 


27. 

Sr.»ld to C. Cook, Goods 

316 

15 

8 

tt 

27. 

Drew for Self ....... 

50 

— 

_ 

1. 

31. 

Ready Money Purchases ..... 

24 

15 

2 

*» 

31 

Paid Salaries 

• 42 

10 

8 


31 

Paid Rent, Rates, and Taxes ..... 

27 

19 

6 

»r 

31. 

Paid Trade Expenses ...... 

17 

4 

11 


31. 

Ready Money Sales for month .... 

27 

13 

5 


You are required to record the above transactions in the proper subsidiary 
books, post to separate Ledgers and make them self-balancing, and to verify 
the accuracy of your work by extracting Trial Balances as at the end of the 
month 

15. Rework the model exercise on pages 195-7, but halving all the figures 
given. Ignore fractions of a penny. 

16. Rework the model exercise mentioned above, but doubling all the 
figures given. 

REVISION EXERCISE VI 

1. What is the difference (if any) between '* Fixed" and "Floating" 
assets? 

Designate to which class the undermentioned assets, the propert^^ of a 
boot manufacturer, belong — 

Book debts; stock-in-trade; consols jf200; plant and machiaery ( freehold 

land ; bills receivable ; goodwill ; patents. {London Chatnber oj Commerce.) 

2. What is the difference between a Trial Balance and a Balance Sheet ? 

Hie Dr. balance of a Personal Ac4:^ount amounting to |£250 hat been carried 

to the Revenue Account in error. How will this affect— 

(a) The Trial Balance, and (b) the Balance Sheet ? 

(NalionaJ i/nion oJ Teachers.) 

3. Richard Scott bought of the " Yorkshire Coal Company " 520 tons of 
Silkatone Coal, net m*trucks at the Colliery, 12s. 6d. per ton, with 9d. per ton 
added for waggon hire. He paid onc-half the amount in cash, and gave his 
acceptance at three months, dated 1st July, for the balance plus 5 per cent 
Discount on the Bill, and 1 per cent Commission. Show the entries as they 
would appear in the books of the Colliery Company. (London Chamber oJ 
Commerce.) 

4. What is a Profit and Loss Account? What is the nature of the various 
items of which it is composed, and on which side are such items recorded, 
and how is the final balance disposed of? (London Chamber of Commerce.) 

5. Make out the Trading Account *of the Flyaway Bicycle Co. from — 


Jan. 1. Stock of Finished Machines ...... ](9,600 

„ 1. Stock of Raw Materials ^ ...... 2,500 

Dec. 31. Materials purchased during year ..... 12.500 

„ 31. Productive Wages pai^ •. . . . . . 16,500 

„ 31. Manufacturing Expenses 4,600 
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Dec. 31. Sundry Branch Expenses ...... ^8,000 

„ 31. Travellers* Salaries ....... 3,000 

„ 31. Agents' Commissions ....... 1,800 

„ 31. Bad Debts 1,650 

.. 31. Depreciation of Machinery and Plant .... 1,250 

During the year 10,000 Machines were sold, realizing in the 

**^gi?rogale 105,000 

On the 31st December, the cost price value of the Raw Material 

on hand was , 2,200 

And the Stock of 460 Finished Machines on hand .... 3,680 


After making out the Trading Account, prepare a Profit and Loss Account. 
Also state what the Gross Profit on the yearns working was. (West Riding of 
Yorkshire) 

6. Record the following in the books of both parties; On 1st March, I. Iron 
accepts a three months* bill for £126 10s. 6d. drawn on Wm by S. Steel for 
the latter's benefit. Steel discounts the bill at the rate of 3J per cent, and at 
maturity forwards Iron a cheque with which to meet the bill. 

7. From the following particulars draw up, in two forms, the Balance 
Sheet of A. Allott and J. Jones, who are equal partners, as at 31st December — 

Bills Payable, £247. 

Bills Receivable, £844. 

Stock-in-trade, £1,200. 

Sundry Creditors, £1,140. 

Furniture and Fixtures, £120, less depreciation at 5 per cent per annum. 
Sundry Debtors, £2,800. 

A. Allott, Capital 1st January, £3,440. 

J. Jones, Capital 1st January, £3,440. 

Cash in hand, £29. 

Cash at Bank. £820. 

Cash on Deposit, £150. 

Loan from N, Notley, £750. 

Premises, £2,050, less depreciation, £50. 

Outstanding Expenses, £32. 

Plant and Machinery, £1,400, less depreciation at 10 per cent per annum. 
Unexpired Insurance, Telephone Rent, and Trade Subscriptions, £27. 
Goodwill, £730, less amount written off, £200. 

Investments, £500 Consols at 87. 

('onsignment Account, £450. 

Reserve for Bad Debts, £140. 

Reserves for Discount — on Debtors, £133, on Creditors, £57. 

I’artncrs* Drawings, £500 each, ^ ^ 

Net Profit for year, after charging the above reserves and depreciation and 
Interest on Capital at 5 per cent, £2,050. 

8. N. Norton has the following transactions with G. Gregory — 

19 .. 

Jan. 1. Sold Goods to Gregory, £280. 

Feb. 15. Received Cash from Gregory, £100. 

Mar. 2. Bought Goods from Gregory, £690. 

„ 3. Accepted Gregory's draft at 1 m/d for £200. 

Apr. 1 1 . Cash paid to Gregory, £200. 

„ 30. Goods sold to Gregory, £232, due end of May. 

May 11. Bought Good.^ from Gregf)ry, £170. 

„ 31. Sold Goods to Gregory, £250. 

June 15. Bought Goods from Gregory, £290. ^due end of July. 

Make out an Account Current to l>c t-cndereil by N. Norton at 30th Juno, 
bringing interest into account at the rate of S per cent per annum. 
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9. A merchant has bought goods due as under — 

^440 due 18th April. 

jf250 ,, 36 days after 18th April. 

73 „ 

;f7()0 „ 91 .. 

He wishes to pav for them on the average due date. What sum must he pay, 
and when must he pay it? 


10. J. Walters and B. Dove are in partnership as jftiners and Timber 
Merchants. 

The following balances were extracted from their books as on 30th J une — 


Purchases— 

£ 

B. Dove, Drawing A/c 


£ 

1,000 

Timber .... 

13,926 

Discount A/c {Dr. balance) 


91 

Ironmongery and General 


Mouldings Sales . 


9,766 

Stores 

421 

Weather Bar Sales , 


1,248 

Pamt’crs* and Polishers* 


Bad Debt Reserve 


207 

Materials 

197 

Advertising 


189 

Fuel and Oil . 

413 

Office Salaries 


851 

M.juufactured C^joils 

159 

Interest and Commission 


374 

Ciiul and Buildings 

14,661 

Postage and Telegrams 


132 

Machinery and l*laiit . 

6,743 

Rent, Rates, and Taxes 


513 

Boiler and Heating Apparatus 

498 

Legal Expoiisrs 6: Audit Fee 

127 

K< pairs and General Charges 

177 

Travelling Exjienscs . 


409 

L(»ose Tools as on 1st July . 

1,524 

Purchases Returns 


721 

Freight .... 

1,261 

Sales Returns 


1,624 

Siationciy 6c Oi'iu.*’ Expenses 

350 

Stock as on 1st July . 


8,742 

Electric Light 

92 

Sundry Debtors . , 


12,448 

Stable Kxp’cnses 

234 

„ Creditors . 


9,693 

Joiner Sales 

25.747 

Bills Receivable , . 

• 

271 

Wciges .... 

12.975 

Cash at Bank . • 


9 

Catalogues and Price Lists at 


,, in hand 


'i28 

cost .... 

122 

J. W’alters, Capital A,o 


20,231 

J, Walters, Drawing A/c 

1,500 

B. Dove, Capital A/C . 


17,217 


B(;forc closing the books, the following adjustinent.s are necessary — 

(1) Write olf £500 from the I^nd and BiiiUlings Account for depreciation 
on buildings. 

(2) Write off 10 per cent depreciation from llic Maclnnory and Plant and 
Boiler and Heating Apparatus Accounts. 

(3) Make the Rescr\ e for Bad Debts up to £500. 

(4) Cdiarge 5 pc]^ cent interest on Capital but not on Drawings. 

(5) Write off the whole of the cost of the catalogues and price lists. 

The Stock uu 30lh June wfis valued by the partners at £11,247, and the 
Loose Tools at £1,312. The piofits are shared as to thn-e-finbs to Walters 
and as to two-fiJ'ilis to J^ove. 

Bills Receivable, not due until after 30th June, amounting to £1,114, had 
been cliscoLinted prior to that date. 

Yon ar»‘ leqiiirod to pr(*pare Trading and Profit and Loss Accounts for the 
>ear ende<l 30th June, and a Balance Sheet as on that date. (Loncioi^ Chamber 
of Comnun o.) 



CHAPTER Vir 

RESERVES FOR BAD DEBTS AND DISCOUNTS 

Bad Debts Reserve. This is a charge made against profits in order 
to provide for pbssible bad debts. 

How the Amount of the Reserve is Ascertained. The amount of 
the Reserve is either the total of a specially compiled list of doubtful 
amounts, or a fixed percentage of the total debtors, or, in some 
cases a small percentage per cent and upwards) of the turnover 
or total sales, based on past experience. The bad debts, however, 
usually stand in direct relation to the debtors and not to the total 
sales, and the last-named method is only applicable where the debts 
are very numerous, and where the Bad Debts may be considered to 
be imiformly in proportion to the trade done. 

Object of Maki^ a Reserve. The object of making the Reserve 
isltrdf^ter to show the debtors on the Balance Sheet at their true 
value if possible. It is misleading to show, say, £5,000 Debtors as 
an asset on the Balance Sheet if at least 5 per cent of them, namely, 
£250, are possible bad debts. On the Balance Sheet, therefore, the 
Reserve, although a credit balance, is not placed on the liabilities 
side, but is shown on the assets side, as a deduction from the debtors. 

Methods of Creating a Reserve. Two methods are in use with 
regard to the construction of the Re.serve — 

1 . The amount of the Reserve is debited direct to Profit and Loss 
Account, and credited to a Bad Debts Reserve Account. 

2. The amount of the Reserve is debited to the Bad Debts 
Accouitt, and credited to a Bad Debts Reserve Account. In some 
cases, the Reserve is not placed in a separate account, but is brougiit 
down as a credit balance in the Bad Debts Account itself. 'Diis 
method (though quite usual commercially) is puzzling to a student, 
as it leaves room for doubt whether the item " B,ad Debts Account, 
credit balance," denotes some Bad Debts Recovered, or whether it 
stands for the Bad Debts Reserve. 

Objections have been raised against both ways. As regards the 
first way, it means that Profit and Loss Account must be opened 
bgfore the Trial Balance is completed; otherwise, the student work- 
ing a continuous exercise (i.e. one not in two separate parts) must 
omit the entry for the Bad Debts Reserve until he makes the Profit 
and Loss Account. With re^ct.to the second way, it is urged 
that the amount is not an actual bad debt, but only a possible bad 
debt, thereby showing a fictitious amount for Bad Debts, and, as 
a ;%^lt, renderii^ all comparisons of amounts for different years 
- ili^ocurate and misleading. * . 
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RESERVES FOR BAD DEBTS AND DISCoItI 

‘ ^ 

Methods of Dealing with the Reserve and the Bad Debts Account 
With respect to this, two methods obtain — 

1. The Bad Debts are transferred direct to the Profit and Loss 
Account, thus ignoring the Reserve created speciaJly to meet them. 
The two Reserves are then adjusted by themselves. If the old 
Reserve is not large enough, the extra amount required is debited 
to Profit and Loss Account, and credited (or added on) to the 
Reserve. If the old Reserve is too large, the amount beyond what 
is required is debited to (or subtracted from) the Reserve, and 
credited back to Profit and Loss Account. 

2. Tlie Bad Debts are transferred to the Reserve made specially 
for them, so far as it is sufficient to meet them. Any balance 
beyond the amount of the Reserve must be debited to Profit and 
Lo.ss Account, in addition to the amount of the new Reserve. 
Should, however, the Reserve be greater than the amount of the 
Bad Debts, then the surplus will be carried forward to the new 
l^escrve, and tlms reduce the amount debited to Profit and Loss 
Account in order to make the fresh Reserve. 

Example i. llie Bad Debts Reserve at 1st Jan. was £\2Q lOs. 6d. 
The Bad Debts during the year amounted to £105 11s. 9d The 
Debtors at 31st Dec. are £2,706 14s. 2d. Make a new Reserve of 
5 per cent. Show the Journal, Ledger, Profit and Loss, and Balance 
Sheet entries. 


First Method 


JOURNAL Dr. Cf. 


19.. 


£ 

s. 

d. 

£ 


d. 

Dec. 31 

Profit and Loss 

To Bad Debts . 

Transfer of balance. 

105 

11 

9 

105 

11 

9 

» 31 

Profit and Loss 

14 

16 

2 





To Bad iDebts Reserve 




14 

16 

O 

ite 


Additional amount required to 
raise Reserve from /120 10'^. 6d. 


1 






to /135 6s. 8d. (5% on i:2.706 
14s. 2d.). 








LEDGER 


Dr. BAD DEBTS O. 


Id-.- 


€ 

«. 

4 

19—“ 


£ 

s. 

A 

Jan. to 
Dec. 

To Sundry Dn. 

105 

11 

• 


Dec. 31 

By Proat and Lobs 
A/c , 

m 

11 

• 
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Dr. BAD DEBTS RESERVE Cr. 


la- 

Dec.31 

To Amount c/d 

£ 

135 

s. 

6 

1 

la- 
Jaa. 1 
Dec. 31 

By Balance 
„ Profit and Loss . 

£ 

120 

14 

5. 

10 

16 

rf. 

6 

2 



£135 


8 


j 


6 

8 


% 



— 

ilr 

Jan. 1 

By Balance b/d . j 

! 135 

i 

"T 

8 


Dr. PROFIT AND LOSS ACCOUNT 



£ 

s. 

d. 

£ 

s. 

d. 

To Bad Debts . . , . . 

„ Bad Debts Reserve 5% £2,706 14s. 2d. 

135 

6 

8 

105 

n 

9 

Less Old Reserve 

120 

10 

6 

14 

16 1 

2 


I 




BALANCE SHEET 






A ssets 

£ 

s. 


i 

r 

r. i 

A’. 

d. 

Sundry Debtors ..... 

2,706 

14 

2 



Less Bad Debts Reserve . 

135 

6 

8 

||«7, 

7 

6 








Alternative Method 


JOURNAL Dr. Cr. 


19.. 


1^5 

s. 

d. 

£ 


d. 

Dec. 31 

Bad Debts Reserve 

To Bad Debts . 

Transfer of balance. 

11 

9 

105 

11 

9 


.. 31 

Bad Debts .... 

120 

7 

11 





To Bad Debts Reserve 




120 

7 

11 


Additional amount required to 
raise balance of Reserve from 








^14 183. 9d. to £135 6s. 8d. 
(5% on £2,706 14s. 2d.) 


i 

« 




.. 31 

Profit and Loss 

To Bad Debts . 

Transfer of balance. 

120 

7 

11 

120 

7 

11 


LEDGER 


Dr. BAD DEBTS Cr. 


la- 


i 

«. 

d. 

« 

19 - 


£ 


d. 

Jao. to 

To Sundry Dn. 

105 

11 

9 

Dec. 31 

By Bad Debts 

105 



Dec. 





Reserve . 

11 

9 

Dec. 31 

„ Bad Debts 




.. 31 

„ Profit and Loss . 

120 

7 

11 


Reserve . 

120 

7 

U 

• 





’ , 


^2r 

"ib" 

8 



■^5* 

19 

8 

. .. * 




******* 




„ . - J 
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RESERVES FOR BAD DEBTS AN]y>-DlSicOlMTS 
BAD DEBTS RESERVE 


Cr. 


19 - 
Dec, 31 
„ 31 

To Bad Debl3 . 

,, Balance c/d . 

£ 

103 

135 

5. 

11 

0 

d. 

9 

8 

19— 
Jan. 1 
Dec. 31 

By Balance 
„ Bad Debts . 

120 

120 

5 . 

10 

7 

d. 

6 

n 



£2*0 

Jli 

5 

19— 
Jan. 1 


.£:240 

18 

5 






By Balance b/d 

« 

135 

6 

"T 


nr. PROFIT AND LOSS ACCOUNT 


To Bad Debts . . . . « 

£ 

5 . 

d. 

£ 

120 

s. 

1 

dr 

11 

BALANCE SHEET 






Assets 

m 


n 

£ 

■ 

■ 

Sundry Debtors ..... 

RBifl 


2 




Lei>s Bad Debts Reserve , 



8 





s 

Bli 

H 

2,571 

■ 

6 


Example 2 . On 1st Jan. the Bad Debts Reserve was £86 10s. lid. 
The Bad Debts during the year amoiinted to £115 3s. 8d. The 
Debtors at 31st Dec. are £2,846 15s. 5d., and a new Reserve of 5 
per cent thereof is required. Make the necessary Journal and I-edger 
entries, and sliow the Profit and Loss Account and Balance Sheet. 


First Method 


JOURNAL Dr. Cr. 


19.. 


£ 

H 

n 

£ 

s. 

d. 

Dec. 31 

Profit and Loss 

115 

3 

8 





To Bad Debts . 




115 

3 

8 


Transfer of balance. 

• 







31 

Profit and Loss 

To Bad Debts Reserve 
Additional amoaut required to 
raise Reserve from /8G 10s. 1 Id. 
to £142 6s. 9d. (5®% on £2.846 
15s. 5d.). 






10 


^.EDGER 

Dr. BAD DEBTS Cr. 


19 - 


■n 

■ 



By Profit and Loss 
A/c 

i 


A 

Jnn. to 
Dec, 

To Soudry Dre. 

■ 

3 



115 

3 
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Df, BAD DEBTS RESERVE O. 


la— 

Dec. 91 

To Amoimt o/d 

4 

i. 

9 

d, 

a 

19— 
Jaa. 1 
Dec. 31 

Bv Oalance 

Profit and Loos 
A/c 

£ 

86 

55 

J. 

10 

15 

d. 

11 

10 



£142 

0 

nr 

la— 
Jan. t 


£142 

6 

9 






By Balance b/d 

' 142 

6 

"nr 


Dr, PROFIT AND LOSS ACCOUNT 



£ 

5. 

d. 

£ 

f. 

d. 

To Bad Debts 




115 

3 

S 

„ Bad Debts Reserve 5% ^2,846 ISs. Sd. 

142 

6 

9 




Less Old Reserve 

86 

10 

11 

55 

15 

10 



1 



BALANCE SHEET 


AssiU 

£ 

s. 

d. 

£ 

5. 

d. 

Sundry Debtotl ..... 

2.846 

15 

5 




Lehs Bad Debts Reserve . 

142 

6 

9 

2,704 

1 

8 

8 






Alternative Method 


JOURNAL Dr, Cr. 


19.. 



m 

H 

£ 

5. 

d. 

Dec. 31 

Bad Debts Reserve . 

To Bad Debts , 

Transfer of balance. 

86 

10 

11 

86 

10 

11 

.. 31 

Bad Debts .... 

142 

6 

9 





To Bad Debts Reserve 




142 

6 

9 


Amount required for new 
Reserve (5% on ;£2,846 15s. 5d.) 



« 


1 


.. 31 

Profit and Loss 

To Bod Debts . 

Transfer of balance. 

170 

19 

6 

170 

19 

6 


LEDGER 


Dr, BAD DEBTS 


19— 
Jan. to 
Dec. 
Dec. 31 

To Sundry Dcs. 

„ Bad Debts 

Reserve . 

D 

B 

m 

B 

ft- 

Dee.31 

aa 

By Bed Debts 
Reservs . 

,, Profit snd Loss 
A/c 




B 

i 

# 



Cr. 


86 

170 

$ 

10 

19 

d. 

It 

0 

m 

ED 

5 
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RESERVES FOR BAO DEBTS AW'D blX^NTS 
Df. BAD DEBTS RESERVE O. 


19- 


£ 

». 

4. 

19— 


£ ^ a. 

A 

Dec. 31 

To Hnd Debts . 

88 

10 

11 

Jan. 1 

Dv Bala; c« 


11 

31 

„ Balance c/d 

142 

6 

9 

Dec. .31 

Bad Debts . 

14'? ! 8 

9 



£228 

17 

8 

to 

' V 

4 ^-^ i 

8 



1 

1 


Jan. 1 

By Balance b/d 

^ 

142 1 6 

9 


Dr, PROFIT AND LOSS CCOUNT 


11 

=r;r.;a 




P / 

S. 

d. 

£ i 

d. 

To Bad Debts . . . . . i| 

!i 



170 j 19 

C^ 


BALANCE SilliET 


A ssets 


■■ 

■ 

H 

£ 

5. 

d. 

Sundry Debtors . 




5 




Less Bad Debts Reserve . 


Km 

jBI 

9 

2,704 ; 

8 

8 



BB 


■I 




Example 3 , On 1 st Jan. the Bad Debts Reserve was /206 12s. 9d. 
The Bad Debts during the year amounted to £5v5 5s. 8 rl. Ttio 
De btors at 31st Dec. arc £2,427 16s. 7d., and a new Resrrvo ol 
5 ]^er cent is required. Make the necessary Journal and Ledgei 
entiic.s, and show also the Profit and Loss Account and Balance 
Sheet. 

First Method 


JOURNAL Dr Cr. 


19.. 



s. 

d. 

£ 

j. 

d. 

Dec. 31 

Profit and Loss A/c 

To Bad Debts 

Transfer of balance. 

55 

5 

8 

55 

5 

8 

.. 31 

4 

Bad Debts Reserve 

To Profit and Loss A/c 
Amount credited back to Profit 
and Loss A/c in order to reduce 
Reserve mm £206 12s. 9d. 
to £121 7s. lOd. (5% on £2,427 

85 

4 

11 

85 

4 

11 


I6s. 7d. 








J-EDGER 

Of. BAD DEBTS Cf, 


19— 


■1 

H 

H 




5 . 

4. 

Jan. to 
Dec. 

To Sundry Drs. 

1 

I 

1 



55 

5 

i: 
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Dr. BAD DEBTS RESERVE Cr. 


19- 
Dec. 31 

.. 31 

To Profit and Loss 
A/c . 

,, Balance c/d 

£ 

85 

121 

s. 

4 

7 

d. 

11 

10 

19— 
Jan. 1 

By Balance 

£ 

206 

s. 

12 

d. 

9 



£206 

12 

9 

19 


£206 

12 

9 


^ 




Jan. 1 

By Balance b/d 

121 




Dr, PROFIT AND LOSS ACCOUNT Cr. 



in 

t. 

d. 


£ 

s. 

d. 

To Bad Debts 


5 

8 

By Bad Debts Reserve — 








out Reserve £206 12 9 








LrssNcw „ 121 7 10 





■ 




85 

4 

11 


BALANCE SHEET 


Assets 

£ 

s. 

d. 

£ 

s. 

(L 

Sundry Debtors . 

Less Bad Debts Reserve . 

2,427 

121 

16 

7 

7 

10 

2.306 

8 

1 

9 


Alternative Method 

JOURNAL Dr, Cr. 


19.. 


£ 

■ 

■ 



H 

Dec. 31 

Bad Debts Reserve 

To Bad Debts . 

Transfer of balance. 

55 

5 

8 



8 

.. 31 

Bad Debts Reserve 

To Profit and Loss 

Amount credited back to Profit 
and Loss A/c to reduce Reserve 
from;{151 7s. Id.to^JlEl 7s. lOd. 
(5% on £2.427 I6s. 7d.) 

29 

19 






LEDGER 

Dr. BAD DEBTS Cr. 



To Sundry Drs. 

1. 

«. 

5 

d. 

6 

1^ 

Dec. 31 

By Bad Debts 
Reserve . 

£ 

55 

s. 

5 

"d. 

8 

Dr. 


BAD DEBTS RESERVE 


Cr. 

19— 
Dec 81 
31 

.. 31 

To Bad Debts ; 

Profit and l4)88 
.4/6 

BaluTK'e c/d 

U 

29 

121 

f. 

5 

19 

7 

d. 

8 

8 

10 

19— 

Jan. 1 

By Balance 

2& 

s. 

12 

~ d. 

9 



f208 

12 

9 



£206 

12 

9 ’ 






Ja^. 1 

J8y Balance b/d 

121 

7 

10 
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Other Methods. Commercial practice in some parts of the coun- 
try favours the method of bringing down the Reserve in the Bad 
Dc^bts Account itself, the argument being that it is preferable to 
show the total amount of Bad Debts (including Reserve) for the 
Profit and Loss Account in one sum, as this facilitates comparison 
of one year with another. The following workings of the examples 
given will exemplify this practice — 


Example i — 

Dr. BAD DEBTS Cr. 


19 - 

— ■— -- 


$. 


19- 


i 


d. 

jail to 

Tr» Sundry TVbtdrs . 

105 

11 

9 

Jan 1 

By Balance b/f 

120 

10 

6 

lXi\ 
Doc. 31 

„ Kcser\c~ 

Us. 2d c/d 

135 

s 

8 

Dec. 31 

„ Profit and • 

120 

7 

n 


! 

1 iTw" 

IS 1 

r's 

1 

19 - 
Jan. 1 

By Balance b/d .|j 

£240 

j ; 

! 


5 

8 


Example 2 — 

Dr. BAD lU-BTS ' Cr. 

I'i). '.. I Z d. 19— i i. ' dr 

.Ian. (o To Sundry Debtors . 115 3 8 Jau. 1 By Bala’K * b/1 .1 86 10 11 ^ 

Dec. j 

Dec. 31 „ Rt^ervc~5% i 

£2.S4r. 15s. 5d.c/d 142 6 9 Dec. 31 „ Profit and Los* . 170 19 8 

• £257 10 5 £257 10 5 

Jan. 1 By Balance b/d . 142 6 9 


Example 3 — 

Dr. BAD DEBTS Cr, 
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RESERVES FOR . DISCOUNT 

Reserve for Discount on Debtors. This is a charge made against 
proff&rih'order to provide for an expected loss in the shape of 
discounts that will have to be allowed to the firm's debtors on 
payment of their accounts. 

Reserve for Dhcount on Creditors. This is an addition U) the 
profits, to provide for those discounts expected to be received on 
payment of the firm's creditors. 

Object of Making Discount Reserves. The object of making 
reserves for discoimt is that the Debtors and Ci editors shall appear 
on the Balance Sheet at their Inie value; otherwise, sliould be 
overstating both our assets and liabilities. For this reason, tlierefore, 
such Reserves are usually shown on the Balance Sheet as deductions 
from the Debtors and Creditors respectively. 

Arguments For and Against Discount Reserves. Some account- 
ants urge that discounts expected to be allowed, and received, 
should not be taken into account at all ; that these discounts should, 
properly speaking, appear only in the same period as the Cash 
receipts or payments to which they belong. One argument for 
them has afready been mentioned, namely, the othfTwise over- 
stating of the Debtors and Creditors. Another argument urged in 
their fevour is, that the Debtors are the result of sales, and that 
on each sale a certain amount of profit has been taken credit for, 
even though the debt has not actually been paid, and that the 
discount to be allowed to the debtor on pa3mient of the account is 
really a reduction of tliat profit to a smaller amount, and should, 
therefore, fall in the same period as the one in which the profit has 
been shown ; so that only the exact amount of profit on each sale 
shall be taken credit for. And if it be right thus to anticipate the 
profit on the sale (for the profit is not re^y made unless and until 
the debt is actually paid), it surely cannot be wrong to anticipate 
any loss that will be made in the realizing of such profit. 

Methods of Making the Reserves. The Reserves are made by 
means of a Journal entry direct to Profit and Loss Account. Another 
method is to debit or credit them to the Discount Account. The 
objection to the latter method is that these amounts are not actual 
di^ounts but only Reserves. 

How the Amounts of the Reserves are Arrived At. The Discount 
Reserves may be the amounts of specially compiled lists of dis- 
counts allowable and receivable, but, generally speaking, they are 
calculated by means of a fixed pertentage on the amount of the 
outstanding Debtors and Creditors. Any new Reserves that are 
made must, of course, be adjusted each year with the old ones, as 
we do not require double Reserves. The method of treatment is 
similar to that adopted with Reserves fdr Bad Debts. 
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Note on Reserve for Discount on Debtors. 'The Reserve for Dis- 
count on Debtors should, properly speaking, be calculated on the 
good Debtors, that is, on ttie amount of the Debtors less the new 
Had Debts Reserve (if any). A debt cannot be both good and bad. 
If we reserve for it being bad, we shall not require dUiseount on it. 
On the other hand, should the debt turn out good, then the amount 
we have reserved for it as a bad debt will be irguch greater tlian 
the discount allowed on it. To make ample provision for losses is all 
that is required ; there is no object in making excessive provision. 

Example i. The Simdry Debtors at 31st Dec. are £4,726 15s. 9d. 
A Bad Debts Reserve of 5 per cent is made, and also a. Discount 
Reserve of 5 per cent. The Discounts Allowed during the year 
amounted to £167 2s. lid. The Discount Reserve on 1st Jan. was 
£200 13s. 6d. Show tlie Journal, Ledger, Profit and Loss, and 
Balance Sheet entries relating to Discount. 


First Method 



JOURNA!-^ 


Dr. 



Cr. 


19,. 



s. 

d. 

£ 

$. 

d. 

Dec. 31 

Profit and Ljss A/c 

To Discounts Allowed 
Transfer of balance. 

167 

2 

11 

167 

2 

11 

31 

Profit and Loss A/c 

23 

16 

11 





To Reserve for Discount on 






1 


Drs. .... 




IS i 

18 

! 


Amount required to raise old 
Reserve from ;f200 13s, 6d, to 
j£224 lOs. 5d. (5% on £4,490 
9s, Od., viz. £4,726 15s. 9d., 








less Reserve for Bad Debts, 
£236 6s. 9d.) 



1 

1 

1 

I 




, LEDGER 

XV. DISCOUNT ALLOWED Cr. 


19— 
Dec. 81 

ToSuwlriee . 

4 

B 

B 




B 

B 

XV. 

RESERVE FOR DISCOUNT ON DEBTORS 


o. 

la- 

Dee^il 

To Belenwi c/d 

H 

m 

m 

19— 
Jen. 1 
Deo. 31 

By Balence 
„ Profit end lam 
A/c 

2^ 

23 

5 . 

13 

16 

d. 

6 

tl 



i£224 

10 





m 

5 






Jeau 1 

By BeUwee b/d 


D 
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Dr. PROFIT AND LOSS ACCOUNT 



£ 

s. 

d. 

£ 

s. 

d. 

To Discounts Allowed 
„ Reserve for Discount on Debtors 

224 

10 

5 

167 

2 

11 

Less Old Reserve 

200 

13 

6 

23 

16 

11 

% 








BALANCE SHEET 


Assets 



£ 

5 . 

d. 

£ 

s. 

d. 

Sundry Debtors . . , 



4,726 

15 

9 




Less Bad Debts Reserve « 

• 

• 

236 

6 

9 







4,490 

H 

__ 




Less Discount Reserve • 

• 

• 

224 

m 

5 

4,265 

IS 

7 





m 




Alternative Method 


JOURNAL Dr. Cr. 


19.. 


£ 

s. 

d. 

£ 

s. 

d. 

Dec. 31 

Reserve for Discount on Drs. . 

To Discounts Allowed 
Transfer of balance. 

167 

2 

11 

167 

2 

11 

.. 31 

Discounts Allowed 

190 

19 

10 





To Reserve for Discount on 








Drs, , . , . 




190 

19 

10 


Additional amount required to 
raise Old Reserve from £32 
10s. 7d. to /224 10s. 5d. (as 
above). 







.. 31 

Profit and Loss A/c 

To Discounts Allowed 
Transfer of balance. 

190 

19 

K) 

190 

19 

10 


Dr, 


LEDGER 

DISCOUNTS ALLOWED 


Cr. 


19— 
Jan. to 
Dec. 
Dec. 31 

To Sundries 

„ Discount Re< 
serve 

167 

190 

s. 

2 

19 

d. 

11 

10 

18— 
Dec. 31 

„ SI 

By Discount Re- 
serve 

„ Profit and Loss . 

i 

107 

190 

s. 

2 

19 



£358 

2 

9 

9 



2 


t .* 






1 




















To Discounts Allowed 



Example 2. On 1st Jan. the Reserve for Discount on Creditors 
was £120 6s. 8d. The Discounts Received during the year amounted 
to £104 11s. 4d. ITie Creditors at 31st Dec. are £4,983 14s. 7d.. and 
a new Reserve of 2 J per cent is required. Show the Jonrudi, Ledger, 
Profit and Loss, and Balance Sheet entries relating to Discount. 

First Method 


JOURNAL Dr. Cr. 


19.. 


i 

H 

■ 

£ 

■ 

■ 

Dec. 31 

Discounts Received 

104 

Bn 

Hn 


HB 



To Profit and Loss A/c 
Transfer of balance. 


n 

n 

104 

D 

■ 

.. 31 

Reserve for Discount on Crs. . 

4 







To Profit and Loss A/c 
Additional amount required to 


H 


4 1 

B 

2 

1 

raise Reserve from £120 6s. 8d. 
to £124 11s. lOd. (2J% on 


H 






£4,983 14s. 7d.) 

1 

1 

1 





LEDGER 


Dr. DISCOUNTS RECEIVED Cr. 
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Dr, RESERVE FOR DISCOUNT ON CREDITORS Cr. 


19 -- 
Jan. 1 
Dec. 31 

To Balance 
„ ProAt and Loss . 

120 

4 

s. 

6 

S 

d. 

8 

2 

19— 
Dec. 31 

By BaUinoe c/d 


s. 

11 

d. 

10 

19 - 
Jan. 1 


fliil 

11 

10 



£124 

1 

10 

To Balance b/d 

124 

11 

"iT 




r 



^ PROFIT AND LOSS ACCOUNT Cr. 



1 

LidbiliiiBs 

L 

5. 

i 

d. 

i 

5. 

d. 

Sundry Creditors .... 

4,983 

14 

1 




Less Di.scouut Reserve 

124 

11 

10 





1 

1 

1 1 

1 ! 


4.859 

t 

2 

9 


Alternative Method 

JOURNAL Dr Cr. 


19.. 

Dec. 31 

Discount Received. 

To Reserve for Discount on 
Crs. .... 

Transfer of balance. 

i 

104 

s. 

11 

d, 

4 

i 

104 

s, 

11 

d, 

4 

31 

Reserve for Discount on Crs. . 

To Discounts Received 
Additional amount required to 
raise Reserve from £15 15s. 4d. 
to £124 11s. lOd. (as above) 

108 

16 

6 

• 

1U8 

16 

6 

.. 31 i 

Discounts Received 

To Profit and Loss A/c 
Transfer of balance. 

108 

16 

6 

108 

16 

6 


LBDGEIi 


Dr, DISCOUNTS RECEIVF-D Cr. 





Ml 

mm 




■■ 

H 



£ 


mm 



MS 











11 

H 



104 


4 






. 31 




6 

mnn 


108 

16 

6 

■ 



i 

E 

■IB 


£213 

; 

10 
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Dr. RESERVE FOR DISCOUNT ON CREDITORS Cr. 




f, 

i. 

4. 

19- 


1 

£ 1 5. 

4, 

J.1I1 1 

To Balance 

120 

6 

8 

Dec. 31 

By DiscodmI''' Re- 

i 


Hpc. 31 

„ Re- 





ccivcii 

104 1 11 

« 4 


CPI veil 

108 

18 

6 

.. 31 

, Balance c/d 

124 ! II 

10 

1 ^ 

, 

£229' 

3 

2 



£129 ; 3 

2 

1 5r~ 

Jan, 1 

To Balance bM .| 

124 

11 

B 



I i 



PROFIT AND LOSS ACCOUNT Cr. 


By Discounts Received 


£ 

B 

B 


5. 

16 

d. 

6 


BALANCE SHEET 






LiahilUiss 


IM 

5. 

H 

■ 

■ 


Sundry Creditors 

. * 


14 

lo 




I.SSS Discount Reserv'e 

* • • 


11 


mUm 





BB 

H 

B 





Supposing we had placed the Rc-erves in both examples in the 
‘discount Account instead of in separate Reserve Arcounts, as is 
j sometinu's done, the Discount Account would appear as undor— 


Dr. DISCOUNT Cr. 


19— 
]an 1 
Dec, 31 

» 31 

To Balance 
,, Snndj'iee 
„ Reserve oa Dr», 
c/d 

£ 

120 

167 

224 

a. 

6 

2 

10 

4. 

8 

11 

S 

19— 
Jan. 1 
Dec. 31 

31 

« 31 

By Balance 
„ Snndriet 
„ Reserve on Ccs. 
c/d . 

„ Profit and Loss 
Acoon&t . 

104 

124 

82 

s. 

13 

n 

11 

3 

d. 

ti 

4 

10 

4 



EH 

- 

- 



£512 

- 

- 

19 — 
Jan. 1 

To Balance b/d a 

124 

*n" 

10 

Jan. X 

By Balance b/d 

224 

1 

I 


This method, although shown for the purpose of infonnation, 
is not recommended to the student, as it is rather complicated; 
and it is also very confusing to have two balances in one account. 
From the commerdal point, also, it is better to be able to see at a 
glance the amount of the d^ount allowed and 6l that received. 

Other Methods. As with th^e Bad Debts Reserve so also with 
the Discount Reserve, some accountants favour the method of 
bringing down the Reserve in the Discount Account itself. The 
advantage claimed for it is that the total amount of Discount 
(induing Reserve) for the Profit and Loss Account is ^wn in 
■ont sum, and this lacilitates comparison of one jrear with auothery 
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The following workings of the examples given will exemplify this 
practice — 


Enample i — 

Dr. DISCOUNTS ALLOWED Cr. 



Example 2 — 

Dr. DISCOUNTS RECEIVED Cr. 


19— 
Jaa. 1 

To Balance 

120 

6 

d. 

8 

19— 
Jan. to 
Dec. 
Dec. 31 

By Sundries 

£ 

104 

s. 

11 

d. 

4 

Dec. 31 

„ Profit and Loea . 

108 

16 

6 

„ Reset ve on Crs. 
2*%, £4,S)»3 

14s. 7d. c/d . 

124 

11 

10 

19— 
Jan. 1 


£229 

3 

2 



£229 

3 

2 

To Balance b/d 

124 

"TT 

a 



1 




QUESTIONS ON CHAP7ER VII 

1. Deline ** Bad Debts Reserve/* 

2. How is the amount of the Bad Debts Reserve arrived at? What objec- 
tion is there to taking a percentage of the sales? 

3. What is the object of making a Bad Debts Reserve? 

4 . Explain briefly the two methods of creating a Bad Debts Reserve, an/' 
also the objections raised against them. 

5. E^mlain briefly the difierent methods of treating the Bad Debts Reserve 
and Bad Debts respectively. 

6. Define the following: ** Reserve for Discount on pebtors/' " Reserve 
lor Discount on Creditors/* 

7. What is the object of making Discount Reserves? 

8. State briefly some of the arguments for and against making Reserves 
for Discount. 

9. What different methods are there of making the l>iscount Reserves? 

10. How is the amount of the Discount Reserve ascertained ? 

11. Should a Discoimt Reserve be calculated on the full amount of the 
Debtors or not? Give reasons for your answer. 

EXERCISE VII 

1. The Bad Debts Reserve on 1st January was i725 ISs. 6d. The Bad 
debts during the year amounted to £630 lOs. 6d. The Sundry Debtors on 
3 1 St December are £16,368 16.s 3d., and ^ew Reserve of 5 per cent is required. 
Show (both ways) the Journal, Ledger, rfofit and Ix)ss Account, and Balance*. 
Sheet entries. 
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2. The Bad Debts Reserve on 1st January was /575 13s. 9d. The Bad 
debts during the year amounted to £121 14s. 2d. The Sundry Debtors at 31st 
Dcjccmbcr are 13,626 15s. 8d., and a new Reserve of 5 per cent is required. 
Make the necessary Journal entries (both ways), and show also the ledger. 
Profit and J^ss Account, and Balance Sheet. 

3. The Sundry Debtors at 31st December are ;£10,972 17s. 4d. There was no 
old Bad Debts Reserve, but as the Bad Debts during the year amounted to 
£327 16s. 9d., it was decided to create a Reserve of 5 pe» cent for future bad 
debts. Make the necessary entries (both ways) in the Journal, Ledger, and 
Profit and Loss Account, and show also the Glance Sheet. 

4. The Bad Debts Reserve on 1st January was £268 16s. 7d. The Bad 
Debts during the year amounted to £62 15s. lOd. The Sundry Debtors at 
31st December are £3,826 I3s. 6d., and a new Reserve of 5 per cent is required. 
•Make (both ways) the necessary Journal entries, and show the Ledger Accounts 
tlio Profit and Loss Account, and Balance Sheet. 

5. The Bad Debts Reserve on 1st January was £56 10s. 6d. The Sundry 
Debtors at 31st December are £1,026 8s. lOd. There were no Bad Debts during 
the year, and so it is decided to abolish the Reserve. Make the necessary 
entries (both ways) in the Journal, and show the Ledger, Profit and Loss 
Account, .and Balance Sheet. 

6. The Bad Debts Reserve on 1st January was £147 13s. 8d. The Bad 
Debts during the year amounted to £27 10s. 4d. The Sundry Debtors at 31st 
December are £2,806 15s. 5d., and it is decided to make no further increase 
in the Reserve. Show the Journal entries (both ways) and the Ledger, Profit 
and I-oss Account, and Balance Sheet. 

7. The Sundry Debtors on 31st December arc £4,361 10s. 1 Id. A Bad Debts 
Rt'-^erve of 5 par c(‘nt is made, and a Discount Reserve of 5 per cent is required 
The Discounts Allowed during the year amounted to £163 17s. 8d,, ?*t: J there 
was an Old Discount Reserve of £175 I5s. 6d. Make (both wav' the necessary 
cntrie.s relating to discount in the Journal, Ledger, Profit and Loss Account, 
and show the Balance Sheet. 

8. The Sundry Debtors on 31st Decembc i aro £3,897 15s. 4d. A Bad Debts 
Reserve of 5 per cent is made, and a Discount Reserve of 5 per cent is required. 
The Discounts Allowed during the year amounted to £126 13s. 3d., and there 
was an old Discount Reserve of £106 16s. 2d. Show tlie Journal, Ledger, 
Profit and Loss Account, and Balance Sheet entries relating to Discount. 

9. The Sundry Q^btors at 31st December are £2,965 2s. lOd. A Bad Debts 
Rcscive of 5 per cent is made, and a Discount Reserve of 5 per cent is required. 
The Discounts Allowed during the year amounted to £56 99. 9d., and there 
was an old Discount Reserve of £250 14s. 4d. Show the Journal, Ledger, 
Profit and Loss Account, and Balance Sheet entries relating to Discount. 

10. On 1st January the Reserve for Discount on Creditors was £120 10s. 6d. 
The Discounts Received during the year amounted to £110 16s. 6d. The 
Creditors on 31st December are £4,947 17s. 5d., and a new Reserve of 2| per 
cent is required. Show (both ways) the Journal, Ledger, Profit and Lm 
A ccount, and Balance Sheet entries relating to Discount. 

11. On 1st January the Reserve for Discount on Creditors was £160 13s. 6d. 

The Discounts Received during the year amounted to £187 16s. 5d. The 
Creditors at 31st December are £6.626 10s. l id., and a new Reserve of 2} per 
cent is required. Slww (both way's) the Journal, Ledger, Profit and Loss 
Account, and Balance Sheet entries relating to Discount. ^ 
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12. On Isrt January, the Rcsvtvc for Discount on Ci editors was ;£157 9s. 9d. 
The Discounts Received during the year amounted to 12s. 2d. The 
Cretlitors at 31st December are ;f5,340 18s. lOd., and a new Reserve of 2^ 
per cent is re<iuinxl. Show (both w^ays) the Journal, Ledger, Profit and Lo.ss 
Account, and Balance Sheet entries relating to Discount. 

13. Show the necessary Ledger entries to describe the following — 

(а) Jan. 1. Bad Debts Reserve of £860 standing on the books. 

(б) Dec. 31. TotJil of Bad Debts Account, £1,000. 

(c) ,, 31. Adjust tlie Re.serve Account so that it may show a Reserve of 

7J per cent on the Book Debts, which are £15,000. 

(if) Assuming that business has Ijeen continued for another twelve months, 

i.e. up to 31st December, the Bad Debts are then £1,100. Adjust the Reserve, 
so that it may sliow a reserve of 7J per cent on the amount of the Book Debts, 
which are then found to be £12.674. {National Umov of Teachen,,) 

REVISION EXERCISE VII 

1. Explain the object of a Journal, and give a list of Uni books in daily 
use in the Counting House of a City Warehouseman. {London Chamley of 
Commerce.) 

2. Enter the following transaction in the subsidiary books you would 
suppose to be m use in a well-appointed City House — 

1st July, Sold to Alfred Bunn, of Beverley, a Bale ol Sluh Gutuls 
containing 20 pieces, each of 25 yards, at uuiupence pei yaid; 
^ Discount 6 per cent Cash at one month prompt — and assume such 
to have been paid in due course, {London Chamber of Comwcrce.) 

3. What is a Balance Sheet? Explain the difteronce between that and an 
ordinary Statement of Affairs. (London Chamber of Commerce.) 

4. Prepare a form of Cash Book and Petty Cash book, and of Purchases 
and Sales Books, having special regard to strict record, whilst securing 
economy in clerical labour; and give a senes ol specimen entries in the two 
former. {London Chamber of Commerce,) 

5. Post the following items t<j their respective Accotiuts, and draw up a 
Capital Account, Profit and Loss Account, and Balance Shfjcl as at 3i-.t 
December. 

A Merchant’s Books showed his position on 1st January to be as ff)l]iAvs — 

I s d. 

C^sh at Bankers ........ I,7i5(> 14 10 

Bills Receivable in hand . . . . • • . 3,250 - - 

Wool and other Produce in hand . . , £45,200 

Lees Advances redfeived thereon . . • 39,000 

6,200 ~ - 

Bills Payable falling due in the following year . . . 7,500 ~ - 

Consignments to Australia 10.000 - - 

Bank of Australia, Amount due for Advances against Con- 
signments 8,000 • ~ 

Sundry Creditors, Amount due to them .... 3,500 - - 

During the year following the Merchant bad the following transactions — 

£ d. 

Goods Purchased for Export ...... 24,000 - - 

Freight Paid thereon ....... 2,760 - - 

Insurance Paid . . . . ^ . . . . 250 - - 

Proceeds of Sale of Goods Exported as per Account Sales 
rendered by Agents ....... 22.500 - - 
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i 

5,700 - - 

21,000 - - 
20.000 - - 

1.500 - - 

•24.000 - - 

7.500 - - 

14,550 - - 

50.000 - - 

39.000 - - 

■ 950 - - 


9.350 - - 

8,400 - - 

2.350 - - 

1,500 - 

(Institute of Bankers.) 

0. Oil Kt Maich, P, Peu‘ilcy and R. Rubble draw on one another at three 
mouths for ;f250 for their mutual accommodation. They discount each other's 
bills il 4 J per cent, and, at maturity, each meets hia own acceptance. Record 
th<} alK^vo transaction in the Ledgers of botli partie.s. 

7. The books of Messrs. William Jones & Co. were balanced as on 3lst 
Derorubor, and a Prc)fit and Iy>ss Account and Balance Sheet prepared. The. 
profit f(jr the year, as shown by these accounts, amounted to £2,4S1 6s. 4d. 
T)ic following miistakes had been made by the book-keeper during thj year — 

(a) A gas engine costing ;^450 had been debited to *^Purc! Account " 
inste.'ul of to *' Macliinery and Plant Account.” 

(5) An amount of £15 12s. 8d., received as a final dividend in the estate 
of G. Smith, the balance of whose account had, in a previous year, been 
written off as a bad debt, was standing to the credit of a newly-opened 
account under the same name, and was included amongst the ” Sundry 
Creditors ” in the Balance Sheet. 

(c) A cheque amounting to £10 43. 8d., which had been returned dis- 
honoured, was posted to the debit of ” Allowances Account ” instead of 
to the account of B. Brown, from whom it was received. 

(d) Goods amofinting to £52 Is. 4d. had been returned by R. Robinson, 
on 30th December, and were taken into stock, but the entries recording 
the retuni were not passed tiirough the firm's books until 4th January 
of next year. 

What adjustments would be necessary to rectify these errors, and how 
woukl they aflcct the above-mentioned profit? (London Chantber of Com^ 
merce,) 


Exported Goods remaining in hands of Agents at close of 
year ......... 

Bills Receivable received from Agents in respect of Ex- 
])ortcd Goods Sold ....... 

Bills Payable accepted against Goods Purchased for Export 

C ash Paid for Goods Purchased for Export 

Bills Payable Paid at Maturity ..... 

Bills Receivable Paid at Maturity during the year, and 
I 'lacod by Bankers to Credit of Banking Account . j 
Bills Ueixiivablo discounted during the year, £15,000 and 
proceeds, less £450 Discount paid into Banking Account. 
Wool and other Produce St>ld during the year, and Proceeds 
m Cash Paid into Banking Account .... 

Ailvanccs on ditto Repaid ...... 

Interest Paid on such Advances ..... 

Consignments to Australia realizetl, and net proceeds 
Received by Merchant in Cash, and Paid into Banking 
Accijunt ......... 

Advances against Consignments repaid to Bank of Australia 
with Interest thereon ...... 

Ohico Exponse.s, Sa Varies, and Rent paid 

Ptivato Drawings of Merchant . . . . , 


8. Wilkinson Sc Co., publishers, publish a book, of which 3,000 copies are 
printed. Tliey pay all expenses, and ^va the writer a royalty of Is. on every 
copy sold. The cost of the book, Vlfich was paid by Wilkinson & Co., and 
charged in their books to the accounts named, was as follows — • 

Printing . . . . . . £100 

Paper 70 

Biudiiig . . • . • . . 100 

Advertising ...... 30 
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At the end of the first year it was found that 100 copies had been gi\oii 
away, and 2,000 sold at a net price of 5s. each, and Wilkinson & Co. sent 
the author a detailed statement of accounts for the year, with cheque for the 
royalty due to him. Make the Journal entries that Wilkinson cK' Co. would 
make on drawing up thib account, and show (1) ^^'hal proiit (a) the author, 
and (6) the publishers have made on ih^ first year's salob; (2) What profit 
they would respectively make on the next year, assuming that the copies 
remaining in stock were all sold at the same price, and no further charges 
incurred. (Cii'tZ Set^ice.) 


9. The? following balances were, on 31bt December, cxiraLted from the 
books of H. Francis, who carried on business as a manufacturing statuiuer — 


H. Francis, Capital 

£ 

s. 

d. 

Account 

Furniture and Fit- 

10,000 



tings 

342 

1 

7 

Land and Buildings . 

2,171 

13 

1 

Drawings 

420 

- 


Cash at Bank . 

242 

16 

5 

„ in hand . 

14 

11 

2 

Sales 

18,767 

1 

1 

Returns • 

124 

14 

11 

Carriage . 

345 

1 

7 

General Expenses 

241 

2 

2 

Manufacturing Wages 

3,124 

17 

2 

Discounts allowed 

263 

12 

- 

„ received 

199 

7 

9 

Bank Charges, etc. , 

7 

8 

8 


Loan from E. A. 

£ 

V 

d 

Francis. 

1.000 



Office Salaries . 

427 

12 


Purchases 

13,271 

14 

VJ 

„ Returns 

97 

7 

7 

Stock (1st Jan.) 

4,017 

2 

1 

Plant and Siachinery. 
Reserve fur Bad and 

1.142 

12 

1 

Doubtful Debts 

310 

7 

6 

Sundry Creditors 

1.242 

14 

11 

Manufacturing Chiirgcs 

271 

12 

I 

Rates and Taxes 

242 

- 

1 

Sundry Debtors 

4.3S2 

14 

11 

Bad Debts 

92 

12 

o 

Insurance 

47 

6 

3 

Bills Receivable 

123 

13 

9 


You are required to pro[>aro Trading and Profit and Loss Accounts (or 
the year ended 31st December, and Balance Sheet as on that date, aii<T 
talking into consideration the following — 


(1) 10 per cent depreciation is to be written off Plant and Mat hinery. 

(2) A new machine had been Installed in Noveinljer, at a cost of ;C250. 
but was not paid for ; and no entries had been put through the book.s. 

(3) 10 per cent depreciation is to be written off Furniture ami Fittings 

(4) Instructions were given to charge out the Stationery taken out * f 
Stock during the year, for use in the birsiuess, at £47 8s. 2d., but this hrtt. 
not been recorded in the books. 

(5) The Reserve for Bad and Doubtful Debts is to be made up to ;£500. 

(6) The unexpired insurances amounted, on 31st December, to £\2 4.s 2d. 

(7) £12 was duo on 31st December for interest on *1116 loan from E. A, 
Francis, and had not been put through the books. 


The Stock on 31st December was valued at £4,247 6.s. 6il. ; and on that 
date. Bills Receivable, not yet due, to the amount of £1 17 had been discounted. 
{London Chamber of Commerce,) 



CHAPTER VIII 


CAPITAL AND REVENUE, RECEIPTS AND PAYMENTS 
ACCOUNT, INCOME AND EXPENDITURE ACCOUNT, 
VOYAGE ACCOUNT , 


toporta | nc e of Disti nction between Capital and Rerenue. The proper 
aisliriction DeTvlrtfeil Capital and Kevonue^, as fioth receipts 

and expenditure, is one of the fundamental principles of correct 
accounting. It is very essential in all cases that this -distinction 
should be rigidly observed, and amounts rightly allocated between 
Capital and Revenue. Failure or neglect to discriminate between 
the two will falsify the whole of the results of the book-keeping. 
For instance. Plant may be purchased, and charged to the Pur- 
chases Account : additions may be made to the premises, and debited 
to Repairs Account ; some of the fixed assets may be sold, and the 
proceeds treated as a profit. In each case, botii the Profit and 
Loss Account and Balance Sheet would be inaccurate and mis- 
leading. These and similar mistakes are very easily made, and if 
undetected would soon render the book-keeping useless as a record 
of financial results. 

The same difficulty presents itself to students every time they 
are given a Trial Balance and requested to prepare therefrom a 
Trading and Profit and Loss Account and Balance Sheet they 
must be able to discriminate between Capital items and Revenue 
items ; tliat is, they must know which items go in the Profit and Loss 
Account, and which on the Balance Sheet. 

Capital Expenditure comprises all expenditure incurred in acquir- 
, ing assets for the purpose of earning income, or increasing the eam- 
' ing capacity of the busine.ss; for example. Land and Buildings or 
additions tliereto, Patent or lining Rights, Plant and Machinery or 
additions thereto. 

Revenue Expenditure consists of expenditure incurred in Replace- 
ments, Repairs, Renewals, Depreciation of the fixed assets, and also 
the current expenses of carrying on the business, such as Rent, 
Rates and Taxes, Wages and Salaries, Carriage, Insurance, and 
other trade charges. 

In the following examples a distinction has been drawn between 
Capital and Revenue items in order further to illustrate the subject — 


Installation of Electric Lig^ht and^Tclephone 
Annual Charges for maintenance of same . 
Purchase of New Plant .... 
Annual Repairs to same .... 
Annual Depreciations of same . ^ . 

Purchase of Leasehold Premises 


Capital 

Revenue 

Capital 

Revenue 

Capital 


*>51 
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Annual Ground Rout of ijiimo 

Annual Amount written off sanic . • • . • 

Annual Repairs to same 

Purchase of Patent Rights 

^\jinual Renewal Fees for same ..... 

Ihirchase of New Carts 

New Wheels to Carts 

Sale of old Plant (depreciated value in books, ]fl35) for 
and purchase dtf New Plant in place of it — 

Loss on Scile of Old Plant, jf65 

Cost of New Plant, j£320 


Revenue 


Co.pilal 

Kovenue 

('apital 

Revenue 


Revenue 

Capital 


The above are only general rules, as it is quite impossible to draw 
a hard and fast line. Circumstances sometimes arise which make 
the question a very complicated one. Repairs are usually a revenue 
charge; but if we purchase second-hand plant, and pay for some 
immediate repairs necessary to make it efficient for our puq>ose, 
then such repairs become Capital expenditure, and must be added 
to the plant as part of its cost. Wages are a revenue item; but 
the wages paid to workmen to erect and fit some new macliineiy 
the firm has bought must be considered as an addition to the cost 
of the machinery. Legal expenses are a revenue charge; but the 
legal expenses for conveyancing when purchasing a works must be 
treated as part of the cost of the works. Carriage is us\ially a revenue 
item ; but carriage paid on any plant and machinery we buy m>ist 
be added on as part of its cost. Interest on Capital during tlie con- 
struction of works or buildings or plant is frequently authorized 
to be capitalized, i.e. treated as part of the cost of same. Parlia- 
mentary Expenses incurred in the promotion of bills for the estab- 
lishment of Railways, Gas Works, Electric Light Undertakings an? 
also allowed to be capitalized. 

Apportionment between Capital and Revenue. Witii some items 
of expenditure it may be irccessary to make an apportionment, 
i.e. to charge so much to Capital, and to write off the balance. 
This is more particularly the case with alterations, improvements, 
and extensions of premises or plant. To capitalize the whole of the 
expenditure may not always be a prudent policy, &s tlic value of the 
premises or plant may not be enhanced to anything like the amount 
rf money spent tliereon. Again, take the case of a tramway com- 
pany which converts its system from horse traction to electric trac- 
tion. A considerable loss is incurred in selling off the horses and old 
trains. Sliould this sum be capitalized, i.e. treated as part of the 
cost of the new equipment? Opinions differ. Some accountants say 
it should, some say it should not. Speaking generally, the safe 
policy to adopt seems to be not *to capitalize permanent^ any 
expenditure which is not represented by assets, although legally, 
in the case ih point, it may be done. Take the case of a manu- 
facturer who suddenly finds it necessary to " scrap ” his plant and 
machinerj', and replace it wij^h newer and better inventions. A 
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considerable loss is incurred on the sale of the obsolete plant. Is 
this part of the cost of the new equipment? Undoubtedly not. 
The proper way is to capitalize the amount temporarily, i.e. to write 
it off to Revenue over a period of years, three to five, as the case 
may be. 

Receipts. Owing to the sources of receipts being comparatively 
few in number as compared with the expenses, there will not be the 
same difficulty. There is still, however, the risk of error. In some 
cases old assets are disposed of and the proceeds treated as a profit, 
whereas the difference between the book value and the proceeds of 
sale should be written off as a loss. 

Capital Receipts comprise any additional capital paid in by part- 
ners, or, in the case of a joint-stock company, any sums received 
from shareholders or debenture holders, any loans, the proceeds of 
S-ile of any of the as&.ts. 

Revenue Receipts, or Income, are the profits arising from the 
sales, discounts received, commission earned, interest on any 
investment, transfer fees, etc. 

REVENUE ACCOUNT, RECEIPTS AND PAYMENTS 
ACCOUNT, INCOME AND EXPENDITURE ACCOUNT 

Revenue Account. Tliis is another name for Profit and Loss 
Account, usually applied to large industrial concerns such as Rail- 
way and Shipping companies. Gas, Water, and Electric Light com- 
panies, etc. 

Receipts and Payments Account. This is simply a summary of 
the Cash transactions, as per the Cash Book, analjned or claissified 
tinder suitable headings. 

Receipts and Expenditure on Capital Account. This is the statu- 
tory name for the Capital Account of companies which adopt the 
Double Account System of presenting their Balance Sheet. On one 
side are placed the Capital Receipts from' shareholders, stock- 
holders and debenture holders, and on the other side the various 
items of Capital Expenditure. 

Income^aii^.E^qpiimiUtute Account. This is merely another term 
for Prdfit and Loss A'c(»unt. It is usually adopted by non-trading 
concerns such as dubs, societies, hospitals, and also by professional 
men and private individuals. 

Note re Ho^ital Accounts. The accounts of hospitals take the 
form as prescribed by the committees of the " Funds " from which 
they receive grants of money. Failure to pr«>aie and publish their 
accounts in the prescribed form would make it difficult for the 
institution to receive favourable considerati(Hi when applying for a 
grant. 

Tho Income and Expenditure Account, as prescribed by the 
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committees of the Funds for grants to hospitals, shows " Income ” 
on the debit side, and " Expenditure ** on the credit side of the 
account respectively. The items are detailed in the account under 
appropriate sub-headings, and it is thought a pro formi example of 
such an account will be helpful to students. 


INCOME AND EXPENDITURE ACCOUNT 
Dr, FOR^TiiE Year Ending 31st December, 19.. Cr. 



(1) Annual Subscriptions (as per list). 

(2) Donations (as per list). 

(3) Collection Boxes. 

(4) Grants from — 

Hospital Sunday Fund. 

King Edward VII's Fund. 

(5) Invested Property — 

Interest on Deposits. 

Rents. 

(6) Patients — 

Private ward patients. 
Out-patients. 

(7) Miscellaneous receipts. 

Balance at Bank, 1st Jan., 19 

„ in hand, 1st Jan., 19 


Maintenance 

(1) Provisions — 

(details) 

(2) Surgery and Dispensary — 

(details) 

(3) Domestic — 

(details) 

(4) Establishment Charges — 

(details) 

(3) Salaries and Wages — 

(details) 

(6) Miscellaneous — 

(details) 

(7) Administration — 

(details) 

Total Ordinary Expenditure 

Balance at Bank, 31st Doc., 19 

„ in hand, 31st Dec., 19 

(8) Extraordinary Expenditure — 

(details) 


/■ 

N, Difference between an Income and ETOenditure Account and a 
Rg^^^^^n^^^ffljff^^^^Sr’TIicTonowmg'points'drHnierST^ 
should b«rcarefuUy noted by the student. ^latajnyLJiadJixpOTdi- 
ture Account deals with the. ipAole of the income and exupnditure 
fqt the year, whether actually reedyed and paid, or not. All accru' 
ing incoine and ad outstanding ei^nses that belong to the period 
covered by the account must be included before any balance is 
stnick. A Receipts and Parents Account, on the other hand, 
deals wlffi billy of the mcoiftO 'SM' expenditure for the ycar^ 
name iy;; tE nt“part 'actUSlly tecefved^'ahd actually paid. A|ain, an ‘ 
IrSeKIBFSSlCExpenditurc ACcount»c6ntains incotne and Hbfefldi- 

, 'S^vSSr 

may contain the balance* oT cmH m hand at the corriraencement Sifi3 . 
at"the clbse^ fhe year, and it wdl |ly>^c<»ttain all rec e t v gd ;,^!!^ 

I t may Cbhfbrise. not omy i^mb^l^d 
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expenditure for the current year, but also f qx. 

the balance (iF any) of 
a 'Receipts and Payments Sccourif denotes fherely the cash in hand ; 
the* balance 6t aii ' Tneomc "ahd^Rxpcnditure Account represents the 
siifiilus for the year; or the deficit as the case niay be, • " 

Errocs in Publish^ Accounts. It is not unusual to find some pub- 
lished " Income and Expenditure Accounts " showing the income 
on the debtor side and the expenditure on the cr^tor side, and 
containing the balance from tlie previous year ; in some cases they 
arc even called Balance Sheets," The nomenclature of such 


accounts is, of course, quite wrong and very misleading. They are 
nothing more or less than Receipts and Pa5mients Accoiuits, and 
should be so headed. A proper Income and Expenditure Account 
shows the expenditure on the debtor side, and the income on the 
creditor side, and does not include any balance from the previous 
year, which would simply make it impossible to arrive at the true 
income^ or expenditure for the current year. 

Example i. From the following particulars prepare Income and 
Expenditure Accomit and Balance Sheet of the " Welcome " Club 


for the year ended 31st December, 19. . — 

Ciijjital Account as per last Balance Sheet . 
TJbrary Books ...... 

Fumit\ire, Fixtures, and P'iitings 

Glass, Cutlery, Cliina, House and Table Linen 

Annual Subscriptions .... 

Printing, Static uu‘ry, and Stamps bought 
Hirt^ of Hall {Cr. balance) .... 

Cost of Entertainments .... 

Billiard Room Receipts .... 

Rent, Rates, and Taxes .... 

Cash ill hand ...... 

,, at Bank ...... 

,, oil Deposit at'5 per cent 
Pj ofit on Sale of Wines and Spirits, Beer, Minerals, 
Tobacco, during the year . . . . 

Secretary's T Conorarium 

Sale of Tickets for Eiitertaiiiments • . . 

Salaries of^taff 

Entrance Fees ....... 

Sale of Tickets for Annual Dinner . • , 

Gas Electric Light • . • . . 

Sundry Creditors ^ 

;£600. Consols 

DividehcLjon Consols, less tax , , 

Audit Fee 

Interest on Bank Deposit . . v'' . 

Kcpaiis, Cleaning, and Washing • . . . 

Cost of Ahniial Dinner .... 
Ne'wrspajpers and Magazines. - , , . 

Stock of \yines and Spirits. Beer, Minerals, Cigars a 
31st Dcc.i^l9.. 

Stock of Sfafionery, 31st Dec., 19. . . 


£ 

S. 

d. 

,875 

17 

3 

225 

11 

6 

476 

12 

10 

286 

14 

9 

675 

15 

6 

354 

13 

2 

IJi-a 

15 

6 

72 

16 

8 

216 

2 

10 

124 

13 

9 

27 

2 

4 

227 

8 

10 

500 

- 

- 

..iia.is. 
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145 

15 

6 

246 

15 

6 

215 

15 

- 

79 

10 

6 

66 

16 

6 

163 

9 

2 

450 

10 

8 

14 

2 

6 

21 

— 

— 

23 

10 

10 

118 

3 

4 

67 

11 

S 

58 

.5 

9 

210 M 

3 


4. 

4 
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Depreciate Library Books, Furniture, Glass, Cutlery, etc., 10 per 
cent. Of the Subscriptions £20 is paid in advance, and £12 is in 
arrear. £17 10s. 1 Id. is owing for Salaries of Staff. 

Example 2. Porters and Marshman arc equal partners in a busi* 
ness under the title of the Land and Builc^gs Rental Company. 
From the following particulars prepare an Income and Expendi- 
ture Account ahd Balance Sheet for the year ended 31st March. 

TRLAL BALANCE, 31st March Dr. Cr. 


Repairs, Painting and Decorating . 
Bank Interest .... 

Capital A/c, Marshman (1st April) , 
„ „ Porters (1st April) 

Bank Charges .... 

S. Smeethe (half-year's Rent to 31st 
Jan.) .... 
Sundry Expenses . 

Rentals A/c .... 

Cash at Bank . . . 

Drawings A/c, Marshman 
„ .. Porters . 

Income Tax ...» 
Insurance .... 
Postages and Telegrams 
Settlet Co., Ltd. (half-year's Rent to 
31st Dec. last) . 

Interest on Mortgage 
Heating and Ventilating 
F. Foothe (half-year's Rent to 28th 
Feb.) .... 

Mortgage on Property at 4% . 
Salaries of Secretary and Stafi 
Land and Buildings (1st April) 
Advertising .... 
Printing and Stationery 
Sundry Creditors . 

R. Ruffe (half-year's Rent due 31st 
Jan.) .... 

P. Platone (half-year's Rent due 31st 
Dec, last] , . . 

Audit Fee .... 
Agent's Commission 


£ 


d. 

£ 

s. 

d. 

47 

11 

5 







30 

11 

4 




8.000 

_ 

- 




8,000 

- 

- 

9 

8 

7 




75 


« 




10 

11 

6 







3,673 


8 

2,448 

3 

9 




500 

- 

- 




500 

- 

- 




46 

16 

3 




20 


- 




14 

1 

5 




120 


— 




380 

- 

- 




55 

16 

6 




120 










- 

- 

489 

10 

- 




1 24,500 

- 

- 




65 

10 

4 




! 27 

13 

8 







596 

18 

1 

200 

- 

- 




115 






15 

15 

- 




40 

6 

8 




£29,801 

5 

1 

£29,801 

5 

~r 

1 1 

1 



Three other tenants have paid Rent to 28th February, namely, 
L. I^ake, at £240 per annum; M. Meante, at £180 per annum; 
N. Noire, at £220 per annum. 

Depreciate Land and Buildings 1 per cent ; charge Interest on 
Capitals at 5 per cent ; and reserve £20 for Repairs. 
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Special Items in Income and Expenditure Accounts. Instructions 
are, as a rule, given in the exercises as to the treatment of special 
items. Extraordinary expenditure is generally spread over a 
period of years. Donations and Subscriptions are usually credited 
to Income, and Legacies to Capital. The rules of the association 
or institution may. however, provide that a certain portion of the 
Donations and Entrance Fees, or other sources of income, shall be 
capitalized. Legacies may, in certain cases, be for a dcfiniiely 
specified pur|)ose, and will then require special accounts; while 
[ho income then'from will also require to be separately treated. 
By way of illustration we append the answer to the second part of 
Exercise VIII (5), page 256 — 


“ CREliCnTEnN " ENDOWMENT FUND 


RliCEIinS AND rAVMF^N'f'S ON CAPITAL ACCOUNT Cr. 


I 


' I'a'.h {Ix-gory f'mn 

'''ll 

1 

B 

■ 

hy liiVc'slnKrns 

i 

i t 


R, Row 'll of !i 


HB 


<;3,()00 G.eit 


i 

'* Cr^’''nll^^‘(■ n,” f<» 





er-' Railway 4% 



b? lavcsted in 

1 

1 



Th'l- 

3,285 

15 

trust) . . ! 

1' i 

i ^ 



£3.000 l.anv'ashire 




, 1 

1 



arifi York-t R;iU- 





1 



wav 3";, J’refer- 





1 



ttiuv Stock 

2.842 

! 10 1 

1 

j 

i 



£2,000 2^% ('oiisols 

1 

• 14 

1 



1 

B 


! 8,000 

j 


a. 


4 


6 

2 


‘CREEGHTKLN** RNDOWMLNT FUND 
INCOME ACCOUN V 

Ut. Fom lUK Y^e^R 3 \st Die., 19 — Cr. 



To Ui:h;Us lu.uia 

i 

9 

d. 


ByOasi) - i. £ i 

s 

d. 


to '• Cm'sotrcn ” 





Dividcuils o:i - 





cases . 

122 

6 

4 


G.W. PiUlway 





„ Tranaff-r to lucoii\« 





Debentures 

113 




and E-Kpenditure 





L & Y. Railway 





Accouut 

122 

8 

4 


Ptef 

84 

15 

_ 







Consols 

47 

1 

8 



/?44 ! 

! 16 

8 



£244 

16 ' 

8 








,1 


Note. The first statement is the usual Cash Statement printed 
and forwarded to patrons tif, an^ subscribers to, such institutions, 
ft is often incorrectly called a “ Capital Account," \vhereas it is in 
reality only a Cash Account Of, the Capital moneys, showing what 
has been received and hoW it has been invested. If the books are 
jiroperly kept, the first statem^t would be represented in the 
Leclger by the accounts on page 262. 
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Dr. 


*• CRTf-Er.HTEEN ’’ ENDOWMKN'l' FUND 
CAPITAL ACCOUNT 


Cr. 


Dy Cash 

(l.ftj.n'v from R. 
Hountne, of 

" Cit 

to br invostod 
ill Inibt) . 


1 

1 

5 . 

S,' 0.'1 

I 

- 


CREEGHTKEN " ENnOWMi’M' FUND 
Dr. INVESTMENT ACCOUN 1' 


'I II -- 

Great VVost- 

L 


d. 


ji 

rm Rlv Dfben- 





1 

turfs f% . 

£3,o(»0 I.aru’ashiiCj 
and Yorks Rly.| 
3^, Prpf Slock . I 

3,285 

15 

1 


i 

2.842 

10 

6 



ijl ,b( K) 2^ Conso! s j 

1,871 

■-i 

- 



£| 

8,000 I 


I ” 


1 

1 

I 

i ! n 


1 


Cr. 


I 
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VOYAGE ACCOUNTS 

Definition. A Voyage Account is really a Revenue Account, or 
Profit and Loss Account, relating to the income earned, and the 
expenditure incurred, by a vessel during a particular voyage. 
Generally speaking, the voyages are numbered ; and a separate 
account is kept of all expenses and charges pt itainirig to each 
voyage, and of the freight earned by each. 

Property in British Ships, The property in a British ship is, by 
an odd law, divided into sixty-four equal parts or shares. 

Example, The s.s. Qtieenie started on 1st April on a voyage from 
A to I and thence to London. Freights were earned as follows: 
With timber to B, £2.946 10s. 8d. ; with coal to C, £8,655 9s. 8d. j 
with sugar to D, £3,198 16s. 5d. ; with cotton to E, £2,783 13s. lOd* 
The Queenie reached London on 31st October. The port charges 
and disbursements and sundry expenses were : At A, £856 3s. 6d. | 
at B outwards, £1,316 10s. 8d. ; at C, £516 14s. 4d. ; at z3, £638 18s. 9d. 
at C return, £61 10s. 6d, ; at E, £10 15s. 7d. ; at D return, 
£1,108 17s. 3d.; at F, £49 19s. 6d.; at G. £469 3s. lid.; at II. 
£306 16s. 6d.; at /, £56 11s. 4d.; It London, £786 10s. 5d. The 
managers* commission amounted to £1,234 5s. 6d. 

During the voyage the Wages amounted to £1,485 10s. 2d., and 
the Coal bill to £2,365 15s. 7d. llie premiums for general insurance 
were at the rate of £2,520 per annum, and for leaving H late in the 
season an extra insurance of £372 10s. 5d. was charged. The 
insurance on freights and other items was £326 19s. 3d. for the whole 
voyage. 
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A balance of £225 10s. 4d. profit was brought forward from the 
previous voyage, and a sum of £187 17s. 7d. (representing unused 
stores and provisions) is to be carried forward to the next voyage. 

Make up the Voyage Account, and show the amount of dividend 
received by tlie owners. 


VOYAGE ACCOUNT • 

Or . From Ist April to 3Ist Octobkk Cr, 


To Port Choree-, and Dis- 

£ 

s. 

d 

By Freights Earned — 

£ 

5. 

d. 

burseuKMits - 




Timber to B . 

2,946 

10 

8 

A . 

856 

3 

6 

Coal to C . 

8.65.5 

9 

8 

H oiit^vards . 

1,.3I6 

10 

8 

Sugar to D 

3,198 

16 

5 

C . 

516 

14 

4 

Cotton to E 

2,783 

13 

10 

D . 

638 

18 

9 

„ Stock of Unused Stores, 




C retuni 

61 

10 

6 

Provisions, etc. . 

187 

17 

7 

1? . 

10 

15 

7 





D return 

1,108 

17 

3 





F . 

49 

19 

6 





G . 

469 

3 

11 





11 . . . 

306 

16 

6 





I . 

56 

11 

4 





1 ondon 

786 

10 

5 






1.485 

10 

2 





„ Coal .... 

2.365 

15 

1 





„ CicmN.'iI insurancog, 7 








uiontbs (I’rt of £2,?'20) . 

1 1,470 

- 






„ Fxtia lri«:ujar'.ce . 

372 

10 

5 





„ luMirimoe ou 

1 1 







etc, . 

, 326 

19 

3 





„ Managers’ Couiinisstou . 

i| 1/^34 

5 

6 





„ Profit on V'oyapc c/d . 

!l 4.338 

15 

- 






'i £17,772 

8 

2 


£17.772 

8 

2 

To Divi(l( nd to Owners, £71 




By Profit b/d , 

4, .338 

. * ' 


Gs. 4d. pci s.hart* 

! 4.564 

5 

4 

Balance b/f . 


la 

4 


1 £4,564 

5 

4 


£4.564 

5 

4 


i 






' ' ' 


QUESTIONS ON CHAPTER VIII 

A 

1. Why is the distinction between Capital and Revenue of great importance 

in book-keeping ? • 

2. Do6ne '* Capital Expenditure." Give examples. 

3. What is meant by ‘^Revenue Expenditure Give examples. 

4. Discriminate, in the following cases, between " capital " and '* revenue " 
expenditure resj^cctively — 

(a) Purchase of leasehold Premises. 

Annual Depreciation of Lease of same. 

Annual Repairs to same. 

Annual Ground Rent of same. 

(b) Installation of Heating and Ventilating Apparatus. 

Annual Charge for maintenaifbc of same. 

(c) Purchiisc of Additional Furniture, 

Annual Depreciation of same. 

Annual Repairs to same. 

(<f) Purchase of Patent Rights. • 

Annual Depreciation of same. 

Annual Renewal Fees for same. 
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(e) Sale of pld Machinery (depreciated valiie in books, £275) for ;f80, 
and purclicise of new Machinery ^1.050 in place of it. 

(/) Purchase of S^»coiid-hand Pumps (additional). 

Wages paid to own workmen to fix same. 

Immediate Repairs to make same efficient. 

Cost of immediate iiainting of same. 

5. Give some examples of " revenue expenditure becoming, under certain 
circumstances, "^capitad " expondituro. 

6. Is it ever iieccssary to apportion one and the same lot of expenditure 
between both capital and revenue ? Illustrate your answer by examples. 

7. \\'hat is the .safe rule to follow as regards ** capital," in difficult questions 
of apportionment ? 

8. Is there any risk attaching to the non-discrimination between " capital " 
and '* revenue " in the case of receipts? 

9. Define " Capital Receipts." Give examples. 

10. Explain what is meant by the term " Revenue Receipts." Give 
examples. 

B 

1. Define " Revenue Account." 

2. What is a " Receipts and Payments Account " ? 

3. Explain the term Receijffs and Exp*‘iiditure Account." 

4. What do you understand by an Income and Expenditure Account " ? 

5. Is there an}’’ difference between an Income and Expenditure Account 
and a Revenue Account? Give reasons for your answer. 

6. How would you treat accruing income and expenditure in a Revenue 
Aca.>unt ? 

7. How does a Receipts and Payments Account differ from an ordinary 
Cash Account? 

8. How docs a Receipts and Expenditure Account differ from a Profit 
and Loss Account ? 

9. Discriminate between a Receipts and Payments Account and an Income 
and Expenditure Account, 

10. Explain a few of the common errors in some of the published accounts 
that purport to be " Balance Sheets " and '* Income and Expenditure Ac- 
counts " respectively, 

11. Can a balance from a previous year be, properly siieaking, shown in 
an Income and Expenditure Account? Give reasons for your answ'er. 


EXERCISE VIII 

1. What is the chief difference l>etween a " Receipts and Payments Ac- 
count " and an " Income and Expenditure Account " ? In what undertakings 
are these forms of accounts respectively made use of? (Koyal Society of 
Arts,) 

2. la there any difference between a Receipts and Pa}>inents Account and 
Income and Expenditure Account? 

The following particulars relate to the Chilworth Literary Society for the 
year ended 31st December: Subscriptions received, Interest received 

on Investment, £55 ; net proceeds received from Lectures and Concerts, 
; Rent paid for use of Hajl, ^1 ; Retty Cash Payments, j^lO; Advertising 
paid, jJ21 j Jointing Expenses paid, £\2 lOs. 

The Society holds ten 4 per cent debentures of ;J100 each in the Universal 
library, Ltd. As on 31st December, the Society owed ^8 for Rent of Hall 
and £9 10s. for Printing. ^ 

Pr^are the^ Society's Annual Statements of Account for the year ended 
Slst December. {London Chamber of Commerce.) 
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3. From the following, prepare in correct style the Income and Expenditure 
Account of the Carlton Club for the year ended 31st December — 


Rent, Rates, and Taxes (not paid) 


. £50 

Fuel and Gas .... 


40 

Caretakers' Wages . • 


68 

Printing and Stationery 


30 

Ri?pairs ..... 


12 

Salaries ..... 


100 

Subscri[)ti(ni‘. due or accrued 


» 200 

Donations ..... 


50 

Billiard Room .... 


60 

Refreshment Room 


. 100 

Sunday Hiring .... 


20 


(halnnce to be «>ho%vn.) 


{National Union of Teachers,) 


4. From 1h»* fjl lowing particiihiia, prepare Ke venue Aconmt and Balance 
Shoot of the " Green lines'’ Gulf Club for the year ended 31st December. 
The Club’.s Articles of Association provide that half of each original meinl/rr*s 
-iil>scripti(»ii, and tlie entrance f( cs of other nieml>3rs are to be credited to 
Capital, and half of any surplus of Revenue is to bo placeil to a Rest^rvo Fund. 

Rrceipis for the Year. Subscriptions from 140 original members @ £S 5s ; 
220 Additional Members’ Entrance Fees j£l Is., ami Subscriptions @ £S 5s. 
Interest on Deposit, less tax, /lO 3s. 4d. Sales of Provisions and Liquors, 
£637 18s. 2d. Half-year’s Grazing Rent to 30th Jiim^ @ £45 per annum. 
Loan, £900 @ 4 per cent. 

Payments for the Year, Club Managers Salary, £250. Grecukeeper's Wages, 
£150 Rent, £550. Interest on Loan, £36. Cost of Annual Dinner. £100. 
Sundry Expenses, £53 8». Id. Taxe.s and Insurance, £72 13s. 8d. Servants' 
^Vagl^s, £58 5s. Fuel, Lighting, and Cleaning, £53 10s. lid. Liquors and 
l*rovisious purchased, £873 16s. 4d. Furniture purchased, £55 13s. 6d. 
I'urnishings purcliasetl, £25 10s. 2d. Repairs as per plumber's account^, 
£5 2s. 7d. Repairs as per joiner's accounts, £7 3s, 4d. Printing and Sta" ic *nery, 
£38 15.S. 9d. J. Jones, builder (Club Prcinisos Account), iSs. 4d. A. 
I irown, joiner (Club Prcmi.ses Account), £520 10s. R. Roo, architect (Club 
1 'remises Account), £120. T. Tims, painter (Club Premises Account), £52 
10s. 6d. 

On 31st December the Cash in hand was £27 lO.s. 8d., the Osh at Bank, 
£95 5s. 8d. ; the Cash on Deposit @ 4 per cent, £270; the Stock of Provisions 
ami Liquors. £286 14s. 9d. 

Charge Depreciation on the total cost of Club Premises at 3 per cent, on 
Furniture at 2J per cent, and on Furnishings at 15 per cent. 


5. From the follo^ng particulars ]^epare Income and Expenditure Account 
of the " Bartimacus " Home for the Blind, for the year ending 31st December. 
Show also the Creeghteen " Endowment Fund Capital and Income Ac- 
counts. 

Trial Balance Debits, Servants' Wages, £286 4s. 2d. School Expense.'', 
£157 13s. 8d. Coal. Gas. and Water, ^4 8s. 9d. Clothing. £426 16.>,. 6d. 
Printing, Stationery, and Advertising, £106 12s. 4d. General Charges, £117 
1 l.s. lOd. Provisions, £1,046 5s. 7d. Repairs and Maintenance. £306 10s. 5d. 
Salaries of Hoad Officials, £1,072 4s. 6d. Legal and Accountancy Fees, 
£21 8s. 3d. Ratos, Taxes, and Insurance, £156 3s. 9d. Grants to ex-pupils. 
£542 10s. 6d. Trading deficit on Workshops, £54 4s. 8d. New Drainage, 
£375 12s. 2d. " Crtcghtcen " Endownient Fund Investment Account, £8,000 
(Nominal Value, £11,500). Cash in hand, £44 16s. 3d. Cash at Bank, £2,075 
12s. 8d. Investments Account as per Schedule), £85,068 lOs, 6d. 

Accrued Interest on Investments, £B>9S 1 4s. 2d . Stocks on hand, 3 1 st December 
(Chithing, Provisions, Stationery, Baskets, Brashes. Mats, Upholstery, etc.. 
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as per separate Schedules), ;f753 5s. lid. Trading Ijoss on Upholstering 
Department, ;£10 15s. 6d. 

Trial Balance Credits. Sundry Creditors, ;f515 lls, 7d. '* Creeghteen ** 
Endowment Fund Account, ;£8.000. I>^gacies received during year, ;f5,200. 
Capital Account (1st January), j^82,828 3s. 3d. Profits on Manufacturing and 
Trading Departments; Baskets, £58 15s. 3d.; Brushes, £29 10s. 2d.; Mats, 
£34 16s. 8d. Income from Investments, £3,050 10s. lOd. Education Dept. 
Grants, £356 12s. 6d. General Donations, £100. Subscriptions, £340 10s. 6d. 
Inmates’ Paymerts, £752 14s. 4d. Proceeds of Concerts, £142 9s. 9d. Pro- 
ceeds of Collections, £207 16s. 3d. Bank Interest, £54 2s. 8d. Crcoghleen ’* 
Endowment Income (£244 16s. 8d.. less Grants to ** Creeghtecn ” cases), 
£122 8s. 4d. 

The ” Creeghteen ** Endowment Fund consists of a legacy of £8,000 from 
R. Bowntrcc, Esq., to be invested in trust. Half the income is to be applied 
to the relief of blind persons resident in ** Creeghteen,” and the other half 
to the general purposes of the Home. The Fund is represented by the following 
Inves^tments : £3,000 Great Western Railway 4 per cent Debentures, cost 
£3,285 15s. 4d. ; £3,000 Lancashire and Yorks Railway 3 per cent Preference 
Stock, co.st £2.842 10s. 6d. ; £2.000 Consols, per cent, cost £1,871 14s. 2d. 

The expenditure on New Drainage is to be spread over three years. 

6. The s.s. Queenie made eight voyages with the following results — 

No. 1. Profit, £1,763 10s. 8d. No. 2. Profit, £1.942 16s. 7d. 

No. 3. Profit. £2,146 3s. lOd. No. 4. Profit. £3,730 14s. 4d. 

No. 5. Loss. £986 lls. lOd. No. 6. Profit, £5,018 I8s. 8d. 

No. 7. Profit, £2.345 6s. 7d. No. 8. Lejss, £554 5s. 6d. 

Make up the ship's Net Revenue Account, and slate what dividend the 
owners w'lll receive. 

7. Duckle & Drake are equal partners in a business under the style of The 
Land and Buildings Letting.s Co. From the following particulars prepare 
Revenue Account, Net Revenue Account, and Balance Sheet for the year 
ended 31st March. 

Trial Balance, 31st March, 19.. 

Debits. Agents* Commission, £80 13s. 4d. Repairs, Painting, and Dccc^r- 
ating, £95 2s. lOd. Audit Fee, £31 10s. Bank Charges, £18 17s. 2d. P, 
Puckc (half-year's Rent to 31st December last), £230. S. Steavens (half-year’s 
Rent to 31.st January), £150. R. Rceke (half-year's Rent due 31st Januu/v), 
£400. Sundry Expenses, £21 3s. Printing and Stationery, £55 7s. 4d. Ca h 
at Bank, £4,896 7s. 6d. Advertising, £131 Os. 8d. Drawings Account, Duckle, 
£1,000. Drawings Account, Drake, £1,000. I.^nd and Buildings (1st April), 
£49,000. Income Tax, £93 12s. 6d, Salaries of Secretary and Staff, £979. 
Insurance, £40. F. Feeckle (half-year's Rent to 28th February), £240. Post- 
ages and Telegrams, £28 2s. lOd. Heating and Ventilating, £111 13s. Steeltcm 
Co., Ltd. (half-year's Rent to 3lst December last), £240. Interest on Mortgage, 
£760. 

Credits. Sundry Creditors, £1,193 16s. 2d. Bank Interest, £61 2s. 8d. Ijjslxi 
on Mortgage at 4 per cent, £19,000. Capital Account, Duckle (1st April), 
£16,000. Capital Account, Drake (1st April), £16,000. Rentals Account, 
£7,347 lls. 4d. 

Depreciate Land and Buildings 1 per cent. Charge Interest on Capitals at 
5 per cent. Reserve £40 for Repairs. 

Three other tenants have paid Rent in 28th February, namely, L. Loomthe 
at £480 per annum, M. Moone at £360 per annum, and N. Nette at £440 per 
annum. 

8. From the following particulars, prepare Income and Expenditure 
Account and Balance Sheet of the **Kreelc Ffynche” Nursing Home for 
the year ended 31 st December, 
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Cash on Current Account, ^£362 4s- Sd. Cash on Deposit Account, £350. 
Feus paid by Patients, /1 ,056 16s. lOd. Salaries of Nurses and Superin- 
tendents, ;f362 8s. 5d. Premises, ;£4,250 12s. 6d. Furniture and Fixtures, 
£S27 13s. 4d. Creditors, ;fl50. Wages, £J24 14s. 3d. Provisions, ;{383 7s. lOd. 
Salaries of Secretary and Treasurer, ^£300. Donations and Subscriptions, 
£826 2s. 8d. Medicines and Surgical Appliances, ;fl06 10s. 5d. Investments, 
^1,756 12.S. 2d. Interest on Deposit /ess tax, £\3 3s. 8d. Taxes and Insurance, 
£86 16s. 6d. L. Loop for endowment of “ Ix)op " bed, Cr, £850. Repairs, 
£238 3s. 10(1. Cftlledors* Commission, £36 11s. 9d. Printii^g and Stationery, 
£120 6s. 8d. Capital Account (1st January). £6,480 16s. 6d. Sundry Expenses, 
£18 15s. 5d. Dividends on Investments less tax, £62 Is. 9d. Fuel, Lighting, 
and Cleaning, £108 18s. 8d. Auditors* Fees, £5 5s. 

Depreciate Ftemiscs 2i per cent, and Furniture 5 per cent. The Stock of 
Provisions 'at 31st December was £37 13s. 4d. 

9. From the following Trial Balance of ** Ye Olde Swelle ** Club, prepare 
Income and Expenditure Account and Balance Sheet for the year ending 
30th September. 


TRIAL BALANCE. 30tii Sept. Dr. Cr. 



£ 

5. 

d. 

i 

s. 

d. 

Annual Subscriptions 




1,351 

11 

- 

Entrance Fees .... 




431 

10 

- 

Salt! of Tickets for Entertainments . 




291 

11 


Dividends on Consols less tax , 




28 

5 


Punting, Stationery, and Stamps . 

709 

6 

4 




Htjnorarium to Secretary 

320 

- 

- 




Repairs, Cleaning, and W’ashing 

236 

6 

8 




Cost of Entertainments . 

145 

13 

4 




Sale of Tickets for Annual Dinner . 




159 

1 


Newspapers and Magazines 

116 

11 

6 




Hire of Hall . . . . 




3'71 

li 


Profit on Sale of Wines and Spirits, 







Beer, Minerals, Cigars and Tobacco 




199 

17 

4 

Runt, Rates, and Taxes 

249 

7 

6 




Salaries of Staff .... 

493 

11 





lulere.st on Bank Deposit less tax . 




47 

1 

8 

Cost of Annual Dinner . 

135 

2 

10 




Gas and Electric Light . 

133 

13 

_ 1 

1 



Receipts from Billiard Rooms. 




432 

5 


Auditor's Fee .... 

42 

- 




1 ^ 

Cash in hand • « • 

54 

4 

8 




Cash at Bank .... 

454 

17 

8 




Cash on Deposit at 5% . 

1,000 

- 

- 




Sundry Creditors .... 




326 I 

18 

4 

£1.200 Consols . . . . 

901 

1 

4 




Capital A/c, 1st October 




3,751 

14 

6 

Library Books .... 

451 

3 

- 




Furniture, Fixtures, and Fittings . 

953 

5 

8 




Glass, Cutlery, China, House, and 







Table Linen .... 

573 

9 

6 




Stock of Wines and Spirits, Beer.i 







Minerals, Cigars, and Tobacco, 







30tli September 

421 

12 

6 




i 

£7.391 

6 

> toMHaa 

6 

£7.391 

6 

6 
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Of the Subscriptions, ;^40 is paid in advance j there is also ^£24 in arrear. 
Doprccialc Library Books. Furniture, Glass, Cutlerv, etc., at 10 per cent. 
Su>ck of Stationery, 30th September, £92 8s 8d. ; £35 Is. lOd. has accrued for 
Salaries of staff. 


10. From the following particulars draw up the Voyage Account of the 
s.s. PetrelU, The voyage was from K to L, thence to Af, N. 0, and back to 
Liveri30ol. 

r 

The port expenses were as follows — 

At K: Port Charges and Disbursements, £752 10s. lid. Cash to Captain. 
£42. Advances to Crew, £68 13s. 4d. 

At L: Port Charges and Disbursements. £1,275 15s. 6d. Funeral Expenses 
and Hospital Fees of Crew, £47 2.s. 5d. C^meral Average Charges, £896 3s. 8d. 
Tobacco, £7 2s. 6d. 

At M: Cash to Captain, £110 2s. 7d. Port Charges and Disburso- 
mentSf £375 19s. 9d. Claims on Cargo, £92 Is. lOd. Advances to C'rew, 

At N: Port Charges and Disbursements, £37 15s. 4d. Cash to Captain, 
£25 14s. 4d. Suridiy Stores, £11 3s. 9d. 

At O: Port Charges and Disbursements, £298 I8s. 8d. Advances to Crew, 
£25, Tobacco, £3 11s. 7d. 

Freights Earned: K to L, £4.128 17.s. 3d.; L to M, £2,063 IDs. 5d. ; M to 
N, £3,856 Us. 2d. ; N to O, £3,198 10s. lOd. 

Sliipping Fees Keceived. £7 2.s. 6d. Sale of Old Stores, £25 2s. 9d Outfit 
and Provisions. £795 15s. 5d. Wages. £1.946 6s. 8d. Forfiuted Wages, £78 
10s. 4d. 

Insurance Premiums: On Freight and Disbursement. s, £1,956 12s. 2d. 
On Protection, Indemnity, and Club Calls, £156 13s. 9d. Extra Insurance at 
N, £15 15s. 

Commission : To Charterers, £786 17s. 3d. To Management, 2 per cent on 
gross freight. Brokerage, £72 5s. 6d. 

11. From the following particulars prepare Income and Expenditure 
Account and Balance Sheet of the ** Sleethorpe " Progressive Club for the 
year ended 31st December. 

Trial Balance Debits. Printing, Stationery and Newspapers, £127 13s. 8d. 
Repairs. £175 10s. 2d, Wines, Spirits, and Cigars, £35b 4s. 7d. Alteratiojis 
and Improvements to Premises, £950 15s. 3d. Cash in hand, £10 14s. 6d. 
Cash at Bank, £575 10s. 8d. Salary of Secretary, £120. Sundry Debtors, 
£46 2s. 5d. Stock of Wines, Spirits, and Cigars (1st January), £75 16s. 4d. 
Servants* Wages, £372 13s, 6d. Rent, £250. Rates aifd Taxes, £78 10s. 6d. 
Fuel, Lighting, Cleaning, and Washing, £257 13s. 7d. Furaiture and Fix- 
tures, £475 15s. 8d. Legal Expenses, £6 6s. Expen.scs of Conversazione, 
£20 10s. lOd. y X. i 

Trial Balance Credits. Subscriptions, £987 15s. 6d. Creditors, £475 3s. 4d4 
Bar and Billiard and Card Room Receipts, £356 10s. 2(J. Sale of Wines, 
Spirits, and Cigars, £572 13s, 3d. Capital Account (1st January), £1,257 
15s. 5d. Special Levy on Members, £250. 

Depreciate Furniture and Fixtures 10 per cent, and write £120 ofl Altera- 
tions and Improvements to Premises. Stock of Wines, Spirits, and Cigars on 
3lst December, £72 lOs. 5d. * 

12. The s.s. Kathleen started on 1st February on a voyage from K to S, 
and thence to Cardiff. Freights were e%med as follows : On coal to L, £5,893 
Is. 4d.j on timber to Af, £17,310 I9s. 4d.; on cotton to N, £6.397 12s. lOd. 
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on sugar to 0, £5,567 7s. 8cl. The Kathleen readied C^rdijS on 31st August. 

Port Charges and Disbursement^ Sundry Stores, Expenses, etc., were: 
At K, £1712 7s.; at L, outwards, £2,633 Is. 4d.; at M, £1,033 6s. 8cl. ; at 
N £1,267 17s. 6d. ; at M, return, £123 Os. 2d. ; at O, £21 11s. 2d. ; at N, return, 
£2.207 14s. 6d.; at P, £99 19s.; at Q, £938 7s. lOd.; at R, £613 13s. j at 5. 
£1 13 2s. 8d. ; at Cardiff, £1,573 Os. lOd. The Manager's Commission amounted 
to £2.468 11 5. 

During the voyage the Wages amounted to £2,971 Os. 4d., and tlie Coal 
bill to £4,731 11s. 2d. The premiums for general insurance were at the rate 
of £5,040 per annum, and for leaving R late m the seasdft an extra insurance 
f)f £745 Os, lOd. was charged. The insurance on freights and other items was 
£653 18s. 6d. for the whole voyage. 

A balance of £450 19s. lOd. profit was brought forward from the previous 
voyage, and a sum of £375 1 5s. 2d. (representing unused stores and provisions) 
is to bo carried forward to next voyage. 

Make up the Voyage Account, and show the amount of dividend received 
by the <'>wncrs. 


1.3, The following is the published account of a provincial Charitable 
School — 


BAI.ANCU SHKKT 


For. the Ykar Ending Slsr Dfcewbkh, 19— 


■■■ 


£ 

s. 

if. ^ 


i. 

i 

s. 

J. 

To Ciraiils - 


1 



By Alteration*, and Repairs 

.1 


2 

3 

Ocdii.ary £2,0fi0 10 

0 

1 



,, Salaries and Washes , 

. ; 

754 

13 

0 

SpiTial 120 3 

6 




.. Washing and rieamiiS 


:n7 

9 

9 



— 

2, iso 

U 

- 

i „ Fuel, LightiUiT, and flratinR 

J26 

16 

6 

CoudiiLj’ Grants -- 





„ Furniture 


296 

10 

2 

Ordinary £1,020 10 





„ ('lothing . 

•1 

317 

17 

7 

Outfits 55 It* 





Punting xind Stauonerv 



i8 

5 

— . — 

— 

1,082 

7 

2 

Outfits 

‘ 

7 6 

16 

6 

, Sub:,cuptiotxs . 


126 

to 

6 

„ Kates, Tanes, and Insiuauutii 

85 

13 

3 

„ Inti'Kst . 


19 

10 

8 

„ Boys’ Rvjwarxl . 


20 

10 

6 

Receipts from Kai.d . 


72 

10 

11 

„ Medictd Expenses 


43 

7 

5 

,, Suiitb y Profits 


126 

16 

9 

„ Band ICxpense'? 


175 

II 

10 

I'lolits o£ Farm 


98 

to 

2 

„ Li»s on Worlishops . 


26 

9 

9 

,, Pi oil to of Gardens . 


29 

12 

5 

.. Travelling Expenses 

.! 

63 1 

17 

2 

„ Ualance (Loss for year) 


260 

10 

3 

„ C ost of Entertainrri< iit* 

.1 

38 1 

15 

. 9 

„ Merits of Land 


156 

10 

6 

„ Provisions 

* 

1,027 ; 

3 

’ 3 






„ Postages . 

•1 


12 

' 8 








3,541 1 

^ I 

1 2 






Special Expenditure — 

• 

! 

1 

f 






New Drainage £475 15 

s! 

i 


I 

* 





Improvements to 

1 









ft-cmises 136 11 

6! 











612 ' 

7 

1 2 


£ 

4,153 

13 

4 


^1 

4.153 , 


i~- 


J 

i 


— 1 

1 1 


What criticism have you to offer on the above? 


14. From tlie following particujars of the ** Luniley ’* Aviation Club prepare 
Revenue Account for the year ended 31st December. 

Receipts for the Year. Subscriptions, £1,272 10s. 6d. Interest on Invest- 
ments, £44 2s. 3d. Proceeds of Side of Journal, £175 1 5s. 4d 
Expenditure for the Year. Salaries, £327 lOs. 6d. Deputation Expenses, 
£40. Aimual Lhnner and Enterfainmcnt^. £72 13s. lid. Journal Expenses. 
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8s. 5d. Postages, £\5. General Expenses, ;fl0 14s. 4d. Printing and 
Stationery, £21 2s. 9d. Year Book Expenses. £136 7s. 7d. Rent, Rates, and 
Taxes, £346 12s. 6d. Fuel, Lighting, and Cleaning, £56 6s. 2d. I/?ctiire 
Expenses, £75. I^gal Expenses, £7 12s. 6d. Auditors* Fees, £10 10.s. 


13. The *' Gleuisla *' Steamship Co., Ltd., owns one ** tramp steamer,** 
the s.s. Glenisla, 2,211 tons gross register, which was chartered on 27th 
February as follows — 

Cardiff to GenoaSvith Coal at 8s. 9d. per ton. 

Note. The charter stipulates for an address commission to the charterers 
of 2 per cent on the freight, payable on signing Bill of Lading, together with 
a brokerage of 5 per cent to the charterers* agents, of which one-third is 
repayable to the vessel. 

Agua Amarga (Spain) to Barrow with Ore at 8s. 3d. per ton. 

Note. Address commission of 2} per cent on freiglit payable to charterers, 
and a brokerage of one-third of 5 per cent payable to charterers* agents on 
signing charter. 

The vessel was insured at Lloyd's on the previous 29th April, the inclusive 
premium for one year being £1,952 10s. 8d., and the managing owners’ re- 
muneration was fixed by the Articles of Association at 2s. 6d. per gross register 
ton per annum. 

The voyage commenced on 9th March, and the following arc the particulars 
from which the accounts are to be made up — 

£ s. d. 

Freight on 3,190 tons Coal to Genoa, and freight on 3,660 tons 


Ore to Barrow — 

Stores Accounts . . . t • . . * 162 8 1 

Port Charge.s, Trimming, dtc., Cardiff .... 121 2 3 

Captain's Accounts for Harbour Wages, etc., Cardiff , . 64 7 6 

Bunker Coals, as per Engineer’s Receipt — 279 tons at 9s.; 

154 tons at 8s, lljd. 

Discharging at Genoa . . . . , . . 93 15 3 

Agents' Disbursements, Genoa, deducted from freight re- 
mitted (exch. 27.22), lire 3012.80. 

Captain's Expenses, Genoa . . . . . , 7 19 - 

Stevedore at Agua Amarga, loading 3,660 tons Ore . , 152 10 - 

Dispatch Money ........ 213 13 4 

Interest on Advance . . . . . . . 10 19 9 

Captain's Expenses . . . . . . . . 5159 


Agents* Accounts for Port Charges, Agency, etc., exclusive 
of address Commission and Brokerage (cxch. 2C.75), 
pesetas 2,964.88. 

Bunker Coals at Portland, 20 tons at 18s. 6d., and Port 
Charges, £3 2s. « 

Port Charges, Discliarging and Dispatch Money at Barrow • 423 7 6 

Captain*s Portage Bill 168 6 S 

Overlookers* Expenses 4 5- 

*1116 voyage terminated on 28th April. 

Prepare the Voyage Account, showing ^he net profit or loss. (Chartered 
Accountants.) 


16. From the following Trial Balance of the " Linklcy " Steam Naviga- 
tion Co., prepare Revenue Account, Nei^' Revenue Account for the half- 
year ended 31st May, and Balance Sheet as on that date. 
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TRIAL BALANCE. 31st May, 19. . Dr. Cr. 



i 


m 

£ 

5. 

d. 

Bills Receivable .... 

658 






Brokerage and Commission 

Trade Creditors .... 

1,073 

H 


4,320 

17 

7 

Victualling ..... 

3,517 

18 





Coals (Bunkers) .... 

10,718 

15 


• 



Damages, Repairs, and Renewals . 

8,075 

13 

6 




Underwriting A/c .... 
Wages 

7,569 

11 

10 

2,500 


— 

Port Charges and Disbursements 
Directors' Fees .... 

4.329 

7 

3 




625 

15 

6 




Interest on Mortgage 

Mortgages @ 4% . 

140 

— 





Sundry Debtors .... 

7,508 

18 

9 




Steamers ..... 

Freight A/c . 

195,208 


6 

75,616 

14 

4 

Offiec Rents, Rates, and Taxes 

557 

13 

9 




Accountancy Fees 


10 

6 




I^oadiiig and Discharging K.xpenses 

4,5(56 

4 

8 




Sundry Stores .... 

1,015 

17 

5 




Bills Payable .... 

Printing, Stationery, and Postages , 

785 

3 

10 

2,465 

18 

9 

Engineers' Charges 

Proprietors' Capital 


4 

7 

150,000 



A. & M. Baink, Ltd. . . . 

Commission to Agents . , " . 

75 

13 

9 

2,516 

14 

3 

Reserve for Freight on Uncompleted 







Voyages as at 31st May 




3.146 

10 

2 


247.566 

15 

i « 

24^,066 

15 

6 




Five per cent of the profit is to be carried to the Underwriting Account, 
after which the Managers arc entitled to 5 per cent Commission. The Steamers 
are valued at £190,000 on 31st May. 


17. From the following particulars make up a Receipts and Payments 
Account for the year ending 31st December — 

Qish in hand and at Bank 1st January 
Subscriptions for the year .... 

Purchases of Furniture during the year 
Stationery and Printing during year . 

Postages and Petty Expenses during yc«\r . 

Receipts from sale of Tickets for Annual Dinner . 
b'xpenscs of Annual Dinner and Entertainment . 

Grants made for bcne^^olent purpose.^ 

Engraving Coat of Arms 

Interest on Bank Deposits .... 

§ 

REVISION EXERCISE VIII 

1. If, on comparing your Bank Gash Book Balance with your Bank Pass 
Book Biilance, you found that th# two did not agree, what steps would you 
take to check the correctness or otherwise of your Bank Cash Book, and 


£ s. d. 
274 13 2 
45 10 6 
25 15 6 

14 13 2 
10 9 8 
66 10 6 
47 2 10 

15 15 - 
3 3- 
3 10 5 
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what would be the principal differences you would expect to find? [Royal 
Society of Arts,) 


2. What is a Suspense Account " ? Give a few examples: (a) of legitimate 
purposes for which such an Account may be used; (b) of errors which the 
abuse of a Suspense Account may cover. (London Chamber of Commerce,) 

3. State the advantages or disadvantages of Loosedeaf Ledgers. (Lan- 
caskire and Cheshire Union,) 

« 

4. Jackson <5f Co., of Middlesbrough, sell to Williamson & Co., of Sheffield. 
25 tons Hematite Iron at 49s. 4d. cash in a month ; Invoice was sent in due 
course, but at the end of the time allowed for payment, Williamson & Co. 
asked Jackson & Co. to draw on them at three months for the amount of 
Invoice, adding I per cent for commission, with 5 ])er cent for discount on 
tlie bill; this was agreed to — the bill was drawn and accepted, and dul^'^ nut 

maturity. Prepare the necessary Day Book, Journal, Cash Book, rmd 
Ledger Entries as you would expect to find them in Jackson & Co.'s books. 
[London Chamber of Commerce.) 


5. Arthur Holt keeps his Sales Ledger" on the " self-balancing " prin- 
ciple. From the following particulars prepare the necessary “ Adjustment 
Account " as at 31st March — 


Mar. I. Debtor's balances at this date . . . . 

„ 31. Acceptances dishonoured by customers during 

the month 

„ 31. Cash received from customers fur month . • 

„ 31. Goods returned by cu.stomers for month . 

„ 31, „ sold to customers for month . . , 

31. Customers' acceptances during month 
., 31. Discount allowed to customers for month . 


I 

6,271 


d. 


271 - - 

7,810 10 - 
471 - - 

10,829 - - 
1,735 10 - 
484 - - 


6. How would you deal with Consignments ia) In the books of the con- 
signer? {b) In the books of the consignee? [iMncashtre and Cheshire Union.) 

7. A merchant has bought goods due as under — 

j£660 due 91 days previous to 18th July. 

£375 55 .. 

,£600 18 .. 

£1,050 „ on 1811i July. 

He wishes to pay for them on the average due date. What sum must he pay, 
and when must he pay it ? 

8. On 1st April, S. Sund accepts a three months' bill* for £150 drawn on 
him by M. Moon for their mutual convenience. The bill is then discounted 
by Moon at 3} per cent., and half the proceeds handed to Sund. At maturity 
^loon sends a cheque to Sund, who then pays the bill. Sho^ the Ledger 
accounts in the books of both parties. 

9. On Ist January, A. Stevenson bought goods value £1,100 and con- 
^igi^ them to L. I^nng as a 'foint speculation, profits ^ing divisible 
equally. On the same date he paid Carriage and Freight, £70 ; Insurance^ etc., 
£25 4s. ; and drew on Lanng at two mti|||hs for £600 on account, discounting 
the bill on 4th January for £597 10s. On rtccipt of the goods on 1st February 
Lanng paid Dock Dues and Cartage, £30; and Government Duty, Insurance, 
Kc., £40. On 31$t May, Stevenson received an Account Sales showing that 
on doth April the goods had realized gross £1,640, and that Lanngs' disburse- 
ments made on the same date were: Storgge, £30; Sundries, Brokerage, and 
Expenses of Sale, £100. Lanng also enclosed a sight draft Jor amount dua 
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at Slst May. Prepare a general statement showing the result of the venture, 
and write up the accounts in Stevenson's and I-anng's Ledgers respectively. 
Interest is to be brought into account at the rate of 5 per cent per annum. 

10, J. Skinner and H. Fuller are in partnership as wholesale grocers. 
The balances of their Capital Accounts were equal as on 31st. December. 
In addition to the balances of the Capital Accounts, the following balances 
appeared in the books- 



£ 

s. 

d. 

0 

£ 

5. 

d. 

J. Skinner (Drawings 




Sundry Debtors 

7,9S2 

13 

4 

Account) 

971 

10 


„ Creditors 

3.641 

12 

2 

H, Fuller (Drawings 




Purchases 

10,724 

12 

5 

Account) 

842 

12 

6 

Sales 

28,990 

15 

- 

Office Salaries . 

979 

7 

6 

Rents received . 

. 76 

- 

- 

General Expenses 

174 

19 

7 

Carnage Tmvards 

374 

3 

3 

Factory and Ware- 




,, Outwards 

537 

4 

7 

house Wages 

2,356 

17 

4 

Plant, Machinery, and 




Kates, Taxes, and In- 




Fixtures 

1,489 

6 

8 

surance 

479 

4 

10 

Freeiiold Land and 




Repairs and Reimwals 

142 

3 

- 

Buildings 

6,237 

16 

- 

Manufacturing Ex- 




Stock in hand (1st 




penses . 

371 

12 

4 

Jan.) . 

7,047 

11 

4 

l^gal Expenses and 




Postage and Stationery 

243 

14 

1 

Audit Fee 

67 

2 

- 

Bad Dobls vTitten off 

141 

9 

4 

'J'ravellers* Expenses 



1 

Purchasc.s Returns . 

351 

4 

6 

and Commission 

547 

_ 

7 

Sales Returns . 

1,240 

5 

« 

Avlvcrtising 

12,127 

4 

2 

Cash at Ikink . 

1,110 

19 

- 

Discount Account 




ill hand . 

112 

12 

7 

(Debit Balance) 

124 

18 

1 






You are required to prej^are Trading and Profit and Loss Accounts for 
the year ended 31st December, and a Balance Sheet as on that dale. 

Before preparmg these accounts, it is necessary to take loUowing 
matters into consideration — 

(«) 10 per cent Depreciation is to be written off Plant, Machinery, and 
Fixtures. 

(b) J. Skinner withdrew Capital to the extent of ^1,000 on 30th June. 

(c) Reserve for Bad and Doubtful Debts, amounting to 2^ per cent on the 
Debtors, is to be created. 

(d) Interest on Capital (but not on Drawings) is to be charged at the rate 
of 5 per cejit per annum. 

(e) Carry forward Insurance unexpired and Rates paid in advance (£18 
8s. 2d. and £24 7s. 6d, respectively). 

(/) Tlie amount to be charged against the Profit and Loss Account for 
advertising is to be reckoned as 20 per cent on the net sales ; the balance of 
the Advertising Account is to be carried forward. 

(g) The partnership agreement provides that losses are to be borne equally 
by the Partners, but that profits are to be divided as follows — 

]ths to T. Skinner. 

Jths to k. Fuller. *1 

^th to be set aside for division amongst employees. 

(h) The Stock in hand on 31st Decipher was valued and agreed at £6,954 
1 2s. 2d. [London Chamber oj ConwteM,) 



CHAPTER IX 

DEPARTMENTAL ACCOUNTS 

Definition. Def^artmental Accounts are accounts relating to the 
several departments, or divisions, of a business, it being desired 
to ascertain the trading results of each department, or class of 
goods, separately. 

Analytical Purchases and Sales Books. To attain the above- 
mentioned end it is necessary to keep analytical Purchases and 
Sales Books. The following are specimens — 



DEPARTxMKNTAL SALES BOOK 



The headings of the columns valy; sometimes the departments 
are lettered, e.g. A," ** B," " C," etc., sometimes numbered, 
sometimes named, as in the two examples. Whenever analysis is 
resorted to, there must always be e Total column. The object 
of this is to afiord a check upon the arithmetical accuracy of the 
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tabular columns. By means of cross casting it is possible to see 
whether the total of tlie analysis columns is equal to the sum of 
the “ total ** column. This will also prove whether any item has 
been omitted in the analysis. Similar rulings will be required for 
the Purchases Returns Book and the Sales Returns Book. 

Procedure in Ledger. Where a Departmental Trading Account 
is not desired, the Ledger Account of each departi^ient will be in 
simple form, thus — 



Where a Departmental Trading Account is required, the Ledger 
Accounts will be more elaborate. It will be necessary to open 
separate Stock, Purchases, Sales, Returtls, and Wages Accounts for 
each department or class of goods. The following are examples — 


Dr. STOCK ACCOUNT— COFFEE Cf. 
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Dr. SALES ACCOUNT -COFFEE t>. 



Dr. 


WAGES account-coffee 


Cr. 


Dr. 


1 FADING ACCOUNT— COFFEE 


Cr. 


Sojiietimes the departmental principle is adopted even in the 
Ledger Accounts themselves, thus — 



This form would not be applicable where many departmf'nts 
were kept separately, as it would necessitate a Ledger of a very 
inconvenient size. 

Advantages of Departmental Accoimts. Bj' means of depart* 
meiittd accounts it becomes possible, at balancing time, 'to ascertain 
eSih depaitoent or class'of goods. Some businesses 
are content mth this. Others go further and analyse all the expenses 
^Sevwdl, th order to arrive at the net jn'ofit of eadi de^rtment or 
class of goods. The business, taken as a whole, might be yielding 
a satisfactory net profit, and yet one particular department might 
be running at a loss. Only departmental Profit and Loss* Accounts 
.will reveal this fact. Further, tha results of different years may be 
collected and compared, and much valuable information gained 
therefrom. Such decided advantages^ itherefore, fully compensate 
for the extra trouble involved in analysing the transactions, and in 
keeping additional X^ger Accounts. 
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Int^>Dq)aTttnental Transactions. JPurchases from, and Sales to, 
other departments must be carefully recorded. Tliey are sometimes 
added to the res^ctive Purdjases and Sales Accounts, and some- 
times dealt with in separate accounts. Much depends on the price 
at which such transfers are charged, whether at cost, or at cost 
plus a small departmental profit. When such transfers of goods are 
made at cost, they sliould certainly not be credited^as Sales by the 
issuing department. It is better to credit them to a separate account 
entitled " Goods issued to Other Departments.” At balancing time, 
these transfers must be debited to the T rading Account of the receiv- 
ing department, and credited to the Trading Account of issuing 
department, that is, if tliey liavc not already been merged in the 
departmental Purchases and Sales Accounts. 

Allocation of Indirect Expenses. Indirect or selling expenses may 
be acliocated 'between the department's in four diftereht wTiyS':; (1) 
by means of direct analysis; (2) according to the amount of floor 
space occupied by each department; (3) in proportion to the turn- 
over of each department; (4) according to the number of articles 
sold. It is seldom possible to arrive at the exact amount by means 
of direct analysis, and the turnover method is considered to yield 
the fairest results. 

Different Methods of Allocation for Items in the same Trading 
and Profit and Loss Accoimt. Sometimes the allocation of expenses 
is dealt with before the Trading Accounts are propped. This is 
generally the case where different methods of alloca^on are used 
for different items. Thus, Rent, Rates, and Taxes m-’v be appor- 
tioned according to the floor .space occupied by each department. 
Wages and Salaries are generally analysed. Insurance Premiums 
may be apportioned according to the ratio that each department's 
stock bears to the total departmental stocks insured. Workmen’s 
Compensation Insurance may be divided in the ratio that each 
department’s wages and salaries bear to the total departmental 
wages and salaries. The apportionment of Printing and Stationery 
i.s generally the result of direct analysis, the amounts issued being 
charged to the departments by the storekeeper. Carriage, Postage, 
Repairs, Office Expenses are sometimes allocated according to the 
results of direct analysis, and sometimes in fixed or agreed propor- 
tions. The amount of Discounts Allowed, including Rescarves for 
such discounts, is often allocated between the departments m the 
ratio that each department’s sales bear to the total departmental 
sales for the year. The amount of Discoimts Received, including 
the Reserves for such discountSi>is then, likewise, allocated betw^n 
the departments in the ratio that each department’s purchases bear 
to the total departmental purchases for the period. Depreciation 
can, sometimes, be charged direct to the departments according to 
the value of tlic assets held by tfiem. Often, however. Depreciation, 
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Interest on Capital, Legal Expenses, Bank Charges, and other items 
cannot be satisfactorily apportioned; and in, such cases, they are 
usually left intact, and finally carried to a General Profit and Loss 
Account. 

1 1 . Allocation of Expenses by means of Direct Analysis. 

^ Example. X, Y, and Z are equal partners in a business, and are 
entitled to interest at 5 per cent per annum on their respective 
Capitals before the division of profits. All other adjustments have 
been made, and from the following particulars you are requested to 
draw up Trading and Profit and Loss Accounts and Balance Sheet, 
showing the gross and net profits of each department, and the 
percentages of gross and net profit on turnovers respectively — 


Cash at Bankers 
„ in hand 
„ Creditor 
Horses, Carts, etc. 
Fixtures, Fittings, etc. 
A Dept. 

B 

Capital Accounts — 

X (1st Jan.) 

Y ( M ) 

Z ( „ ) 

Drawing Accounts — 
X 

Y 
Z 


A Department 

Stock (1st Jan.) ....... 

Purchases ........ 

Sales ........ 

Trade Expenses ....... 

Discounts Allowed 

,, Received ...... 

Housekeeping Expenses ..... 

Sundry Creditors ....... 

„ Debtors ....... 

Stock, 31st December, /35,463 15s. 7d. 

B Department 

Stock (1st Jan.) ....... 

Purchases ........ 

Sales * 

Discounts Allowed ...... 

„ Received . . . * . 

Housekeeping Expenses • . • • . 

Trade Expenses ....... 

Sundry D^'btors ....... 

„ Creditors . . • • . 

Stock, 31st December, ;f9,871 13s. fid. 


£ 

5 . 

d. 

2,029 

14 

9 

620 

15 

5 

1,500 

- 

- 

625 

15 

6 

4,726 

10 

5 

3,841 

9 

11 

2.S.971 

5 

8 

18,432 

10 

7 

15,617 

3 

10 

2,500 

_ 


1,750 

— 


1,540 

- 

- 


37,418 

10 

5 

65,158 

9 

2 

89,527 

16 

6 

12,107 

13 

4 

2.517 

6 

2 

2,067 

13 

8 

1,975 

10 

10 

6,162 

19 

2 

16,703 

12 

5 


7,672 

14 

5 

38,516 

3 

10 

47,732 

17 

6 

1,743 

2 

8 

1,169 

15 

4 

1,268 

8 

9 

5,462 

15 

6 

4.572 

6 

4 

4,568 

17 

7 
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BALANCE SHEET as at 31st December. 19. 












DEPARTMENTAL ACCOUNTS 


281 


aV" Allocation of Expenses according to Floor Space Occupied. 
Example. Messrs. Rejod and Stevens commenced a retail cash 
business on 1st July with a stock of goods divided as follows;: 
No. 1 Dept., £326 15s. lid. ; No. 2 Dept., £458 9.s. 3d. ; No. 3 Dept.. 
£426 17s. lid.; jNo. 4 Dept., £501 10s. Sd.; No. 5 Dept., £673 
4s. 8d. They also had Cash, £552 9s. 4d. ; Fixtures and Fittings. 
£560 12$. 6d. ; and equal amounts of Capital. ^ 

On 31st December, the .summary of the Cash Book for the hall 
year was as follows — 

£ s d. \ £ s. d. 


To Sales — j By Pun bases — 


No. 1 Dept. , 

, 1,2?6 

3 

11 

No 

1 IVpt. . 

‘ 896 

4 

3 

Nr>. 2 . 

. 1.578 

7 

2 

N'l 

O 

792 

10 

6 

xNd. 3 . 

. 1,156 

16 

5 

No 

3 .. . 

814 

3 

7 

No. 4 

• 1.237 

10 

(> 

N 1 

4 . 

516 

16 

6 

No. 5 „ 

. 2.17v8 

15 



o . 

1.7^3 

2 

8 




1 

1 

B:. (. 

'".v'nil Expenses 

720 

15 

- 





.. I' 










TV.'o 

250 

- 

- 







250 


- 


The following purchases arc unpaid rui ‘M>t December : No. 1 
Dept., £320 19s. 2rl. ; No 2 Dept.. /62.5 :s 8d. ; No. 3 Dept.. £159 
Is, lid,; No. 4 Dept., £246 14s. lOd. : No. 5 Dr pt.. £226 Is. 2d. 
One quarter's Rent, £120, is also outstanding. The Stocks on hand 
at the .same date are: No. I Dept., £516 10s. 2d.; No, 2 Dept,, 
£617 3s. 4d. ; No. 3 Dept., £598 16s. 8d, ; No. 4 Dept., £3/3 1 Is. 7d. : 
No. 5 D('pt., £816 17s. 2d. 

Draw up D^piivtinental Trading Accounts (see page -i82), adding 
to the Expcnse.s 20 per cent per annum for Depreciation of Fixtures. 
Divide tlie Expenses thus: No, 1 Dept., No. 2 Dept., 4 ^ths; 

No. 3 Dept., y‘;ths; No, 4 Dept., iJlhs; No. 5 Dept., i^jths. Draw 
up also a Profit and Loss Account and Balance Sheet, allowing 
Interest on Capital at 5 per cent per annum, and dividing profits 
equally. 

, PROFIT AND LOSS ACCOUNT 

Of . For the Half-year Ended 31sr December, 19. . Cr. 
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DEPARTMENTAL 

For the Half-year 


Dr. 



TRADING ACCOUNTS 


Ended 31st December, 19.. Cr. 



No. 1 
Dept. j 

1 

No. 2 
Dept. 

No. 3 
Dept. 

1 No. 4 
Dept. 

No. 5 { 

Dept. 

Total 


£ 

s. 

d. 

£ 

s. 

d. 

£ 

5 . 

d. 

£ 

s 

d. 

£ 

s. 

d. 

£ 

$. 


By Sales . , 

1,256 

3 

11 

1,578 

7 

2 

1,156 

16 

5 

1,237 

10 

6 

2,178 

15 

7 

mKM 

13 

7 

„ Stock, 



















SlstDec. . 

516 

10 

2 

617 

3 

4 

598 

16 

8 

373 

:i 

7 

816 

17 

2 

2,922 

18 

11 


£1,772 

14 

1 

£2,195 

n 

6 

£1,755 

13 

1 

£1,611 

2 

1 

£2,995 

12 

"»! 

10,330 

12 

6 
















J 





Right-hand side] 


BALANCE SHEET as at 31st December, 19. . 


LiabUUiet 

£ 

$. 

d. 

£ 

s. 

d. 

Aseets 

• £ 

s. 

d. 

£ 

s. 

d. 

Creditore 




1,578 

4 

9 

Cash 




2,016 

10 

5 

Outstanding Rent . 




120 

.. 

- 

Stock— 







Capital A/c»— 







No. 1 Dept. 

516 

10 

2 




fteed, 1st July 

1,750 

- 

- 




No. 2 Dept. 

617 

3 

4 




Add Internt 

43 

15 





No. 3 Dept, 

598 

16 

8 




„ Share of Profit 

329 

2 

11 




No. 4 Dept. 

373 

11 

7 






— 

— 




No. 5 Dept. 

816 

17 

2 





2,122 

17 

11 





— 

— 


2.922 

18 

11 

Leu Drawinga 

250 

- 

- 




Fixtures and Fittings 

560 

12 

6 






— 

— 

1,872 

17 

11 

Less Depredation 

56 

1 

3 




Stevens, Ist July . 


- 






— 

— 

- 

504 

11 

3 

Add Interest 

43 

15 












„ Share of Profit 

329 

2 

11 




• 








2,122 

17 

11 











Lus Drawings 

mm 

- 

- 














— 

1,872 

17 

11 





. . , 





£5.444 
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Note 1. The Original Capital is arrived at as follows: Stock, j£2,386 I8s. 2d. 
-f- Cash £552 9s. 4d. -f- Fixtures £560 12s. 6d. = £3,500 =« £J,750 each 
partner. 

Note 2. The Expenses are arrived at thus: Amount paid £720 15s. + 
Outstanding Rent £120 -f Depreciation of Fixtures (half-vearj £56 Is. 3cl. 
= £896 16s. 3cl. 

Note 3. The final Cash balance is obtained as follows: Balance 1st July 
£552 9s. 4d. + Receipts £7,407 13s. 7d. - Payments £5,94?#12s. 6d. = £2,016 
lOs. 5d. 

Note 4, The Creditors are composed of the amounts owing for the unpaid 
Purchases of the different departments at 31st December, which when totalled 
amount to £1,578 4s. 9d. 


3 . Allocation of Expenses according to Turnover. 

Example. From the following particulars prepare Departmental 
Trading and Profit and Loss Accounts for the year ended 31st 
December, 19 . . , apportioning the expenses between the depart- 
ments in proportion to their respective turnovers — 


Stock (Raw Materials and Finished Goods)- 
A Dept., 1st January 
B 

Purchases (Raw Materials), A Dept 

II »» ft B ,, 

Sales A Dept. .... 

„ B „ ... 

Exliibition Expenses 
Wages A Dept. 

I, B 


Travellers' Commission and Expenses 
Rent, Rates, and Taxes . 

Furniture and Fixtures 
Salaries ..... 

Working Plant and Utensils 
liusurance (£35 of this is prepaid) 

Bad Debts Reserve, 1st January 
Horses, Harness, Motor Vans and Vehicles 
Directors* Fees 
Sundry Debtors 

Postage, Telegrams, and Bill Stamps 
Difference in Exchange {Dr. balance) 
Sundry Expenses 
Bad Debts .... 
Stationery, Sample Books, and Cataloj 
still in stock) 

Debenture Interest . 

Discounts on Purchases . 

,, ,, Sales . • . 

Stable and Motor Jixpenses 


gues 


(£345 


of these are 


£ d. 

7,954 18 11 

6.987 12 10 
19,846 15 3 
14,895 17 11 
48,994 2 7 
32,662 14 11 

I 16 8 

J.987 14 10 

1,989 19 9 

5.376 17 6 
987 12 6 

1,275 - - 

3,579 11 8 

55,595 - -- 
808 10 5 
748 10 7 

7.987 1 8 

2.025 - - 

22,953 10 - 
917 8 9 
38 18 4 

2,796 4 7 
828 14 7 

3.376 12 6 
630 - - 

1,748 13 9 

3.268 IS 5 
637 3 9 


Depreciate Working PlanL®etc., 10 per cent; Horses, Harness, 
Motor Vans, etc., 20 per cent; Furniture, 2^ per cent. Make a 



284 


ADVANCED ACCOUNTS 


Reserve of 5 per cent on Sundry Debtors, for Bad Debts. Stock of 
Raw Materials and Finished Goods on 31st December, 19. was — 
A Dept.. £9.895 18s. lid. ; B Dept., £7,958 12s. lOd. 

Decimalization of Money. Formidable as the above task of appor- 
tioning tlie expenses according to the turnovers appears, it is nf>t 
nearly so when the proper way of setting about it is known. The 
proper way. in<*tbis case, is to decimalize at sight approximately. 
Numbers of senior students have not touched arithmetic for many 
years, and are, therefore, unacquainted with this modern process. 
So it is proposed to give a short explanation of it. The explanation 
will be strictly limited to what is necessary in order to understand 
the following w’orked solutions, as it is not the province of this work 
to teach arithmetic proper. To familiarize themselves with modem 
processes and up-to-date methods in commercial arithmetic, students 
cannot do better than procure a copy of Pitman's Complete Mer- 
cantile Arithmetic. 

One shilling of a £, or £0*05. One farthing = of a £, 
but for convenience of calculation, it is taken as of a £, as -001, 
or £0*001. This latter decimal gives rise to a sliglit inexcuracy in 
calculations. For example, 3d. — 12 farthings -012 ( 001 x 12) ; 
but — ‘0125, or -013 approximately to three places of 

decimals. Again, 9d. == 36 farthings = ’036 (-001 x 36); but 
= gfl = *0375, or •038 approximately to three places of decimals. 
An adjustment has consequently to be made in order to obviate 
these errors. 

Rule for Decimalizing Fractions of a y. (1) Multiply the pence by 
4 to brmg tlicm to farliiings, and add on any farthings in the sum ; 
if the result is 12 or over, add on 1 ; if 36 or over, add on 2. Put 
down the unit figure of the result as the third place, decimal, and 
carty the ten’s figure. 

(2) Multiply the shillings by 5, and add on the figure carried from 
tlie pence operation, and the result will be the first and second 
place decimal.s. 

Remember, there must be three places of decimals whenever 
there are any pence in the sum to be decimalized, and, therefore, 
if the shillings and pence 3 deld only two place decimals, a nought 
must be put in front of them. 

. Example i. What decimal of a £ is 17s. SJd.? 3 x 4 + 3 = 15; 
15 4- 1 - 16, e and carry 1. 17 x 5 + 1 == 86. Ans. £-866. 

Example a. What decimal of a £ is Is. 2Jd.? 2 X 4 + 2 == 10, 
0 and carry 1. 1x54-1== 6. Ans. £0-0(^, twt £0-60. 

Application to Worked Example. *The turnovers of the depart- 
ments must be decimalized. “ A " Dept = £48,994' 129, “ B " 
Dept. £32,(i62‘746, Total turnover = £81, 656-875, 

81656-875) 48994-129 (-6; anch81636-875)82662-746(-4 
-6 » -A t^ ** ^ths ; and -4 = **“ 
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4. Allocation of Escpenses according to Number of Articles Sold. 
Example. The Toilet Requisites Co. manufacture two specialities, 
namely, “ Venus '* Soap and " Hebe Scent. From the following 
particulars draw up the Company's Trading and Profit and Loss 
Accounts for the year ending 30th June — 


i 5 . d. 

Stocks of Raw M itcrials, Soap (1st July) .... Clio 15 6 

.. (30th June) . . . S2C 4 10 

„ „ „ Scent (1st July) .... 234 13 10 

„ „ „ „ (30lh June) . . . 275 6 9 

„ Manufactured Soap (1st July) .... 537 3 11 

„ ,, ,, (30th June) .... 872 3 5 

„ „ Scent (1st July) .... 213 17 5 

„ .. (30th June) .... 263 10 8 

„ Labels, Boxes, Bottles, etc., Soap 1st July) . . 135 9 4 

„ „ ,, ,, „ (30ih June) . 207 8 9 

„ .. Scent (ha July). . 172 6 9 

n ,» If if „ (30th June) , 135 4 G 

Purchases of Raw Materials, Soap . . . . . 516 12 8 

„ „ „ Scent 407 10 2 

„ Labels, Boxes, Bottles, etc., Soap . . . .323 14 5 

„ „ „ „ Scout . . . 243 15 6 

Wages, Soap Dept. ........ 523 8 7 

„ Scent 602 13 4 

Manufacturing Expenses, Soap Dept. . . . . , 56 13 S 

„ „ Scent U)8 V 8 

Salaries 326 3 10 

Advertising 3.G19 14 6 

Printing and Stationery ....... 447 6 5 

Postage 326 17 8 

Kent, Rates, and Taxes ....... 665 16 6 

Sundry Expenses ........ 279 4 3 

Sales of Soap, 354,741 cakes @ 4id. per cake. 

„ Scent, 61,638 bottles @ Is. 3d. per bottle. 


The undivided expenses are to be apportioned between the two 
departments according to the number of cakes of soap or bottles 
of scent sold. (See following page.) 

Apportionment of Expenses according to Number of Articles Sold. 
This appears to be a formidable task, and to a certain extent it is. 
Resort to decimals is necessary; other methods of calculation are 
quite out of the question, owing to the huge multiplication and 
^vision sums involved — 


354,741 + 61,638 = 416,379 


354.741 

416;379 


*851967; and 


61,638 

•416.379 


•148033 


In order to obtain absolute accuracy it is necessary to take at 
least six decimal places. In approximating at the sixth decimal 
place, the student must be careful to see that the two decimal 
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parts when added together equal unity; that they are neither 
greater nor less. Thus, -148033 + -851967 — - 1. We could not 
take *148034 and -851967, or -148033 and -851966. Each of the 
amounts to be apportioned must be decimalized, and then multiplied 
by its appropriate decimal part of the total number of articles sold. 
For example. Salaries ;f326 3s. lOd. will be apportioned thus: 
£326-192 X -851967 == £277 18s. Id. for Soap Dept. ; £326-192 x 
•148033 == £48 5s. 9d. for Scent Dept. 

Modem Methods of Calculation. In working this and similar 
examples the student .should employ modern methods, which are 
ejLsily acquired, and which undoubtedly effect a great saving of 
time. The striking contrast between the old and the iiiodf-rn 
method can be seen from the following, which exemplifies the W'ork- 
ing of the first mnltiphcation sum — 

Old Method 

(a) 326-192 

-148033 


978576 

978S76 

26095360 

1304768 

326192 


48-287180336 


(6) 326-192 

-851967 


2283344 

19.57152 

2935728 

326192 

16.30960 

2609536 


277-904819664 


. The multiplier has first of all to be put into " standard form,” 
and a corresponding adjustment made in the multiplicand. Then 
two extra places of decimals must be allowed for beyond the num- 
ber reiyiired, which, in this case, is three, as this number will give 
us the % s. d. result to the nearest farthing. A fuller explanation 
of this method will be found in the textbook we have previously 
mentioned (pa|'e 284). 

Conversion of Decimals of a £Jnto Monqr. When multiplying 
»» explained above, the result obtained will be poimds and decimal 


Modern- Method 

(a) 32-(>l920 

1-48033 


l3-047:(;8 

2800,84 

9178 

j98 

48-2S7jl8 


(h) 32-61920 

8-5l9(S7 

200-953'n0 
16-309 60 
•326,' 19 
*29357 
19157 
2128 

J 1-- 

277-90481 
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fractions of a pound. The latter must be roji verted into sliillings 
and ponce at ai^hl. 

Rule. 1. Take an.swer to only four place s of decimals. Approx- 
imate the third figure, that is, if tlie fourth figure is 5 or ovt*r, then 
make the third decimal figure 1 more. 

2. Divide the first two figures by 5, ami the result will be 

shillings. , 

3. Take (ho remainder (if any) and place the third decimal figure 
by the side of it; if the number is 13 or more, subtract 1 ; if 37 or 
more, subtract 2, T/all the amount farthings, divide by 4. and the 
result will i)e pence and fractions of a penny. 

Example i. The result of the first multiplicatitm, /o2fi-192 X 
•851937 — £277*9048 to four places of decimals. Tie.s equals 
/277-905 to tlirce places approxilnate^ 5 ^ 90 5 — • 18s.; 5 — 4 

-- 1 Id. Ans. - (277 18^. l^d. 

Example 2. Tiie result, of the second multiplication, £323-192 
X 148033 — £48*2871 lo four placts of decimals. This equals 
£48-287 to lliree pl«u'<‘.s cipproximately. 28 -f 5 — 5s., and 3 ovc'r. 
Three together witli 7 - 37 ; 37 - 2 ~ 35; 35 -r 4 -= 8Jil. Ans. --- 
£48 5s. 8?d. 

Separate Trading Accounts for each Department. W’laue the 
same item of cxpenditinv or cliaig() is ooniir»(*n to each department, 
a tabular Trading and l^rofit and Loss Accotmt is advantagv-ous. 
Ihit where differont (expenses and charges are incurred in the various 
d* partments, .separate Trading Accounts must be prepared for 

Example. Krom the following particulars of the Jlotor Car 
Engineering Works, Ltd., prepare departnuntal Trading Accoim.ts 
and a general Profit and Loss Account for the j^ear ended 31st 
December, 19.. — 


Fixiuri's }\nd Fittmg.s . 

PinTit and Tools 

Sundry Debtors .... 

Cars bought for re-sale 
Carriage on Cars sold* . . ' . 

Mauagemoiit Expenses 
Profit and Loss Account (undistrib\itcd Ijal; 
Biid Debts ..... 
Petrol, Oil, etc., used 
Charged to Customers for Hire of Cars 
Sales of Motor Cars .... 
Charged to Customers for Repairs to Cars 
Accessories (Tyres, Tubes, etc.) used , 
Stock of Car.*? for Hiring Out 
Stock of Accessories (Tyres, Tubes, *Petrol 
of current year . . 

Expenses of Hire Cars 
Sales of I>etrol, Oil, etc. • *• 

Garage Rents received . . •. 

Debenture Interest . « • . 


anccs, 


Oil. 


1st Jan.) 


etc.) 


at end 


A d. 
75 13 9 
325 12 7 
2.925 4 5 
12,500 - - 

115 4 6 
510 13 8 
650 5 10 
50 3 7 
625 16 5 
405 12 6 
14,750 - - 

950 13 8 
2,350 4 10 

650 IS U 

375 13 8 
225 6 3 
975 14 10 
90 9 8 
126 - - 


lo— (1405) 
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Ropairs to Plant, etc. ...... 

Sales of Accessories (Tyres, Tubes, etc.) 

Wages in Yard ....... 

Cost of Repairs to Ciirs (Wages, Mdteiials, etc.) . 

Bad Debts Reserve, 1st Jan. 

Sundry Rocopts (Washing Cars, Charging Batleric'S, (‘tc.) 



2,735 15 3 
15b 10 8 

875 8 10 
120 - - 
I fib 10 5 


The fol]o\vmg adjustments are necessary: Bad Dvbts Jit serve, 
5 per cent Debtors; Depreciation: Loose Plant aiid To.>ls, 20 per 
cent; Fixtures and Fittings, 5 per cent; Cars for hire, 20 pir c^-nt; 
the manager is cniitled to a Commission of 5 per cent of the n(‘t 
profit after charging this Commission. 


MOIOR CARS TRAi:)iNG ACCOUNT 

Dr. Foh Ilia; Year Kndkd 31 £iT Dec., 19— Cr. 



f. 

s. 

tl. 



’ 

5 . 

d 

To Furchastia . 

r.i. 500 


- 

Ijy Salt’s .... 

1 14,750 


- 

„ E.dance (Gioii Pro*''t) . 

2,2G0 

- 

- 


1 

1 

L.„ 


£14,75.0 

- 

- 


1 £14 /• 1 

- ! 

- 




ACCLSSORlhS IRADING .^'^uUNT 

Dr. For THE Year Jisiy'.D Slsi O* o , 19— Cr, 


To Accessories used , 

£ 

2,350 

s. 

4 

d. 

10 

By Sale? oi A« ersaones 

^ 1 
2,735 i 

„ Petiol, Oil, ('tc., used 

G25 

16 

5 

„ Sale: oi Petrol, Oil, f Ic. . 

9/5 : 

„ Balance (Gross Profit) . 

735 

8 

10 

1 

\ 

i : 

£3.711 

10 



/.VII ! 


REPAIRS TRADING ACCOUNl 


Dr, 


To Cost of Rraairitig Cars 
„ balance (Gioss Profit) 


For toe Year Ended 31st Di c., 19 — 


Cr. 


8^.5 

75 

s. 

8 

4 

d. 

10 

10 

£950 

13 

8 



£ 

s. 1 

d. 

By Amounts Cb.^rgod to 




Cubtoiners for Repairs to 




Cars .... 

950 

13 

8 


~”£9^ 

13 

8 


Dr. 


HIRE CARS TRADING ACCOUNT 
For the Year Ended 31st Dec., 19— 


Cr. 



£ 

f. 

d. 

To Expense of Hire Cats . 

225 

6 

3 

„ Depredation of Iliie Cars, 




2O%.£0SO15s. Ud. . 

130 

3 

2 

„ Balance (Gross Profit) . 

50 

3 

1 


.£405 

12 

9 


Charges to Customers 
for Hiie of Cars 


i 

405 


£405 


12 


12 
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Dr. PKOITT AND LOSS ACCOUNT Cr. 



£ 

5 . 

d. 

1 

1 

£ 

5 . 

d. 

To ('aj 1 iage on Cars sold 

115 

4 

6 

By Trading Accounts (gross, 




„ M-inagomcnt ICxpenscs . 

510 

13 

8 

prolits) — 




„ B.id Debts . 

50 

3 

7 

Motor C.xrs , 

2,2.50 

- 

— 

„ Uepdirs to Pl.iTit, etc. 

27 

6 

6 

Accessories 

735 

8 

10 

„ ] )ebcnture Interest 

125 


— 

Rep.-urs 

75 

4 

10 

„ Wagt's in Yard 

156 

10 

8 

Ilii' Cars 

.50 

3 

1 

„ Uaii Reserve — 




„ Garage Rents 

90 

9 

8 

5% f2,!)25 




„ Sundry Receipts . 

166 

10 

5 

4s. 5d. £146 5 3 

I.CSS Old 








Reserve 120 - - 

26 

5 

3 











„ Depreciation- - 

Ix)OSc Tools and Plant, 








20% i:2‘25 12-‘s 7d . 
Fixture s, etc., 5% £75 

45 

2 

6 


j 



13s. 9d. 

3 

15 

8 





„ Ma-iaper’s CoinmiSHon, 





1 

1 


.'-of £2,307 I4s. tnl . 

109 

17 

10 





„ Baliure (Net Pn>tit) to 








Appropriation A/c 

2,197 

16 

8 






£3.367 

16 

10 


£3.367 


lo” 


j 







Note re Mp-nager's Commission. Tliis is an item over which 
students constantly stumble. As the net profit is not yet known, 
the calculation must be made on the gross amount distributable, 
namely, £2.307 14s. 6d. ; which, as can be seen, is equal to 

£2,197 16s. 8d. 

QUliSTlONS ON CHAFPER IX 

1. Explain what is meant by " Departmental Accounts. 

2 Sunniit rulings of a Purchases Book suitable for a business mg four 
departments. 

3. Submit rulings of a Sales Book suitable for a business dealing in Tea, 
Coffee, Cocoa, and Sugar, each of which is a separate department. 

4. Explain how the Ledger is affected by the keeping of “ departmental *’ 
accounts. Cive examples. 

5. State briefly the advantages to be derived from a syst<,m of " depart- 
mertal ” accounts. 

6. Are " departmental accounts adopted with a view to ascertaining the. 
gross or the net profit of each department? 

7. What difliculliei^are there in the way of arriving at the ** net profit 
of each department ? 

8. What is meant by the phrase *' allocation of indirect expenses"? 

9. What methods are m vogue with reference to the allocation of indirect 
expenses as between different departments? Which is considered to yield ' 
the fairest rc.sult ? 

10. When it is not possible to make a tabular Trading Account of several 
dej)artmcnts owing to the items being different in each, what procedure 
must be resorted to ? 


EXERCISE IX 

1. A manufacturer, whose businejJk is divided into the three departments 
of knitted mufflers, sailors' jerseys, and woollen gloves, adopts the following 
method of recording his sale transactioi’.s. When goods are dispatched, an 
Invoice is made out in an Invoice Carbon Copy Book, and sent to the pur- 
chaser. The Carbon Copy Book is then handed to the Ledger Clerk, who 
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writes the Ledger folio of the customer's uccount under the total of the. Copy 
Invoice, and posts the item to the debit of the customer’s account in the l^edger 
thus — 

Invoice No. 

^ April 1, 19. , To Goods, N.B. 0001 . . /59 12 10 

Does this method appear to you to pnjvide an adequate record for book- 
keeping purposes? If not, what would you suggest, and with what object? 
{Royal Society of Arts.) 

2. Explain briefly and comment upon some system of nepartmcntal 
Accounts with which you are familiar. [National Union of Teachers.) 


3. The Needlebore Trading Co. inauufacturcs and sells ljuoieum and 
Caq^cts. From tlic following ])articulars prepare 'Trading and Profit and 
Loss Accounts, apportioning the undivided expen.^^es m proportion to 1 
turnovers of the departments — 

Linoleum Carpet 

Dept. Dept. 


Stocks (1st Jan.) 

Purchase^ (net) 

Wages .... 
Manufactuiiiig Expenses (ii ling 
Depreciation of Plant) . 

Sales (net) 

Stocks (31sf Dec.) 


£ 

1,956 12 3 
8,385 3 4 
3,958 14 5 

2,075 5 6 
21,446 8 4 
1.754 9 6 


/ d. 
2.285 7 8 

3,649 18 
2,017 5 2 

1,474 3 6 

10,723 4 2 
2.071 17 6 


Salaries, ^3,068 10s. 7d. ; Kent, Rates, and Taxes, £1,789 14s. 8d.; General 
Expense.^, £916 18s. 9d. 


4. Jeffrey, Slater and Gibbs are equal partners in a business, and aie 
entitled to interest at 5 ])er cent per annum on thea- re.spective cajillals 
b<;forc divi.sion of profits. All other adjustiuents have been made, Frcan the 
following j)artjculars for the year ended 3 1st December, draw up Tradmg 
and Profit and Loss Account, showing tlie gross and nut profit of each d( piirt- 
ment, arid the percentage of gross and net profit on turnovers respecliwly — 


Cash at Bank . . 1.987 

„ in hand , . 520 

„ Creditor , . 2,000 

Horses, Carts, etc. . 752 

Fixtures, Fittings, etc.— 

“ A *' Dept. . . 3.985 

*‘B" . . 4,106 

Capital A/cs. (1st Jan.) — 
Jeffrey . . . 23,516 

Slater . . , 16,379 

Gibbs . . . 13,176 

Drawing Accounts — 


Jeffrey 
Slater . 
Gibbs . 


2,750 

2,000 

1,650 


" A 

Stock, 1st Jan, . 32.516 
Purchases . • 61,987 

Sales . ^ . 81,062 


s. d. 

14 3 

13 2 

10 8 

14 7 
12 9 

10 2 
4 8 
16 7 


U 8 
16 7 
13 U ^ 


£ 6 -. «/. 

Trade Expeiuscs . 9,027 1 3 

Di.scounts Allowed . 2,016 17 4 

„ Received . 1,856 4 4 

Housekeeping Expenses 1,632 5 7 
Sundry Creditors . 4,438 15 10 

„ Debtors . 14.891 13 6 

Stock, 31 St Doc., £31,678 10s. 5d. 

** B Dept. 

Stock, 1st Jan. . 7,497 12 6 

Pnrcliases . . 36,518 14 9 

Sales . . . 46.916 19 8 

Discounts Allowed . 1,628 10 5 

„ Received . 1,534 5 6 

Trade Expense.s . 4,159 10 11 

Housekeeping Expenses 1.079 14 2 
Sundry Debtors . 4,178 18 5 

„ Creditors . 3,987 14 10 

Stock, 81st Dec., £8,618 16s. 8d. 
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5. Messrs. Davis & Smith commenced a retail cash business on 1st July 
with a Stock of goods divided as follows; No. 1 Dept., j{373 10s. 2d.; No. 2 
Dopt., Us. 9d.: No. 3 Dept.. /402 19.s. 6d.; No. 4 Dept., ^537 15s. 6d.5 
No. 5 Dept., 13s. 3d. They also had Cash, £77Z 6s.; Fixtures and 

Fittings, ;{616 3.s. lOd. ; and equal amounts of Capital. On 31st December, the 
summary of Iheir Casli Book for the half-year was a.s follows— 




s. 

d. 



«. 

d. 

To Saks — 




By Purchases — # 




No. 1 Dept. 

. 1,309 

14 

5 

No. 1 Dept. 

773 

10 

6 

No. 2 

. 1,572 

3 

10 

No. 2 „ 

770 

9 

5 





No. 3 

352 

12 

4 

No. 3 

. 1.638 

15 

6 

No. 4 

. 917 

13 

8 

No, 4 

. 1,719 

13 

3 

No. 5 „ 

1,262 

11 

10 

No. 5 

. 2,082 

11 

5 

„ General Expenses. 

816 

15 

11 





„ Drawings — 








Davis 

300 

- 

- 





Smith 

300 

- 



Oil 31st December the following purchases were unpaid: No. 1 Dept., 
)r353 Ms. 5<1.; No. 2 Dept., £539 10s. 8d.; No. 3 Dept., ;£446 13s. 9d. ; No. 4 
Dept., £355 9s. 7cl. ; No. 5 Dept., £340 16s. 5d. One quarter's Rtmt, £115, 
is also outstanding. Stocks on hand at this date are: No. 1 Dept., £427 
15s. 4d.; No. 2 Dept.. £531 9s. 5d-; No. 3 Dept., £457 S.s. 4d.; No. 4 Dept., 
£567 17s. lid.; No. 5 l3epl., £757 14s. 4d. Draw up Departmental Trading 
Accounts, adding to the Expenses 20 per cent per annum for depreciation 
ol Fixtuivs. Divide tlK' Expenses as follows: No. I Dept., ;Vths; No. 2 Dept., 
jv,ths: No. 3 Dept., No. 4 Dept,, -tp/^ths; No. 5 Dept, ^^Jths. Draw up 

also a Pro.^it and Loss Account and Balance Sheet as at 31st December, 
allowing intore.st on Capital at 5 per cent per annum, and dividing profits 
equally. 


6. From the following particulars prepare Departmental Trading and 
Profit and I.o.ss Accounts for the year ended 31st Decern tK?r, apportioning 
the expenses Ixjtwcen the dcpai-tments in proportion to their respective 
tunu»vcrs — 


Purchases Raw Materials 

1 A Dept. 

» • 

19,573 

s. 

12 

d, 

8 

( 

) B „ 

* « 

14,846 

3 

6 

\\ ago.s, A Dept. 



3,846 

5 

10 

B 

• • • 


1.945 

16 

4 

Rent, Rates, and Taxes 

• • , 


1,150 



Insurance (£26 of tlfls isj 

^repaid) 

^ans and Vehicles 


367 

10 

6 

Horses, Harness, Motor i 


7.500 


_ 

Sundry Expense.s 

. 


2.750 

10 

5 

Jhscounts on Purchases 

. . 


416 

11 

3 

Stock (Raw Materials and Finished Goods) > 
A Dept. (1st Jan.) 

• m 

7,261 

4 

2 


• • • 


6,946 

12 

8 

Stable and Motor Expenses , , ^ 

• • 

560 

5 

5 

Sundry Debtors 

• • a 

• 9 

22,630 

10 

- 

Sales, A Dept. . 

a • a 

• • 

> 47.328 

14 

1 

B „ . 

• 

a a V 

m V 

31,552 

9 

5 

Bad Debts 

* # a 

• • 

720 

5 

5 

l^ostage. Telegrams, and Bill Stamps . 

■ • 

746 

3 

4 

Directors' Fees , 

i * • 


1,600 

— 

«. 

Furniture and Fixtures 

* 

• # e 

• « 

1,055 

- 

- 

Wot king Plant and Utensils 

« « 

43,703 

3 

4 
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L d. 

Exhibition Expenses 1.843 1 3 

Bad Debts Reserve (1st Jan.) 7‘JO 10 6 

Debenture Interest ^i)i) - - 

Salaries 2,090 c) 10 

Discounts on Sales ....... 945 S 4 

Travellers' Commission and Expenses .... 4,500 10 5 

Stationery. Sample Books, and Catalogues (^(46 of tliese 

are still in st?ock) . . . . . . . 1,572 4 3 

Dillerence in Exchange (Dr. balance) . . . . 32 9 2 

Depreciate Working Plant, etc., 10 per cent; Horses, Harness, .MoUir Vans, 
etc., 10 per cent; Furniture, 2\ per cent. Make a Reserve of 5 ]jt r cent on 
Sundry Debtors. Stock of Raw Materials and Finished Goods on 31 si Decem- 
ber was — 

A Dept., /9,432 12s. 6d. ; B Dept., /7, 846 15.s. 3d. 


7. The Toilet Specialities Co. manufacture and sell two popular articles, 
** Excelsior *' Hair Cream and “ De Inixe " Tooth Powder resiioctively. 
From the fallowing particulars draw up the Company's Trading and Profit 
and Loss Accounts for the year ending 30th J nne — 

i s- 

Stock of Raw Materials, Hair Cream (1st July) . . , 807 13 8 

„ I, M II II (30th June) . . TdO 10 8 

„ „ „ Tooth Powder (1st July) , . 316 4 5 

>, 11 If II .1 (30th June) , , 361 14 4 

Stock of Manufactured Hair Cream (1st July) . , , 713 9 10 

„ ,, I, II (30rh Juno) . . 543 17 6 

„ „ Tooth Powdf'r (l.d July) . , 307 18 9 

>1 11 ,, „ (30th Juno) . . 378 5 6 

„ Jiottles, Boxes, Labi Is, etc., Hair Cream (1st July) 307 lU 8 

M I, ,1 .. M (30th Jiinu) 238 12 2 

„ „ „ TootJi Powder f!.sl Julv) 246 15 3 

II ,1 ,1 I. M (30th June; 247 15 7 

Purdiasos of Raw Materials, Hair Cream .... 727 4 9 

,, ,, ,, Tooth Powder . . . 517 6 5 

„ ljuttle.s, IJo.xes, /..abels, etc., Hair Cruam . 518 5 

n „ M .1 Tooth Pow'der . 323 1 1 ri 

Mauufactur-ng Kxpmscs, Hair Cream .... 268 1‘) 7 

I, Tooth Powiler . . . , 243 16 7 

Wages, Hair Cream Dept. ...... 707 14 3 

„ Tooth Powder Dept. ...... 734 7 8 

Salaries ^ 

Ad\t'rtising 5,896 K) 

Postage 5\H> 7 8 

Rent, Rates, and Taxes ....... 722 16 9 

Sundry Expenses . . . . . . 31718 6 

Sales of Hair Cieam, 75,896 bottles (g Is. 1 hi. bottle. 

„ Tooth Powder, 498,878 boxes (?^ 5Jil box. 

The undivided (expenses are to be j^)poruoaed between the two departments 
according to the number of Ixittlcs ot Hair Cream tn b(,xcs of Tootli Pow'der 
sold. 


8. From the following particulars of the Luxworth Motor Car Works, Ltd., 
draw up departmental Trading Accounts, and a Profit and Loss Account, for 
the year emling 31st December, 19. .. 

^ d. 

Fixtures and Fittirig.s. . . *. . . . 110 15 6 

Loose JMant and Tools 378 10 9 
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I 5. d. 

Sundry Debtors. ..••••• 3,026 15 8 

Cars bought for re-sale ...... 15,725 - - 

Carri.nge on Cnrs sold . • . . • • 129 16 6 

Management Expenses . • . . . . *187 14 3 

Profit and Lo-^s Account — Cf. bal. 1st Jan. . . . 7f)6 4 8 

Dad Debts 110 9 6 

Petn»l, Oil, etc., used ...... 657 5 II 

Charged Lo Cusloincrs for Hire of Cars . . . » 467 13 9 

Sales of Motor Cars ....... 18950 - - 

('harged to Customers lor Repaiis to Cars . . , 9n6 12 7 

Accessories (Tyres, Tubes, etc.) used .... 2,4 IS 15 6 

Hire Cats ........ 57.4 - 

Stock of Accessories (Tyres, Petrol, Oil, etc.) as at 3 1st 

December, 19.. . • . . . , . 356 8 7 

Expenses of Hire Cara ...... 14 5 

Sales of P..*U.4. Oil. etc l/»26 13 4 

G:irag<‘ Kcuts Received . . . . , , 110 15 6 

Debenluro luiorost . . . , . . , 125-~ 

Roprui -i tf' ri.'iit, etc. ...... 29 13 2 

Sales of Acer.:; ^^ r-es ('ryre*^, Tubes, etc.) . , . 2 907 14 v8 

\\ ...m'S in 148 10 3 

('osi of Rt p.uis t(j Cars (Wages. Materals, etc ) , , 816 16 5 

IVid Df'bls Ju M’rvc, 1 St January . . . . ISO - - 

Sundry Recci[)ls (Washing Cars, Chtugnig Datteiies, etc.) 175 19 2 


I'hc folhnving adjustments Jire necessary: Bad D^bis Rivservc, 5 per cent 
I’lebtoi.s; DeprcciJUion : Loo.se Tools, 20 per cent; Ibxuiiv.s and FMttnigvS, 5 per 
coTit ; Hii-c Cars, 20 jjer cent ; the manager is entitled to a Commission of 5 per 
f llio net ])iofit after cliarging this commission. 

V.. Jimth, Brown (“v: Jolnrson are equal partners in a busine'^-, are 
entitled to iiitiTest at 5 per cent on their respective Capitals before the division 
of profits. AH other adjustments have been made, and fiom the following 
particulars you are requested to draw up Trading and Profit and Loss Accounts 
and Balance Sheet, showing the gross and net profits of each department, and 
aRo the percentages of gross and net profit on turnovers respectively — 



Capital Accounts — 3 ^ s. d. 

.>mith (1st Jan.) 51.942 11 4 

Brown ( ) 36.865 1 2 

Johnson ( „ ) 31.234 7 8 

Drawing Accouuls- -- • 

Smith , . 5,000 - - 

Brown . . 3,500 - - 

Johnson . . 3,080 - - 

Cash at ]3ank . . 4,059 9 6 

.. in hand . . 1,241 10 10 

Fixtures, Fittings, etc. — 

No. 1 Dept. 9,453 - 10 

No. 2 . 7,682 19 10 

Horses, Carls, etc. . 1,251 11 -- 

Ca,sh Creditor , . 3,000 - w 

No. 1 Dept, 

Sundry Debtors . 33,407 4 10 

Creditors 12,325 18 ^ 

. 179,055 13 - 


j£ d. 

Stock (1st Jan.) . 74,837 - 10 

Rircha.scs . . 130.316 18 4 

Housekeeping Expenses 3,951 1 8 

Discounts .Allowed . 5,034 12 4 

„ Received . 4,135 7 4 

Trade Expenses . 24,215 6 8 

Stock, 31st Dec., £70,927 11s. 2d. 

No. 2 Dept. 

Sundry Debtors . 9.144 12 8 

„ Cieditors . 9,137 18 2 

Sales . , . 95,465 15 - 

Stock (1st Jan.) . 15,345 8 10 

Purcliases . . 77,032 7 8 

Housekeeping Expenses 2,536 17 6 

Discounts Allowed . 3,486 5 4 

.. Received 2,339 10 8 
Trade Expenses . 10,925 11 - 

Stock, 31st Dec., <19,743 7s. 4d. 


Sales 
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10. Messrs. Hammond Sc NeUon commenced ii retail cash business on 
1st July with a Stock of Goods divided as follows: A Dept., /653 11s. lOd.j 
B Dept., £916 18s. 6d.; C Dept., £853 15s. lOd. ; D Dept., £1,003 Os. lOd.j 
E Dept., £1,346 9s. 4d. They also had Fixtures and Fittings, £1,121 5s.; 
equal amounts of Capital; and Catih, £1,104 18s. 8d. 

The following was the summary of their Casli 15ook for the half-year ended 


31 &t December — 

£ 

s. 

d. 


i 

6. 

d. 

To Sales— 




By Purchasce— 




A Dept. . 

. 2,512 

1 

10 

A Dept. . 

1,792 

8 

6 

B ,, • 

. 3,156 

14 

4 

B . 

1,585 

1 


C „ « 

, 2.313 

12 

10 

c .. . 

1,628 

7 

2 

D ,, « 

• 2.475 

1 

- 


1,033 

13 


K . . 

. 4.357 

11 

2 

E .. . 

3,406 

5 

4 





(iencral Ex]>unscs 
„ Drawiugi. — 

1,441 

10 

- 





ILimmond 

500 

- 

— 





Xulson 

500 

- 

- 


The following purchases arc unpaid on 31st December: A Dept., £641 
18s. 4d.: B Dept., £1,250 IS.'.-. 4d. ; C Dept., £318 3.s. lOd. ; D Dept., £493 
9s. 8d.: E Dept., £452 2s. 4d. One quarter's Kent, £240, is also outstanding. 
The Stocks on hand at 31st Decembtir are: A Dept., £1,033 Os. 4d. ; B Dept., 
£1,234 63. 8d.; C Dept., £1,197 13s. 4d.; D Dept., £747 3s. 2d.; E Dept, 
£1.633 14s. 4d. 

Draw up Departmental Trading Accounts, adding to the Expenses 20 p<'r 
cent per annum for Depreciation of Fixtures. Divide the Expenses tliu.^; A 
Dept., ^th; B Dept., i^^ths; C Dept., Jth; D Dept., J/,ths; 1C Dept, 

Draw up also a Profit .and Loss Account, and Balance Sheet, allo\%nng Interest 
on Capital at 5 per cent per annum, ;iikI dividing rirohls n(pi:dly. 


11. From the following particulars prcpaie Departniculal Trading and 
Profit and Loss Accounts for the year ended 31st December, apportioning 
the expenses between the two deparljuent.s in proportion to their respective 
turnovers — 


Stock (Paw Materials and Finished Good.s)- 
X Dept. (1st Jan.) 

Y „ ( ) 

Purchases (Raw Materials), X Dept. . 

( i> It II • 

Sales, X Dept. ..... 

II y 

Exhibition Expenses 

Wages, X Dept. .... 

V 

11 ^ II • * • . 

Travellers' Commission and Expenses 
Rent, Rate.s, and Taxes . 

Fixtures and Fittings . . • 

Salaries 

Working Plant and Utensils 
Insurance (£70 of this is prepaid) 

Bad Debts Reserve. 1st jan. . w . 
Horses, Harness, Motor Vans and Vehicles 
Directors' Fees .... 

Sundry Debtors .... 

Postage, Telegrams, and Bill Stamps. 
Diidereuce in Exchange (Vr. balance) 


£ i-. 

15,909 17 10 
13,975 5 -S 
39,693 10 6 
29.791 15 10 
97.988 5 2 
65,325 9 10 
3,831 13 4 

7.975 9 8 
3,979 19 6 

10,753 15 - 

1.975 5 - 

2,550 - 

7,159 3 4 

111,190 - - 
1,617 - 10 
1.497 1 2 

15,974 3 4 
4,050 - - 
45,907 - - 
1,834 17 6 
77 16 8 
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I S. d. 

Sundry Expenses ....... 5,592 9 2 

Had Debts I,fi57 9 2 

Stationery, Sample Books, and Catalogues (;£690 of 
these arc still m stock) ...... 6,753 5 - 

Debenture Interest ....... 1,260 - - 

Discounts on Purchases ...... 3,497 7 6 

„ on Sides ....... 6,537 10 10 

Stable and Motor Expenses ... . 1,274 7 6 

Depreciate Working Plant 10 per cent; Horses, Harness, etc., 20 per centf 
h’urniture, per cent. Make a Reserve of 5 per cent on Sundry Debtors. 
Stock of Raw M;iterials and Finished Goods on 31st December Wi3,s — 

X Dept.. ;£19, 791 17s. lOd.; Y Dept., ;fl5, 917 5.s. 8d. 


12. The Table Delicacies Co. manufacture and sell two specialities, namely, 
" Tip To]? " I'lsh P.iste and “ A 1 Sauce. From the following particulars 
draw up the Company’s Trading and Profit and Ixiss Accounts for the year 
ended 30ih June — 

Stocks of Raw Materials — ^ 

Fish Paste (1 -.t July) 1,25111 - 

„ ,, (30th June) ...... 1,652 9 8 

Saurc (Ist July) ....... 469 7 8 

(30ai June) 550 13 6 

Stoclo ♦ iManii tact tired Fish Paste (1st Julv) . . . 1,074 7 10 

„ „ M .. (30th June) , . 1,744 6 10 

„ „ Sauce {1st July) ' . . 433 14 10 

M „ (30LliJuno) , , . 533 1 4 

„ Tioitlos, Pots, Isabels, etc,. Paste (1st July) , 270 18 8 

II r, I, I, „ (30th Juno) . 414 17 6 

.1 ,, ,, „ Sauce (Jst July) . 344 13 6 

II M (30th June) . 270 9 - 

Purchases of Raw Materials, Fish Paste. . , • 1,033 5 4 

,, ,, Siucc . . • . 815-4 

„ Vi titles, Pots, LabcLs, etc.. Paste « • 647 8 10 

,, ,, „ „ Sauce • . 487 11 * 

1.046 17 
1,205 6 
113 7 
396 15 


Wages, Fish Past*. Dept. 

„ Sauce Dept. . . . • 

lifanufacturing Expenses, Paste Dopt. , 
„ Sauce „ 

Salcirie.s 

Advertising . * . 

Printing and Stationery 
C'arriage on Stiles . • , . 

Kent, Ratos, and Taxes 
Sundry Expenses . . . < 

Sales of Fish Paste, 709,482 pots 4|d 
, Sauce, 123,276 bottles @ Is. 3d 


per pot. 
per bottle, 


894 12 10 
653 15 4 
1,331 13 - 


The undivided expenses are to be apportioned between the two departments 
according to the mniber of pots of Fish Paste or bottles of Sauce sold. 

• 

13. From the following particulars of the ** Stablemcrc ” Motor Car Works, 
Ltd., prepare departmental Trading Accounts and a General Profit and Loss 
Account for the year ended 31st December — £ s d 

Fixtures and Fittings. • .•* • . , 15176 

Loose Plant and Tools •••••• 451 5 2 
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Sundry Dcbt('rs ....... 

Cars for re-salo ...... 

Carriage on Cars soUl ...... 

Management Expenses ...... 

Profit ami lx.>ss Account (Cf. bal. 1st Jan.) . 

Bad Debts ........ 

Petrol, Oil, ctp., used ...... 

Charged to Customers for Hire of Oxrs. 

Sales of Motor Cars ....... 

Charged t o Customers for Repairs to Cars 
Accessories (Tyres, Tubes, etc.) used .... 

Hire Cars ........ 

Stock of Accoisorics (Tyres, Tubes, Petrol, Oil, etc.) at 
end of current >’ear ...... 

Expenses of Hire Cars ...... 

Sales of Petrol, Oil, etc. ...... 

Oarage Rents Received ...... 

Debontuie Interest ....... 

Repairs to Plant, etc. ...... 

Sales of Accessories (Tyres, Tubes, etc.) 

Wages in Yard ........ 

Cost of Repaiis to Cars (Wages. Materials, etc.) 

Bad DeV)ts Reserve {1st Jan.) ..... 

Sundry li^ceipts (Washing Cars, Charging Batteries, etc.) 


L 

5 . 

ih 

5.8S0 

8 

10 

25,000 

- 

- 

230 

9 

- 

1,021 

7 

4 

1,300 

11 

8 

100 

7 

2 

1.251 

12 

10 

811 

5 


29,500 

- 

- 

1,901 

7 

4 

4,700 

9 

8 

1,301 

11 

10 

751 

3 

1 

450 

12 

8 

1,951 

9 

8 

ISO 

19 

4 

250 

- 


51 

13 


5,471 

10 

0 

.313 

1 

4 

1,750 

17 

S 

240 

333 


10 


The following adjustmenti) are neccssaiy: Bad Debts Reserve, 5 per irnt; 
Debtors; Depreciation: Iy)ose Plant and Tools, 20 per cent; T'imuics, etc., 
5 per cent; Hire Cars, 20 per cent; the manager is entitled to a txjnimis'-ion 
of 5 per cent of the net profit after charging this commission. 


14. From the following Trial Balance of T. Thoinp.son, Pawnbroker, prcjiarc 
Departmental Trading Account and Profit and Account fen* tin* year 
ended 31st December, and Balance Sheet as at that date — 

Trial BALA^XE Dr, Cr. 



L 

5 . 

d. 

£ 

s. 

d. 

Fixinrca and Fittings .... 

627 

14 

2 




Stocks (1st Jan.) — 







Pledged Goods (at amount of Ad- 







vances thereon) .... 

5,127 

2 

11 




Goods for Re-sale (at cost) 

2,065 

10 

5 




Ci'.pital Account (Ist Jan.) , 


• 


7,000 

15 

5 

Drawing Account .... 

350 


__ 




Pledged Gkiods Advances Account 

13,720 

14 

6 




„ „ Redeemed Accdimt 




13,015 

12 

9 

„ „ Interest Account . 




1,050 

6 

10 

Sale of Ticket.^ ..... 




157 

10 

3 

Sales ...... 




2.369 

15 

7 

Wages and Salaries .... 

405 

10 

3 




Sundry Creditors .... 




339 

13 

6 

Rent, Rates, and Taxes 

216 

9 

10 




Purchases (for re-sale) . . f . 

657 

16 

8 




Sundry Expenses .... 

238 

12 

6 




Caab \n hand 


5 

4 




afBfwvV. 

36? 

► \1 






J4 4 C23,9'Xi 14 4 
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During the year. Unredeemed Pledges to the amount of ;£1,756 13s. 4d. (sum 
advai\ced thereon) have been transferred from the Pledged Goods Account 
to the Goods for Ro-sale Account. The Stock at 3 1st December was; Pledged 
Goods (at amount of Advances thereon), ;£4,215 15s. 9d. ; Goods for Rc-sale 
(at cost), ;f2,630 14s. 8d. Depreciate Fixtures at 5 per cent, and allow Interest 
on Qipilal at per cent. 


15. G. Greasicy is in business as an Engine Dealer and Repairer. From 
the following particulars prepare Departmental Trading Accounts and Profit 
and r.oss Account for the year ended 31st December — 


£ s. d. 

Capital Account (Isi Jan.) ..... 5,165 14 9 

Stock, Engine Dept, (l.st Jan.) . • . . 3,316 11 2 

,, Repairs Dept. (Ist Jan.) .... 1,161 1.3 7 

Purchases, Engine Dept. ..... 8,507 10 6 

,, Repriirs ...... 5,275 11 8 

Wages, Engine Dept. ..... 2,657 13 4 

,, Repairs ,, ..... 3, (SOS 15 5 

Working Expenses, Engine Dept. .... 1,('56 5 8 

,, Repairs „ .... 1,516 4 10 

Amounts charg<‘d to Customers, Repairs Dept. . . 12,408 11 10 

Sales, Engine De]jt. . • . . . • . 14,616 16 9 

B.ul Debts 47 15 4 

Salaries . . . . , . . • • 61723 

Rent, Kates, and Taxes ...... 426 13 4 

Gas and EU'Ctric Light . . . . . . 57 14 5 

Insurance (Fire and Workmen’s Compensation) • . 158 5 6 

Ofhcc Fnniiturc 227 13 10 

„ Expenses . , . . . . * 146 8 9 

Discounts — Credit balance . . . . . • 41 17 8 

Bad Debts Reserve ()st Jan.) . . . • • fin - - 


The Stocks on hand at 3l5t December were? Engine Dept., ^'3,450 16s. 4d. | 
Repairs Dept,, £1,265 19,s. 5d. Reserve £75 for Bad Debts. Allow Interest 
on Capital at 5 per cent. Depreciate Office Furniture 5 jier cent. 


16. P. Philcree is in business, trading as the Engineering Supj)lies Co., 
for the manufacture and sale of engineering sundries. From the followng 
particulars prepare Trading and Profit and Loss Accounts showing the gross 
and net trading profits of each department, and also a General Profit and 
Loss Account showing the net profit— 

I 


Stock, Works Dept. (1st Jan.) 

.. Retail „ ( „ ) 

Purchases, Works Dept. 

„ Retail 
Carriage, Works Dept. 

.. Retail .. 

Wages, Works Dept. . 

„ Retail „ 

Sales, Works Dept. . 

,, Retail ,, . , _ 

Machinery, Plant, and Tools (1st Jan.) 
Office Salaries, Works Dept. 

,, ,, Retail ,, 

„ Expenses, Works Dept. 

„ „ Retail „ 

Rent, Rates, and Taxes, Works Dept. 


1,056 10 
6,573 14 
8,743 
32,656 
620 
1,456 
7.426 
914 
21,486 15 
40,915 14 
10,897 14 
526 15 
507 6 
206 4 
572 15 
463 17 


d. 

6 

8 

10 

9 

4 
8 

5 
3 
2 

7 
3 

6 
6 

11 

10 

8 
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Rent, Rates, and Taxes, Retail I>ept. . 

Bad Debts Reserve, Works Dept. (1st Jan.) 
» M .. Retail „ ( „ ) 

„ „ Works Dept. 

„ Retail 

Salary (P. Philcrce) . , . • 

Biink Interest Received 
„ Charges 

Income Tax Paid .... 
Interest on Investments, less tax 


I 

31^0 10 6 

r:25 10 - 
225 10 - 
112 15 6 
lid 16 11 
1.('.00 - - 
76 16 4 
29 5 8 
416 14 2 
162 13 6 


The Slocks on hand at 31st December were: Works ,/[975 13s. 4d.; 

Ri laO Dept., /7,520 18s. lOd. The Maelnnery, Plant, and Tools were valued 
at ;£! 0,946 12s, 8d. Make a Rid Debt Rcser\ e of /J230 for each de part incut, 
and apportion Philcree's salary equally between tho two departmentb. 


REVISION EXERCISE IX 

1. Explain briefly the meaning of Book-keeping by Double Entry, and 
why preference should be given to that sy.stem over others. Exj'lain alsr; 
the difference between Personal and Impersonal Accounts, {[.oivhn Chamber 
of Commerce.) 

2. Is there any difference between a Trading Account and a Profit and 
Ix)ss Account, and from what accounts in the Ledger are llicy prepared? 
(London Chamber of Commerce.) 

3. Prepare a form of Cash Book suitable for a laigc public insiitulion, 
such as a County Asylum or Hydropathic Institution, where the rule is 
imperative to pay everything by cheque, and pay into the Bank all receipts 
intact, and bnefiy state your reasons for suggesting the adoption of .such a 
form of Cash Book. (London Chamber of Commerre^ 

4. Robinson, on 31st August, buys from Tuck & Co, 150 tons of coal at 
7s. 6d. a ton at the pit mouth, and pays for them at once by cheque, being 
allowed a discount for cash of 2J per cent. He pays Is. 3d. a Ion for carriage 
by rail and 9d. a ton for cartage. He sells the coal to a Slieffield manufacturing 
Company at 12s. 6d. a ton on 14th September, and draws a bill at two months 
for the amount. The bill is dishonoured at maturity, but is immediately 
paid by the manufacturing Company upon demand being made to tlieni. 
Draw the bill of exchange and make the entries necesswiry* to record the above 
transactions in Robinson's books, and show what profit or loss Robinson made 
upon the deal after charging 10 per cent on the original cost of the coal for 
establishment ex[>ensGS. (London Chamber of Commerce,) 

5. In closing the books of Robert Sawyer you find the undermentioned 
items. How would you deal with these transactions when preparing the 
annua] accounts for the year ended 31st December? 

(1) Fire insurance premium (£50) paid on 30th June this year, covering 
the twelve months to 30th June next year. 

(2) Salaries (£125) accrued due to A,* B, and C, but not yet drawn by 
them. 

(3) R. Robinson paid £100 in advance in full settlement for work which 
was being executed for him under a contract. The cost of tho work com- 
pleted up to 31dt December amounted fo £39, when it was estimated that 
Italf the contract had been completed. 
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(4) Patents accounts showed a debit balance of ISSl 7s. Tins amount 
consisted of Patent rights (six years to run) purchased for ;f550, and renewal 
fees for the current year, £3 7s. 

(5) Tlirec years ago Robert Sawyer bought a milling machine for £200, 
aiwl depreciation, at the rate of 10 per cent upon the diniinishfng balance, 
liH.s been written off each year; the same machine, however, can now be 
bought for £\20 owing to improvements in maTuifacture. {London Chaniher 
of Commerce.) 


6. The following is an abbreviated Statement, presented to Sub.scribers 
and Fnend.s by the JNLuiagcniciit of an iinportant public Charitable Iiistd ution, 
and bearing an Aiulitor^s certificaio. 


FlNA^rcTAL Statkment. 1^/ January to 3lst December 


To li.inkors* Jtdance .... 

,, i^occipts, i ionr-t i.'Jiis, etc. 

,, " M '' Bmidiug Fimd 



370 

4.020 




703 


,, f-VlO Con.sol'. sold . . . , 

,, Trust Finuls — 



4(50 


Rcccipfs ..... 



8,S28 


Dividends. 



2.5vS9 


£2,449 Cou.sols sold . 



2.4 IS 


,, Divid«md on Cons<ds and Turkish 4% 


ft 

741 


Bv Grants ..... 


• 


4,740 

„ Salaries and Geticrol Charges . 


a 


1,(577 

„ £459 Consols bought 
„ Trust Funds — 




450 

Grants ..... 

• 



2 ; i-v 

£11,323 Cous<.*l.s bought . . 

• 



n,i09 

„ Rankers' Balance . • . • 

* 


£20.798 

107 

£20 798 


Thore is no other Account published, but at the foi;t of the Statement, and 
imlepondcnt thereof, and without the signature of the Auditor, there is a 
Note stating that there are Investments amounting respectively to ;£100,588 
10s. 7d. and ;£20,254*6s. 2d., and that there are unpaid Grants amounting 
to ;fl2,595. 

Give your opinion as to this form of Account, and having regard to the 
attacks occasionally made in the " Press upon the Accounts as publi.'ihed 
from time to time by certain charitable .societies, st£ite very briefly in what 
way you would have presented the Accounts liad you been acting as the 
OlTicial Accountant to the Institution. {London Chatnber of Conmen^.) 


7. Consigned Goods value £750 to A. Archer, of Sydney. Paid Freight 
£54, and Insurance £30. Received# an Advance of £250 from A. Archer. 
Received Account Sales from A. Archer showing that part of the goods hatl 
realized gross £800, and that his expenses and commission amounted to £85. 
The Stock unsold was valued at £25^, Received bill at 1 month from A. 
Archer for amount due. « 

Make the ncces.sary Journal and Cash l^ok entries for the above tinnsac- 
tions, and show the Consigitment Account in the Ledger. 
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8. Mildred ^ Merryweatiier 


(a) TRIAL BALANCE, 3U/ Dcctinher 





£ 

5. 

d. 

£ 

s. 

a. 

J. C. Mildred, C^ipital as 

at 1st July 

, 




8.653 

14 

8 

W. F. Merrywoatlier, 

Capital as 

at 







1st July 

, 

. 




5,610 

3 

7 

Land and Buddings as at 1st July 

, 

6,300 


- 



Machinery, Plant, and Utensils , 


6.250 

8 

2 




Office Furniture 



130 






Executors of Henry Watson, Loan on 







Mortgage 4% 

, . 





4,000 

- 

— 

R. A. Morryw'eathcr. Bonus Account 







as £^t 1st July 

, , 

, 




329 

10 


J. C. Mildred, Dratving Account 

, 

378 

4 

10 




\V. F. Merryweather, Drawing Account 

229 

3 

1 




R, A. Meny^voatber, Drawing Account 

141 

6 

7 




Materials Purchased 



14,187 

14 

9 




^^^ages 



4,544 

6 

8 




Office Salaries . 

• • 


189 

11 

3 




Travellers* Salaries . 

• • 


432 

9 

6 




Rates and Insurance 

• • 


121 

IS 

10 




Discount Allowed 

• • 


1,064 

14 

2 




Repairs and Renewals of Machinery 


248 

3 

1 




Sales 

. 





20,465 

7 

11 

1 -yalty (on manufacturing process) 


149 

1 

2 



Las and Water Account 



35 

13 

7 




Rent of Stabling let off 
Travellers* Commission 

« • 





41 

2 

9 

« • 


123 

4 

2 




Bad Debt Account . 

• # 





13S 

9 

1 

Travelling Expenses 

• 9 


269 

13 

1 




Bank Charges . . 

9 9 


68 

9 

3 




Discount Received . 

• • 





387 

6 

8 

Returns Inwards 

• 9 


143 

5 

7 




Creditors 






1,250 

10 


Trade Expenses 



179 

10 

5 



Trading Account — Stock of Materials, 







1st July 



3.611 

17 

6 




Debtors . 



2,700 

2 

11 




Bank 






328 

16 

3 

Petty Cash Balance . 



5 

- 





Bills Payable . • 






338 

14 

9 

Interest Account 



40 


— 







£41.543 15 

8 

£41,543 

15 

8 


Stock of Materials, 31st December, £7,032 11s. 9d. 

J. C. Mildred and W. F. Merryweather are partners, and divide profits and 
losses equally after being credited with interest on Capital at 5 per cent per 
annum. ^ 

R. A. Merryweather is the Factory Manager, and is entitled to a bonus 
of 15 per cent of the profit after allowing for all Interest. He is also entitled 
to Interest at 5 per cent per annum on the amount of his Bonus left in the 
business. ^ 

Interest on all drawings is ignored. 

Land and Buildings Account, Depreciation, 1 per cent per annum. 
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Machinery, Plant, and Utensils Account include additions this half-year, 
/1 79 8s. 2d. ; write off for Depreciation 10 per cent per annum on balance at 
1st July. 

Office Furniture Account. This Account lias been regularly depreciated 
each half-year at 10 per cent per annum. This half-year it has also been 
reduced on 30th September by the sale of a Typewriter for /5, wliich was 
purchased on 301h J une last year for £25 ; include the loss on this transaction 
wnth tliis half-year's depreciation. 

Interest on Mortgage Giving from 1st October (ignore Incgnie Tax). 

W. F. Merryweather requires /1 00 transferring from his Account to the 
credit of U. A. Merr>^vcat!ier as a present at Christmas. 

Wages include £\2 13s. 6d. paid to an injured workman, and recoverable 
from the Insurance Company. 

Rates owing, £J5. Insurance prepaid, £50. 

Discount allowed should be .shoi^m in Trading Account as a deduction from 
Snli^s. Reserve 6J per cent of the Debtors. 

Cja< and Water. The note from the Corporation received 2nd February 
sh: )\vs the gas for the previous half-year ending 31st December is 132 1 1 s. 8d. ; 
water for half-year ending 30th June next (payable in advance) is ;f33 6s. 8d. 
Tlio Corporation allows 5 jier cent discount on this note. 

f. r. .Mildred should lx; charged 10s. per week for the half-year for use of 
Sbshling belonging to the business. 

Bad l')ebt Acer unt, Reserve, j£200. 

Discount received should be shown in Trading Account as a deduction 
from Matena].s purchased ; Reserve 2J per cent of Creditors. 

Prepare a Trading Account .showing the Gro^a.s Profit ; the profit before 
cliarging Partners’ Interest on Capital, and the net Pr».>fit. 

Siiow tin* Balance Sheet, 31st December, and prepare I'.opics of the Partners’ 
( aiutal Accounts for the half-year. 

{b) Referring to the previous question, state what percentage the following 
item 1 in the Trading Account bears to the net Sales — 

Alatenai.s consumed (including Royalty). 

Wage.s. 

Gross Profit. 

N‘'t Expenses be love charging Partners' Interest. 

Net Profit (after Bonus). 

(UVi/ Riding of Yorkshire.) 



CHAPTER X 

PARTNERSHIP ACCOUNTS 


Definition. By the Partnership Act, 1890, partnership is defined 
as the relatfo:! which subsists between persons carrying on a 
business in common with a view of profit/' 

Relationships which are not Partnerships. The relation between 
members of any company or association which is — 

{a) Registered as a company under the Companies Act, 

(now Companies Act, 1929), or any otlier Act of Parliament for 
the time being in force and relating to the registration of joint 
stock companies ; or 

(b) Formed or incoiporaled by or in pursuance oi any other 
Act of Parliament or letters patent, or Royal Charter; or 

(c) A company engaged in working mines within and subject to 
the jurisdiction of the Stannaries; 

3 not a partnership within the meaning of the Act. 

What Constitutes a Partnership? In determining whether a part- 
nership docs or does not exist, regard must be had to the following 
rules — 

(1) Joint tenancy, tenancy in common, joint prrperty, common i)rf»i)city 
•M* part ownership does not of itself create a partnership as to an>'l}nn^> so 
held or ownicd, whether the tenants or owner*: do or do nc>t share any ])roJils 
made by the use thereof. 

(2) The sharing of gross returns does not of itself create a partnership, 
whether the persons sharing such retunis have or have not a joint or common 
right or interest in any property from which or from the use of whitli (ho 
returns are derived. 

(31 The receipt by a person of a siiare of the* profits of a business is priz.^a 
facie evidence that he is a p?*,rtner in the business, but the receipt of such a 
' -thare', or of a payment contingent on or varying with the profits of a busine.ss, 
does not of itself make Inm a partner in the business; and in particular — 

(a) The receipt by a x>erson of a debt or other liquidated amount by 
instalments or otherwise out of the accruing profits cT! a business does not 
of itself make him a partner in the business or liable as such. 

(6) A contract for the remuneration of a servant or agent of a person 
engaged in a business by a share of the profits of the business does not of 
itself make the servant or agent a partner in the binsiness or liable as such. 

(c) A person being the wid<iw or child of a dccease<l partner, and receiving 
by way of annuity a portion of the profits made in the business in wluch 
the deceased person was a partner, is not by reason only of such receipt a 
partner in the business or liable as such, 

(d) The advance of money by way of loan to a person engaged or about 
to engage in any busine.ss on a contract with that person that the lender 
shall receive a rate of interest var>"ing with the profits, or shall receixe a 
share of the profits arising from carrying on the business, docs not of itself 
make the leqder a partner with the person or persons carrying on the 
: business or liable as such; provided l>hat the contract is In writing, and 
signed by or on behalf of all the parties thereto. 

30^4 
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(«) A person receiving by Avay of annuity or otherwise a portion of the 

profits of a busmess in consideration of the sale by him of the goodwill of 

the business is not by reason only of such n^ceipt a partner in the business 

or liable as such 

Prohibition of Large Partnerships, No partnership consisting of 
more than twenty persons can bo formed to carry on any busint^^s 
for gain without being registered as a company under the Com- 
panies Act, 1929. In the case of a banking businojft? the number 
must not exceed ton. 

Firm and Firm^Name. Persons who ha^^e entered into partner- 
ship witli one another are, for the purposes of tlie Partnership Act, 
1890, called collectively a firm, and the name under which their 
Imsiness is carried on is cMlh^d the firm-name. 

By the Registnition of Business Names Act, 1916, every firm 
having a ]>]ace of bii.siness in the United Kingdom, and carr 3 ’ing on 
Inisino'^s under a name which does not consist of the true surnames 
of all the partners, must l.)i' registered. Pariiculars must bo fur- 
nished of th<* l)usiii<'s.s name, gtmeral nature of ilie business, prin- 
cipal place (»f business; the present Christian name and suniame, 
any former ('hnstian name and surname, nationality, and if that 
nationality is not the nationality of origin, llie nationality of origin, 
usual residence, and the other business occupation (if any), of each 
partner. The names of the partners must also app(Mr on the note- 
paper, catalogues, showcards, etc., issued by firm, 

* Difference between an Ordinary Partnership and a Joint Stock 
'"»43f3mpany. Thr following points should spccialh* be noted— 

(1) The: indivicUialiiy of tin* niviribcvs wlio f.>rn\ .\ coinpiiny ^snlirely lost 
in tho pc'r.so!ialil y of company itself, which is roganlcd in law as a sepaiale 
and di.=itincl eiiUty. 'Hius, a memljer of a company may enter into contracts 
with the company itself in the same manner as any other individual. 

(2) In a company, the creditors can onlv j)rococd against tlv* property of 
the; company in case of ne<;essity. and, onlinariiy, there i.s n-, remedy beyond 
the amount' of the fixed capital, which is, lu fact, the lolal amount of the 
projK^rty of the legal ])crson. lu paitnenslup, the creditors may lud only 
proceed against the property of the partnership, but also against the private 
property of each individual partner. 

(3) 111 a public i;oinpany, sltarcs may be transferred without the consent 
of the other members of the conijiauy, and witlioiit affecting its existence; 
this is not possible in a partnership. 

(4) In the case of a limited company, the liability of eacli shareholder is 
limited to the amount unpaid on the shares which he holds, in a partnership 
each member is liable jointly for the whole of the debts of the firm. 

(5) lu a partnership the number of inemlTcrs must not cxc.e(;d twenty; ' 
or, in the case of a banking company, ten. In a limited company there is no 
such limit, except that there must not bo loss than seven persons in a public 
company, nor less than two in a privete one. 

(6) In a partnership, each partner can lake part in the management, and 
his actions are legally binding on the firm; but in a company, the rights of 
management a# restricted to a specia’ body of shareholders called directors. 

(7) In a partnership, the rights of-the memliers are regulated by the Deed 
of l^irtnership, and may be altered by mutual agreement. In a limited 
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company, the objects of the company arc governed by the Alernorandiiih of 
Association, which cannot bo altered except by consent of the Court; and 
the powers of the directors arc regulated by the Articles, which can only lx; 
altered by si)ccial resolution of the shareliulders. 

(8) Tlic law prescribi's an annual audit for a limited company, but not for 
a partnership. 

(9) The capital of a private Arm may be increased by additioiis and by 
proAts, or decreased by withdrawals and losses, or altered by mutufil agree- 
ment. The caju'lnl of a company is fixed by the Memurandum, is unaffected 
by trading proiits or losses, and ciin only be increased or decreased in a special 
statutory manner. 

/"^inds of Partners. There are dilferent kinds of partners, viz. - 

Acting or Active Partner, one who actually lakes part in tin' 
busiiu'ss . Dormant or Sleeping Partn er, one wlio has capital in the 
business, l)ut is not actually engaged in it ; Limited Par tner, one who 
is a partner under the Limited Partnershi]) Act ;-^^u asi Partne r, one 
who has retired from active partioipatiori in the Imsmess, but has 
left his capital in it as a loan, receiving interest on it varying with 
the i>rofits. or who (allliough not a partner) incurs liabilities as if 
he w’erc a partner by reason of the fact that lie holds himself out 
or allinvs himself to be represented as such. 

Power of a Partner to Bind the Firm. Every partner is an agent 
of the firm and his other partners for the purpose of the business of 
the partncrdiip ; and the acts of every partner who does any act 
for carrying on in the usiud way business of the kind carried on by 
the firm of which he, is a member bind the firm and his partiuTs, 
unless the partner so acting has in fact no authority to act for the 
firm in the particular matter, and the person with wliom he is 
dealing either knows that he has no authority, or docs not know or 
believe him to be a partner. 

Partner using Credit of Firm for Private Purposes. Where nie 
partner pledges the credit of the firm for a purpose apparently not 
connected with the firm's ordinary coui'se of busiiie.ss, the firm is not 
bound, unless he is in fact specially authorized by the other partners. 

, ^.'^Liability of Partners. Every partner in a firm is liable jointly 
with the other partners for all debts and obligations of the firm 
incurred while he is a partner ; and after his death his estate is also 
severally liable in a due course of administration for such debts and 
obligations, so far as they remain unsatisfied, but subject to tlie 
ptior payment of his separate debts. 

Li^iUty-of Firm , (a) Where one partner acting within the scope 
of his apparent authority receives the money or propi rty of a third 
person and misapplies it ; and {b} where a firm in the course of 
its business receives money or property of a third person, and the 
money or property so received is misapplied by one more of the 
partners while it is in the custody •of the firm ; the firm is liable to 
make good the loss. 
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Liabilities of Incoming and Outgoing Partners. By Section 17 of 
the Act — 

(1) A ])crsun v/h(j is admitted as a partner into an existing firm docs not 
thereby become liable to the creditors of the firm for an>i:hing done before 
he became a ]vartner. 

(2) A i^artin r wlio retires from a firm dues not thereby cease to be liable 
for partnor.->lii]) debt .-5 or obligations incurred before liis retirement. 

(3) A retiring partner maj'’ be discharged from any Aisting liabilities, 
by ail agreeiiirnl to that effect between himself and the members of the firm 
as newly constituted and the creditors, and tins agreement may be either 
express or inferrofl as a fact from the course of dealing betx\'een the creditors 
aiul the finn as m^wly constituted. 

Variation of Terms of Partnership. The mutual rights and duties 
of partiKTs. whether ascertained by agreement or defined by the 
Parlnersliip Act, may be varied by the consent of all the partners, 
and such consent m*ay be cither express or inferred from a course of 
dealing. 

Partnership Property. By Section 20 of the Act — 

All pro]K'rt\- and rights and interests in pioperty originally brought into 
llio i),irtnLiship stock or acquired, whether by puixhaso or othervi^ise, on 
account of the firm, or for the purposes and in the course of the partnersliip 
busiiiL's'', arc called in this Act partuersliip property, and must bu held and 
ap[»lied by llie partners exclusively ftir the purposes of the parlnevijliip and 
m .M cuidamA' with the partnership agreement. 

Unless the contrary intention appears, property bought with 
money belonging to the firm is deemed to_ have been bought on 
account ot tho firm, 

. Rights and Duties of Partners. By Section 24 of luc Act, the 
interc.sts of partners in the partnership property, and their rights 
and duties in relation to the partnership shall be determined, sub- 
ject to any agreement express or implied between the partners, by 
the following rule.s — 

(1) All the partners arc entitled to share equally in ihc capital and profits 
of the business, and must contribute equally towards the losses whether of 
cajiital or otherwise sustained by the firm. 

(2) The firm must indemnify every partner in respect of payments made 
and ]M’rsoual liabilities incurred by him — 

(a) in the oidinary and proper conduct of the business of the firm; or, 

(b) ill or about anything necessarily done for the preservation of the 

business or property of the firm. 

(3) A partner making, for the purpose of the partner sliip, any actual 
payment or advance beyond the amount of capital which he has agreed to 
subscribe, is entitled to interest at the rate of 5 per cent per annum from 
the date of the payment or advance. 

(4) A partner is not entitled, before the ascertainment of profits, to interest 
on the capital subscribed by him. ^ 

(5) Every partner may take part in tlic management of the partnership 
business. ^ 

(6) No partiper shall be entitled to remuneration for acting in the partnership 
business. 

(7) No person may be introduced as a partner without the consent of all 
exi.sting partners. 
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(8) Any difference arising as to ordinary matters connected wth the 
partnership business may be decided by a majority of the partners, but no 
change may be made in the nature of the partnership business without the 
consent of all existing partners. 

(9) The partiKTship blanks are to be kept at the place of business of the 
partnership (or tJio principal place, if there is more than one), and every 
partner may, when he thinks lit, have access to and inspect and copy any 
of them. 

Expulsion of Partner. No majority of the partners can expel any 
partner unless a power to do so has been coiiftTred by express agree- 
ment between the partners. 

Duration of Partnership at Will. Where no fixed term has b('eji 
agreed up>oii for the duration of the partnership, any partner may 
determine the partnership at any tinu- on giving notice of his inten- 
tion so to do to all the other partners. Where the partnersliip luis 
originally been constituted by deed, a notice in writing, signed by 
the partner giving it, is sufficient. 

Where a partnership entered into for a fixed term is continued 
after {he term has expired, and without any (express new agreement, 
the rights and duties of the partners remain the same as lliey wen* 
at the expiration of the term, so far as is consistent with the incidents 
of a partnership at will. A continuance of the busincc^s by the part- 
ners or such of them as habitually acted therein during the term, 
without any settlement or liquidatirm of the partnership affairs, is 
presumed to be a continuance of the partnership. 

Duties of Partners towards the Firm. Partners arc bound to 
render true accounts and full information of all things affecting 
the partnership to any partner or liis legal representatives. 

Every partner must account to tin*, firm for any benefit derived 
by him witliout the consent of the other partners from any trans- 
action concerning the partnership, or from any use by him of the 
partnership property, name, or bu.sine.ss connection. 

If a partner, without the consent of the other partners, carries 
on any business of the same nature as, and competing with, that of 
the firm, he must account for and pay over to \he firm all profits 

i madc by him in that business. 

Partnership Deed. Tliere may be, and often are, partnerships 
at without the existence of any deed or written agreement. 
Owteg to the conflicting legal interijretations of the Partnership 
ASt, however, a deed should be drawn up and the following matters 
de^t with specifically — 

(1) The amount of c^Apital each partnv is to contribute, and whether the 
amount is to be fixed or not. 

(2) How profits and losses, including Capital profits and losses, are to be 
, shared'. i 

(3) The amoi)nt each partner is to be allowed to draw. 

; (4) Wljether mterest is tQ be allowed on Capital and charged on Drawings, 

■ at ' rate. 
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(5) Whether (Irawings. profits and losses, c^ncl interest are to bo. dealt 
with in Separate Current Accounts, or merged finally into tlio Capital Accounts. 

(fi) Whether the balances of the partners' Current Accounts are to l)e 
t barged or credited with interest, and at what rate. 

(7) T'hat a Prf/ut and Loss Account and Balance Sheet be drawn up each 

yenr, and audited by a professional accountant; and that such Balance 
Shcf'ts be signed by all the partners and be binding on them, unless a majiifest 
error is di.scovered within six months afterwards. ^ 

(8) tn the case of Policies of Survivorship Insurance being taken out, how 
the preniinins arc to be dealt with, and how the Policy Money is to be divided 
when received. 

(91 The. method of arriving at the amount of Goodwill in the case of the 
(i.'Mih or retirement of any of the partners. 

(10) 'J‘ho inetliod of airi\ing at liio amount payable on the death or retire- 
ment of a p'.uiiun’ —whether he is to bo entitled to his capite.l, as per the last 
llaK-riee Sheet, phis a higher rate of mbnest to elate of death nv reluerjent in 
lieu piofiis, or wlutlicr fre^h accounts are lo bo prepared up to date of 
<lr;.i:h or rt'tuenienl., and wlu iber the partnership assets arc to be ro-valued 
for tills nnr]i(,si . 

( M) 't'lkd in the e\ em of the death of a partner, his capital should r< main in 
tho business a.- a loan bearing interest, and be rcpaviiblo by easy iiistulments, 
so {IS to prevent llu" business being cripx»Ied by a large withdra-wal oi funds. 

Fixed Capital Accounts. In practice, it is usual for the amounts 
of tlK‘ partners’ capitals to be fixed by the partnership ‘deed. The 
('apital Acr, omits, ihercf(;re, remain at the same figure during the 
portuersiiii.v Partners' salarirs, pndits, and interest on capital are 
not sliown in the Capital Accounts but in separate Current or 
Drawing Ai counts, the balances of which are carried to the Balance 
Sheet, and in some cas(‘S bear interest. A distinction is thiv* i iade 
and maintained betwcim original capital and undrawn pioiits} The 
diflerence between the two methods can easily be seen from the 
example on pagi*. 310, which represents the liabilities side of a 
JLilancc Sheet drawn up both ways. 

Partner's Advances. ^Any further sums of money advanced by a 
pwTtner to the firm will be by way of loan rather than capital^ 
inasmuch as partners' loans have priority of repayment over 
partners' capital in ^tho event of a dissolution. WPfie interest on such 
loans, unless paid in cash, should, therefore, be credited to the 
Partners' Loan Account or Current Account^, and not to his Capital 
Account. 

Partner’s Salaries. Wlicrc some of the partners devote the ^hole 
of their time to the* business while others do not, it is usual to isdiow 
the former a salary before ascertaining the net profit. The praefef^ 
also obtains where there are jimiov partners who, having littld or 
no capital in tli^ firm and taking only a small share of the profitsi 
would otherwise (feirive insufficient remuneration from tlie business 
ior their services to it. The salary is sometimes drawn out in cash, 
YJdfd sometimes credited to tlie Pa Jncr's Caintal Account, according 
to the agreement. ' 

Interest on Capital. In order to adjust ^he rights of partners>' 



(1) FIXED CAPITAL METHOD. (2) ALTERNATIVE METHOD. 
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as between themselves, it is usual to allow interest on partners* 
capitals. Where partners share equally in the profits, but have 
unequal capitals, the partner witli the smaller capital would other- 
wise get an advantage over the other; and where the partners 
have equal capitals but share profits unequally, the partner who * 
takrs tlic large r share of profits would othei*W'ise gain at the expense 
of the otluT. V'flie interest is debited to Profit and Loss Account 
and credited to the Capital Accounts or Current Accounts as the 
case may be. 

Interest on Drawings . In many cases, interest is not chargeable 
on ^irawiiAgs, the reason being that the drawings are -not out of 
capital but on account of profits that are accruing. Where, how- 
e.ver, partners withdraw capital sums, interest is charged. In order 
to adjust the rights of the partners inter sc, that is, to prevent one 
partner getting any advantage over the others, it is also necessary 
to charge intcirest on drawings where partners, who are equal as 
regards capital and share of profits, draw out unequal sums. The 
iiiteresL is debited, by means of a journal entry, to the Drawing 
Account and civdit('d to an Interest on Capital Account. 

Drawing Account. The following is an example without interest — 


Dr. R. RUMT.liY.—DRAWING ACCOUNT Cr. 
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Tlie following is an example with interest — 


Dr, R, RUMLEY.-~DR.VWIXG ACCOUNT Cr. 
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IntiTOst on capital, and share of profits, are sometimes shown in 
the Drawing Account instead of in the Capital Account. Tlie balance ■; 
of the Drawing Account is fransferred to the Capital Account, 
unless the latter is a fixed a.mount ; in such cases it appears separ- 
ately on the Balance Sheet, and the Account is more commonly 
called a Current Account. On page 312 is an example with intere^ 
on capital, and share of profit. 
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R RUMI I Y. - J>RAWIN(; ACCOUNT 


Cr 




By IiitPitst on 
CcipitAl 
,, Share of 


>^J?feoodwilL Tliis term has nceived various kgal dofiiulions, e.g. 

Nothing mon* than the probabilitv that the old euslomtrs Will 
resort to the old place'*; “Tin bent‘fit inising fnmi (onmrtion 
and rq?utation ’* Looked at fiom another point oi it should 

represent the vahu' of the ability of a bn-,iness to intikc* surplus 
profit after cliaigiiig mtiTest on the capital einpk)yed, and allow- 
ing for a management salaiv in case the propiiotor <li(l not wish 
to maiidgo it himself. The goodwill may arise from th(‘ itpiitation 
of the iU'tklc sold, the personality of the proprietor, monopoly, 
patents, trade-marks, favourable locality, etc. Goodwill may have 
to be taken into consideration on the death of an existing partner 
or the admission of a new one. and also on the salt f)f the busi- 


ness. Foi tht' })urp()se of sale, the value of the goodwill is usually 
taken to be from one to five yeais* purchase of tin average net 
profits for a I'enod of years, though in retail bnsine>s it is oftem 
based on the iuiiiover. Tlie value of goodwill is governed by so 
many circumstauc s that no general rule can be laid dowm. 
v'jSoodwill and Incoming Paiteers. Jt is iisunJ to cJiarge an incom- 
RP^TWRuunT^r g<Ktf1will. The metliod oi treating this 
item m the books of acxonnt v.iri(s c<m^I<lcrdbly. Tliere arc four 
n^n of dt rdiiig with this matt* r, and they are .is follows— 

>■' 1. A Goodwill Accouni. is raistd, the dinoiint being credited to 
the old partners in th< proportion in W’hich they share profits and 
lossts. 


■.2. The premium paid for a share of the goodwill by the incoming 
partner is drawn out again, in cash, by tHe old partners. 

• -Q. The premium paid for a share of tlie goodwill by the incoming 
partner is retained in the business; tlie sum so paid being credited 
in th^roper proportions to the old partners' Capital Accounts. 

Tne premium paid for a share of the goodwill by the incomi^ 
partner is paid to the old partners direct, no record beyig made m 
the firm’s books. 


It is to the advantage of the incoming partner that the paymeot- 
of a preniium for goodwill should be shown in thfi partnersh^ booltt, 
and thus ensure there being a p^maneiit recoiU of it, Jpi ottter to 
.^Bcilifate matters, if he should retire and require to him 

"-(if sqm.' Itt|s also, usually, to the adv^tage of 
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partner that the premium he pays on admission should not be dra^ 
out again, but should be left in the business, so that the latter shall 
derive some benefit from it. 

Example i. J. Rowell and M. Collado are in partnership sliaring 
profits and losses in the proportions of two- thirds and orie-third 
respectively. They agree to admit C. Constantinides as a partner 
witl> a fifth share on condition, that he brings in /2,000 capital, 
and that the old partners are credited with their respective shares 
of' the goodwill estimated at £1,200. Rowell and Collado, as be-- 
tween themselves, are to share profits and losses in the same ratio 
as teforc. Make the necessary entries in the books, and state the 
partners* future proportions of profit respectively. 


JOURNAL Dr. Cf. 
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As Constantinides takes one-fiflh of the profits, foi.ir-tifths will 
remain, and the partners* shares will be as follows — ' 4 ^^ ' 

RowcU will receive It of J or 

Collado „ i of y or 

Constantinides „ „ ^ or ^tb.s. . . 


Exan^Ie 2 . J. Judge and K. King are in partnershij^. 
profits and losses in the proportions of three-fourths and ooe-Jpt^^;';; 
respectively. Theif ^ee to admit K. Kerry as a partner on condi** 
tion’that he brings into tlw business j£l,500 capital and pays them-,' 
a premium of ,^300 for a fifth share in tte profits. Make the neces*;: 
sar^ entries in the books. . . - 

CASHSOOK <>. 
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k. (Cii$(AfA/b^ 


I ■ 
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agree to admit W. Wlieater as a partner on condition that he brings 
into the business £2,500, £500 of which is to be n gju ded as premium 
-for admission, but is to be paid out to the partru rs in the propor- 
tions in which they are entitled to share it. Make the necessary 
entries in the books. 


Dr. 


CASH BOOK 


Cr. 


cr 
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d. 
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In tliis case the money brought in by Wheater inusi he split up, 
the capital being separated from the premium, winch belongs to 
the old partners, and must be credited to tht^ir Capital Accounts in 
the same proportion in which they are entitled to share profits. 

Example 4. A. Appleton and P. Pearson are in partnership, 
sharing profits and losses three-fourths and one-fourth lespectivgly, 
They agree to admit C. Cherry as a partner on conditimi that he 
brings in £2,400, £400 of which is to be regarded as premium for 
goodwill ; the money, however, is to remain in the business. , Make 
the hecessary entries in the books. 


Dr. CASH BOOK Cr. . 
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tvExample 5, C. Coward agrees to admit F. Glen into partnership 
on the following terms : [a) That Glen brings £2,650 Capital in 
’ €a^ into the business; {b) that £650 is to be paid out to C, Coward 
, and is to appear in the books of the partnership as Goodwill. Make 
^^e necessary entries in the books. • 


Dr. 


CASH BOOK 


^ Jo F* Cleo (Capital A/c) 




d. 

By Goodwill A/c (amount paid 
out to C. Coward by way 

if . 


i. 




of premium) . 

650 

• k 



Adjustsiiie^ of Assets on Admission of Partner, Amalgamation of 
; ^ It often happens, when a new partner is admitted^ 

; of \tiie business ^yre re-valued, j^ny appreciation ot 

in the Capital Acci^nnts^i old part- 
also bring into baflnershm 
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assets besides Cash, namely. Book Debts, Plant, etc., and the Gobd* 
wil^ his own connection. ' ' U 

J^i^&cample. V. Evans and T. Taylor are partners in a coal busines^'^. 
scaring profits and losses equally. On 31st DecemJ)er, their Capt^ 
stood at 3^3,500 and £3,000 respectively. Tlie firm’s assets 
liabilities on the same date were as follows: Coal Trucks, £7W; 
Furniture, and Fittings, £260; Sundry Creditors, £1J[40; Cash at 
Barik, £1,325; Carts, Plant, and Horses, £840; Bills Payabte, 
£1,068; Sundry Debtors, £4,740; Cash in hand, £52; and Stock of 
('oal, £735. They agree to take into partnership P. Primrose^ a 
colliery agent, as and from 1st January, on the following terms: 
Pi^fits and losses to be shared, Evans two-fifths, Tajdor two-fifths, 
and Primrose one-fifth. Primrose is to bring into tlie business 
drjjf. Pebtors amounting to £720 (less a Reserve of 5 per cent^fetf 
Pebts), and the Goodwill of his connection estimated at £400. 
His Capital in the new business is to be £1,800, the balance of which 
ho is to pay in Cash on 1 st January, 19 . . . It was also agreed between 
them that the following adjustments should be made as regards 
Thfe business of Evans and Taylor: Coal Trucks to be taken at 
£f$5, and Carts, Plant, and Horses at £9S0. the values placed on 
thlfui by a public valuer ; a Bad Debts Reserve of 5 per cent of the 
Siiridi^ Debtors to be created ; the Goodwill to be valued at £1,250; 
and Evans to be paid out from the Bank balance such a sum'^^as . 
\vi]I reduce his Capital to the same amount as Taylor's. Make the ^ 
necessary entries in the subsidiary books to carry out the above 
agreement, and show tlie Balance Sheet of tlie new firm prior ^ 
commencing busini‘sses. 


y In Evans and Taylor’s Books 

JOURNAL Dr. Cr. 

19 .. 

Jan. I 
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BALANC L SHLl i an at Isi January, 19 
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Guarantee of Assets and Liabilities- Preferential Claim on Fiist 
Year’s Profits. It often hajuieus that an mconnnf: parUin ruiuires 
the assets and habiUtics. as ehown by the liim’s Balai ce bhtet. to 
be guarantetd, in oidei to protect bim;elt against ernas tliat may 
sttleequently be discovered Should a liability have been omiftcd 
or imder-e^timatt d, the loss arivmg fiom it will not then be borne 
by the new pattncrship, but solely by thw old paitneis. Should 
discounts and bad debts anse in coniivction wiili tlit debtors in 
excess of wh.it has been provided, the new pattmishiji will not 
^are in such losses, which will be d»'bited to the old partners’ 
Capital Accounts, and not to thi firm's Profit and 1 1 iss Account 
On the other hand, there are sometimes profits acri iiing on^work 
in progress, or ordcis in hand, whicli the old parlmrs justly requuie 
to be reserved entirely for themselves. Sut h profits will bo crodited, 
in their proper pii*portions, to the Capital Accounts of the old part- 
ners, and not to the Profit and I^ss Account of the fiim. In some 
cases, however, an airangoment is made whereby the old paitnors 
become, in respect of such accrumg gams, entitled to a preieicntial 
claim of a fixed amemnt of the first year’s profits. 

Go^wiU and Outgoing Partners. On the death or retire ment of a 
his share of the Goodwill has to be valued, and the amouitt 
arrived at according to the terms of the partnerslup deed; 8r if 
ilo arrangement has been made, then the Goodwill of th^ firm is 
valued, mid of this amount a proportion, the same as that in which, 
he shares profits, is then credited to the^ahaid partner’s Capital 
Account. Insfead.of the partner’s share of the Goodwill, an annmty, 
or a^purcentage of the profits for a certain nnmbar qt years, is sotno' 
f tlttki^lMdd fo fibi* deC^iM^ jMttnm's lepreseidmtives. 
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Policies of Sunrivorship Asst^ance. Partners often assure 
selves either jointly or severally as a means of obtaining the neces- 
saty cash to pay out a deceased partner’s share of tlje Capital and 
Goodwill. This prevents any financial difficulties when such a neca* 
sity arises. The premiums paid are debited to Profit suid Loss as 
a business expense, and on the death of a partner, the cash receded 
for the policy is debited in the Cash Book and credited to the 
partners’ Capital Accounts (including the account of the deceased 
p.artncr), in the same proportion as they share profits. The cash is 
then in hand with which to make the required payment. If desired, 
a Policy Account may be opened, and dealt with in a similar way 
to _y^»-insurance Policy Method of depreciation. ‘ 

^^xampio. A. Ashton and B. Beeching are in partnership, shying 
protttSPiand ]os.ses three-fifths and two-fifths respectively. In order 
to provide money for repayment of their share of the Capital and 
(roodwill in the event of death, they assure Ihcir lives jointly for 
paying an annual premium of £300, which" is debited to 
the firm's Profit and Loss Account each December, Beeching dies 
on the last day of June, 19... The partnership deed provides 
that his representatives are to receive his Capital, as per the last 
Balance Sheet, plus interest at 5 per cent per annum to date of 
deafth, an<%fhis share of the profits to date of death, estimated 
accorffing td the profits of the preceding year. They are also'^to 
recei\^e as his share of the Goodwill an amount c.stiraated at two: 
years’ purchase of his average net profits of the kst three yeara', 
l>efore charging the insurance premiums. The net profits for tlnis 
last three years after charging the insurance premiums were £2,420, 
£2,800, and £2,310 respectively. Beeching's Capital, as per last 
Balance Sheet was £2,620, ’and Jus Drawings to dale of death amouiit 
to £'3^5. Make the necessary adjustments and draw up Beeching's 
Account, showing the amount payable to his legal representatives. 

/ The Goodwill is calculated thus — 

Average profit for the last three years before charging insurance 
^premiums = (£2,720 -f- £3,100 -f £2,610 -i- 3) = (£8,430 -r 3) 

= £ 2 ,« 10 . 

/ Total Goodwill on basis of two years’ purchase of the average net 
profits = ££2,810 X 2) = £5,620. 
i Beeching's share of Goodwill =» |- of £5,620 = £2,248. 

V"‘ . ■ ’ . 

CASH BOOK Cr, 


T® Afiswrance Policy— 

A. A&hton (Capital 

C, 9m 
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Dr. 


B. BEECHING (DECEASED) 


Cf. 


19— 


£ 

5. 

d. 

19 — 


£ 

2,620 

s. 

d. 

June 30 

To Drawings 

725 

- 

- 

jail. 1 

By Balance 

> 

- 

„ 30 

Balance c/d 

7,870 

10 


June 3C 

„ Interest on 
above, 6 inos. 
^ S'’b I> a ■ 

' „ Prohta for 6 

65 

10 








» 3t 










tnos 1 of 
(^of £2,3IU). 

462 








„ 3 

► „ Shaie oi Good- 










wir 

2,243 


_ 






„ 3( 

> ,, Ca-i)* (Share of 









A<«Miirauce 

Policy) 

3,200 

- 

- 



/8.595 

10 

- 



/8,5j.5 


- 


i 

! 


Tune 3( 

By Balance b/d . 

7,870 

10 

' 

Dr. 

B. B 

EECHING (DFXEASED) LOAN ACCOUN T 


Cr. 

Year 


1" 

: £ 

s. 

d. 

Year 



s. 

il. 

1 

To Cash (P inos ) . 

750 

— 

- 

1 

By Balance . 

7,870 

10 



Balan* ti c/(i 

1 “,.117 

5 

3 


„ Interest, 6 rnos 

1 1% 

15 

8 



1 

5 

3 



£8.067 

5 

3 

2 

To Ca<ih 

1,500 



O 

By Balance b/d 

7,317 

5 

3 


„ Balance c/d 

6,183 

2 

6 


„ Interest. 1 v,;ar 

365 

17 

3 



^7,683 

2 

6 



£7,083 

2 

« 

j 

fo Casli 

1,500 



8 

Bv Balance b/d 

1 G,I83 

2 

6 


Balance c/d 

4,992 

5 

7 


„ Interest, 1 year 

! 309 

3 

1 



fS\ »J>2 

5 

7 



1 £6.492 1 

5 

7 


To Cash 




4 

By Balau(« b/d 

4,992 

5 

7 


„ Balance c/d 

3,741 

17 

10 


„ Interest, 1 year 

249 j 

12 

3 

1 



i7 

10 



£5,241 

17 

111 

c 

To Ca'ili 

1,500 



7 

By Balance b/d 

3,741 

17 

10 


„ Ijalaiioe c/d 

2,42« 

19 

9 


„ Interest, 1 year 

187 

f 

11 



£3,928 

19 

9 


•i 

£3,928 

19 

9 


r*. Cash 

1.5i;0 



0 

Bv Balance b/d 

2,4 2S 

19 

9 


,, Balance c/d 

1,0 '.0 

6 

9 


„ Interest, 1 ycai 

121 1 

9 





8 

9 



£2.550 

aS 

9 

X*- 

n 

To 

U02 

19 

2 

7 

By Ba anne b/d 

1,050 

8 

9 

in- 






„ Interest, 1 year 

52 

10 

5 



£1,102 

19 

2 



£».102 

19 

2 



1 


f 






^ on Sale of a Partnership Business. When a partnership 

-r^^iiiess is as a going*' concern, the ambunt obtained fw thb. 
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Goodwill will be a profit, to be divided among the partners in tl e 
same proportion as they share profits on trading. 

/ tRfepa]pient of Outgoing Partner's Share by Instalments. On the 
death “OT'retiremeht of a partner, hfe share of the Capital and Good- 
will may, instead of being paid out immediately to his representa- 
tives, be treaic^d as a Loan, bearing interest, and rej)ayable by fixed 
annual instalments. • 

Example. Assume in tlie previous example that B. Beeching's 
share of Capital, Profits, and Goodwill, viz. £7,870 10s., is payaV>le 
by annual instalments of £1,500, interest at 5 per cent per annum 
being allowed on the outstanding balance. Show the Ledggr^ccount 
in the firm’.s h)ooks. 

Repayment of Outgoing Paitner's Share with Interest froni'^^te 
of Realficatton of Assets. Althoiigh, by law, interest ceases at^the 
date of dissolution, yet it frequently happens that tlie continuing 
partner agrees to ])av the outgoing partner his sliare by instalments 
with interest as and from the date of realization of the assets. In 
some cases, the average date is ascertained, and interest calculated 
from tliis d.i to. The account then takes the form of an Account 
imrreut. 

^jE^ample. M. Lowther and A. Borchardt arc in partnership, 
, sharing profits and losses equally. Lowther agrees to buy out 
, .borchardt, and the position of affairs on this date is as follows — 


I3ALANCIC SHFE'l at Isr Januakv, 19 -- 


Liabdilus 

1 

i ^ 

s 

ii. 


■ i 

s. 

d. 

Suiidiy Creditors 

i/.:70 

- 


Cash .... 

J..140 

- 


CnpUal Accounts-- 

1 



Suiidrv Debtors 


- 

- 

M. Lowtber . 

a,090 

- 


OtJire I'luuiture 

'2Ui 

- 


A. Borchardt . 

1 2,G90 

1 








1 r6,«i> 

- 



£«.450 j 

1 - 

- 


j 

1 




i 

1 


Lowther is to take over the Office Furniture at ^00, to allow 
Borchardt £540 for his share of the Goodwill, and to pay him his 
proportion as and when realized, interest to be taken into account 
at 5 per cent per annum. A loss of £150 is sustained on the Sundry 
Debtors, and a discount of £30 obtained from the Creditors. Th« 
latter were paid at a^ average date of jour months, and the Debtors 
were realized at an average date of eight months from the date 
of dissolution. Lowther paid Borchardt £550 on 1st March, £550 
on 1st June, £550 on 1st September, and the balance on 3lst 
Dei^mber. Draw up the Account Current between Lowther and ’ 
jE^i^^t, and show fhc final paypaent made to Borchardt on 311it 
liihcerober.. ' 



. BORCHARDT IN ACCOUNT CURRENT WITH M. LOWTHER 



\ I I qC> i OC 


I f f ^ 


O OO 
to ^ 
!o lo lo CR 


i -a-s^-s 

o ^5o(3 


• 4> jj . 

5 § 8*" 


i:2.564 1 8 jf2,564 
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PROFIT AND LOSS ADJUSTMENT ACCOUNT Cf* 
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„ 31 

„ Ca;uial A/iS I 
(Ti*;t ios-i)-- 1 
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Borchardt, } 49u’; 
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IJALAXCL SifCET. -31st Du'kmber, 19— 
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1>1 tois . 
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• 

A. Bofe lirtUlt . 

! 

1 _ 
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i'"! 



l! I 



. . 
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j in Mil - 1 
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Although Lowlher aud horchardt sharr pr<>f»ts and inriud- 

ing profits an<l losses on realization of Ih*- assets. Cuually, yet the 
actual assets HutuscjIvcs, as per the Balance Slieei, belong to the 
partners in the proportion that tlieir Capitals bear to the total 
Capital, three-fifllis and tvvo-fifths respectively. 

Repayment of Outgoing Partner’s Share by means of an Annuity. 
On the death or nuiroment of a partner, his share of the Capital 
and Goodwill is sometimes paid out by means of an annuity for a 
limited number of years, or for his lifetime, or for the joiid lives 
of himself and wife. 

In such cases, the total amount due will be credited to a separate 
account in the name of the annuitant and debited to a Goodwill 
Account. This sep^arate account will be credited each year with 
interest at an agreed rate on the diminishing bal-uice, and debited 
each year with ilu* payment of the annuity. The amount of tlic 
latter will be ascertained from Annuity Tables, If before tlie 
expinition of the ai^nuity, this account is extinguished, all future 
patnnents of the annuity will be debited to Profit and Loss as a 
sustained loss ; on the other hand, if the annuity terminates before 
this credit sum is exhausted, the balance will be transferred to the 
Goodwill Account in reduction thereof. Until the Annuity Account 
is finally closed, the balance of it will appear each year on the 
liabilities side of the Balance Sheet. An alternative method would 
be simply to debit i' Goodwill Account each time the annuity is 
paid./ 

LIMITED PARTNERSHIP 

Definition. A Limited Partnership is a partnership formed under*,, 
the Limited Partn(u-slhp.s Act, 1907, which came into operation on 
the 1st January, 1908. 
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Meanings of Terms. By Section 3 — 

Firm/* firm name/* and ** business ” have the same meanings as in the 
Partnership Act. 1890. 

** General Partner " shall mean any partner whoHs not a limited Partner 
as defined by this Act. 

Constitution of a Limited Partnership. Section 4 enacts as 
follows — t 

(2) A limited partnership shall not consist, in the case of a partnership 
carrying on the business of banking, of more than ten persons, and, in the 
case of any other partnership, of more than twenty persons, and must consist 
of one or more persons called General Partners, who shall be liable for all 
debts and obligations of the firm, and of one or int^re persons to be called 
Limited Partners, who shall at the time of entering into such partnership 
contribute thereto a sum or sums as capital or property valued at a stated 
amount, and who shall not be liable for the debts or obligations of the firm 
beyond the amount so contributed. 

(4) A body corporate may be a Limited Partner. 

Limited Partn«'*s Capital a Fixed Contribution. By Section 4, 
subsection 3 — 

A LimittHi Partner shall not during the continuance of the partnership, 
either directly or indirectly, draw out or receive back any part of his con- 
tribution, aiid if he does so draw out or receive back any such part shall be 
liable for the debts and obligations of the firm up to the amount so drawn out 
or received back. 

Registration Required. By Section 5 of the Act it is enacted 
that— 

Every limited partnership must be legist ered as such in accordance with the 
provisions of this Act, or in default thereof it shall be deemed to be a general 
partnership, and every Limited Partner sliall \>e deemed to be a General 
Partner. 

The partnership must be registered by sending to the Registrar 
of Joint Stock Companies a statement, signed by all the pariners, 
giving (Section 8), the following particulars — 

1. The firm name. 

2. The general nature of the business. 

3. The principal place of business. . 

4. The full name of each of the partners. 

5. The term, if any, for which the partnership is entered into, 
and the date of its commencement. 

6. A statement that the partnership is limited, and the descrip- 
lion of every limited partner as such. 

7. The sum contributed by each limited.partner, and whether 
• paid in cash, or how otherwise. 

Notice of any change of the above must be sent to the Registcar 
within seven days. A Registration fee of £2 is payable, and an ad 
valoretn stamp duty of per cent on the amount introduced by 
tlie limited partner or partners, or any subsequeut increase. Any 
: person may inspect the Register of Limited Partnerships <Hi payment 
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of Is., and may also obtain copies of any documents on payment of 
th(i prescribed fees. 

Modifications of F^itnership Law in the case of Limited Partner- 
ships. Section 6 enacts as follows — 

(1) A Limited Partner shall not take part in the management of the partner- 
ship business, and shall not have power to bind the finn; 

l^rovided that a Limited Partner may by himself or his agent at any time 
inspect the books of the firm and examine into the state and prospects of the 
partnership business, and may advise with the partners thereon. 

If a Limited Partner takes part in the management of the partnership 
business he shall be liable fur debts and obligations of the firm inenrred 
wliilo he so bikes part in the management as though he were a General Partner. 

(2) A limited partnership shall not be dissolved by the death or bankruptcy 
of a Limited Partner, and the lunacy of a Limited Partner shall not be a 
gre^nnd for dissolution of the partnership by the Court unless the lunatic’s 
shart' cannot be otheiwise a^ce^tained and realiied. 

(3) In the event of the dissolution of a limited partnership its afiairs shall 
b(' wnuncl up by the general partners unless the Court otherwise orders. 

Rights and Duties of Limited and General Partners. These are 
determined by Section 6 (5), which says — 

Subject to any agreement express or implied between the partners — 

(a) Any didcrtnce arising as to ordinary matters connected with the 
partnership business may be decided by a majority ol the Genera! Partners. 

{b) A Limited Partner may. with the consent of the General Partners, 
assign his share in the partnership, and. upon such assignment, the assignee 
lieconie a Limited Partner with all the rights of the assignor. 

{c) 'The other Partners shall not be entitled to disst>lve the partnership by 
iiMsoii of any Limited Partner suHering his share to be charged for *;>.parate 
flobt. 

{([) A person may be introduced as a Partner without the consent of the 
e>:ii,ting Limited Partners. 

(^*) A Limited Partner shall not be entitled to dissolve the partnership by 
iiuiice. 

Application of General Partnersh^ Law. Section 7 of the Act 
»‘nacts as follows — 

Subject to the provisions of this Act, the Partnership Act» 1890. and the 
rules of equity and of common law applicable to partnerships, except so far 
as they arc incousistsiit with the express provisions of the last -mentioned 
Act, shall apply to limited partnerships. 

^"'Advantages and Disadvantages of Limited Partnerships. In the 
ciisc of the Limited Partner the advantages arc (1) that bis liability 
is limited to the amount he has agreed to contribute, and (2) that 
he, can share in the profits of the partnership without increasing 
this fixed liability. This enables a capitalist to provide funds for 
inventors to cany out their ideas, also friends to finance a young 
man setting up in business, and to share in any bent tits accruing, 
without incurring any hirther risk beyond the fi-xed liability. The 
disadvantages axe (1) the Limited Partner cannot withdraw jtny 
part of his capital, (2) he cannot take part in the management, 
(3) he cannot dissolve the partnership by giving notice, (4) other 
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partners can be introduced without liis consent, (5) there is pub- 
licity consequent upon registration and open inspection of the 
Register. 

As regards the General Partner the advantages are (1) fresh 
capital can be obtained without the expense and formalities of 
converting the business into a limited company, or witliout mort- 
gagmg liis property, (2) the Limited Partner cannot interfere witli 
the management of the business, (3) a now partner can be introduced 
without the consent of the Limited Partner, (4) there is no fear of 
capital being suddenly withdrawn, as the death or bankruptcy vt 
the Limited Partner does not of itself dissolve the partnersliij), 
neither can the Limited Partner dissolve it by giving notice. The 
disadvantages to him are, chiefly, compulsory registration, and tlie 
consequent publicity through anyone being able to inspect the 
Register and obtain copies of any document. 

Winding up of Limited Partnerships. Section 127 of the Bank- 
ruptcy Act, 1914, enacts that the provisions of this Act shall appiv 
to Limited Partnerships in like manner as if they were orcUiu.ry 
partnersliips, and on all the General Partners being adjuclged 
bankrupt, the assets of the Limited Partnership shall vest in the 
trustee. 


QUESTIONS ON CHAPTER X 
A 

1. What is the legal definition of “ partnership ? 

2. What three relationships are not '* partnerships " within the meaning 
of the Partnership Act? 

3. Merit ion five cases in which the receipt by a person of a sliare in the 
profits of a business does not make that person a partner or liable as such. 

4. What partnerships are prohibited by law? 

5. Explain the meaning of the terms " firm " and “ firm-name.” 

6. State briefly some of the differences between an ordinary partners) p 
and a joint stock company. 

7. Explain wliat is meant by the following : ” Active Partner,” ” Dormant 
Partner,*' ” Limited Partner,” ” quasi partner.” 

8. What power lias a partner, as such, to bind his firm ? 

B 

1. How far is each partner liable for the obligations of the firm? Does 
this liability continue after his decease ? 

2. What is the liability of the firm with reference to money or property — 

^ (a) received by a partner, who misapplies it? 

(b) received by the firm, and a partner misaiiplies it? 

3. Explain what is meant by '* holding out,” and the liabilities attaching 
to it. Does the penalty apply to the continued use of the firm-name after the 
decease of any of the partners ? 

4 . What are the Ii«abilities of incoming and outgoing partners respectively ? 
Can they be discharged from these liabilities by an agreement between all 
the partners? 

5. Can partners vary their mutual rights and duties by means of a written 
agreement? 
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6. What is meant by Partnership Property/' and how mu'it it be dealt 
with according to the Partnership Act? 

7. What are the mutual rights and duties of partners, as laid down by 
the Partnership Act, in regard to the following — 

(1) Sljaring of Profits or Losses? (2) Payments made by a partner on 
acc*.r)unt of liie firm? (3) Advances to the firm by a partner? (4) Interest 
on Capital? (5) Maiiagoinent of the business? (6) Remuneration of part- 
ners? (7) Intrf>duction of new partners? (8) Disputes rc partnership 
affairs? (9) Partnership books? ^ 

8. Can a partner bo expelled by the other partners? 

9 When does a partnership terminate? Under what circumstances is a 
*' continuance-'* of a partnership presumed? 

C 

1 What aro the re.^pective duties of partnets to\\Tir(i3 the firm? 

2. Cm a partnership exist wnhout a deed or written agreement? What 
are such Darcut'rslni)^ then called? 

3 Ouilino the principal points which should be specifically dealt with in 
a p.'irtucr^hij) deed, m view of the conflicting legal interpretations of the 
Partnership Act. 

4. ICxplain wh.ii is imvuit by *' fixed " Capical Accounts. What is the 
object of Mirh ? Draw np a Babnce Sheet bt;th way.s in order to illustrate 
your an.swcr. 

5 K-c plain the n Uiire and treatment of ** Partners’ Advance^.” Why are 
snrh sums not put in as additions to Capital? 

(). Ivxplain the object and treatment of Partners' Salaries." Is the salar}" 
ahvays dr«iwu out? 

7. Why is it at tunes necessary to charge interest on Capital in a partner- 
ship ? Flow is such intcre.'>t dealt with in tlio books? 

iS. When is it neccs.sary in a partneiship to charge interest on Drr .vmgs, 
and when not? Give reasons in each case for your :mswer. 

9. Submit pro forma Drawing Accounts of three kinds to illn^^Lrate actual 
business practice. 

10. What is lUtMiit by partners' Current Accounis? 11j\v do they diller 
from pai-tners’ Drawing Accounts? 


D 

1. What is meant by " goodwill" in a partnership? How does good^vill 
ari.se? When is goodwill brought into Ihe books, and when not? 

2. How is the value of the goodwill of a business arrived at? 

3. In what diffcrentVvays is goodwill treated in the case of an incoming 
pail nor who pays a premium for a share tlierein? 

4. When assets arc re-\ alucd on admission of a new partner, how should 
any appreciation or depreciation thereof be treated in the books? 

5. l^xplain the phrases " Guarantee of Assets and Liabilities," and Pre- 
ferential Claim on Profits." Under what circumstances do such things arise, 
and how are they dealt wnth in the tn^oks? 

6. How is gofidwill valued and treated in the case of an outgoing partner? 

7. What is meant by " Policies of Survivorship Assurance " ? Explain 
their treatment in the books. 

8. How is gocKlwill treated on the sMe of a partnership business ? 

9. What various methods are there of repaying an outgoing partner his 
share in the partner.ship ? 

10. b'lxplaiu the method of treatment in the books w^here an outgoing 
partner’s share is being repaid by means of an annuity. 

U What are the advantages and disadvantages of limited partiiersliips? 
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EXERCISE X 

1. What constitutes a partnership, and can a |;artnership exist without 
each I'iarlner becoming personally liable for the firm's responsibilities to 
creditors? 

John Leach and William Nash had carried on business as linen drapers 
for some years, but without any partnership deed, or -without any arrange- 
ment as to the course to be adopted in the event of the death of either party. 
The business been a profitable one, and the accounts had t)een made up 
yearly on the 31st December, and professionally audited by an auditor call,ed 
in for the purpose. Leach died suddenly in July last, leaving his entire estate 
to his widow. What course would Nash have to adopt under the circumstances, 
anrf when would Leach's estate cease to have an interest in the profits of the 
business ? (London Chamber of Commerce.) 


2. Give the " Drawings Account " of John Robertson as it would appear 
in the firm's Private Ledger as on 31st. December, under the following con- 
ditiuns — 

His Capital on 1st January was /5,000. 

His drawings were: Isl May, 3^250; 1st July* £300 i 1st November, 
/200: 1st December, ;^100. 

His share of profits for the year was ^795. 

Interest is allowed by the firm's Partnership Articles on Capital and charged 
on^thdrawala at the rate of 5 per cent per aimum. (Royal Society of Arts ) 


A 


A and B are partners in A and B's Coal Stores, and they share profits 
and losses equally. On 31st December, they had Capital in the business: 
A, 3£3,100,* and B. j£2,600. The assets and liabilities of the firm, as on that 
dat§U.#ood at the foLTbWing figures in the books: Olhee Kiiniitiire and Fittings, 
£320; Coal Trucks, £930; Trade Creditors, £848, Cash at Bank, £1,166;^ 
Carts, Plant, and Horses, £476; Bills Payable, £662; Sundry Debtors, £3,720;" 
Cash in hand, £18; and Stock of Coal, etc., £570. 

They agreed to take into partnership C, a coal agent, as from 1st Jwuary 
next on the following terms ; Profits and Losses to be shared ; A, Jths ; B, Sths; 
and C, Jth. C was to bring into the partnership " Book Debts ” amounlmg 
to £560 (less a reserve for I3ad Debes of 5 per cent), and the Goodwill of his 
connection, valued at £310 ; while his Capital in the new firm was to be £1,000* 
the balance of which he was to pay in cash on signing the Articles of Partner-' 
ship on 1st January. It was further ag^rced between A, B, and C that ‘fjs» 
following adjustments should be made in the figures as shown Md 
B's Balance Sheet on 3lst December. The Coal Trucks were to be taken 
at £1.000, and the Carts, Plant, and Horses as at £550, the result of an 
indcperfiient valuation ; a Bad Debt reserve of 7 J per tent to be deducted' 
from outstanding Debtors; the Goodwill of the old firm (A and B) wC^S.,tP 
be taken at £455 ; and A was to be paid out from the Bank Balance 
Sum as would make his Capital equal to B's. The Agreement was ^ 

out. ^ 

You are required (a) to make the Journal entries necessary to comi^lete 
tne^bove adjustments, and (b) to draw up a Balance Sheet showing the 
pomon of the new firm as on 1st January. (Royal Society of Arte.) 

ly^JkfOicksoti Sc Bell, having Capitals of £2,000 and £1,500 respectively, advkit 
/DeteS into partnership on term.s thak.he shall contribute £1^000 a.s (Upkali^.' 
aod'pay thorn £1^00 as his share of the GoodwiiK Interest oii Capital tb |)^ at 
per annum (charged to Profit and- Lciss Account) and profitsi'to. ba 
the ptoixirticm of i, 3* and 2;-% Peters has Only £1,000, wliich ho pays - 

ilEas' Capital; aiid in an attenmt to meet tlw posHaon, the " 

' Account ** to £i,m, Wliibsh is (^i^.£80Q 
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and £600 to Bell's You are called m at the end oi the year, and find they havi^ 
closed off the Profit and Loss Account as under — 


Dr PROFIT AND I^SS ACCOUNT Cr. 







II 






1 

£ 

To Interest on Capi+al- 

— 






Dickson 

£1 40 


By Profit 

% 


2 500 

Bell 

105 






Peters 

50 








295 





„ Piofil » divided — 







Dickson 

£980 






Bill 

715 






Peters 

490 








2,205 







~£2‘iW 




£2 500 


C rrert the trior made by tlic partner*- and the t fieri thereof, by Journal 
f 1 tncs. (wl ich sIk ulil be fully explanatory) Shou the true position of the 
I kiii nets' accounts (C hartered Accountants ) 


The b<ol£^ of Blatk & ^Vhlte. who are equal partners are balanced 
irl> as on SI 1 Ihctmbtt Before profits are pscirtaned and duided 
1 |H r rent v is allowed uj^n pirti ers' Gioital Of putiaiion at the rate 
if S pir nt IS wntt< ii c ff the Plant Ac count, and a prov sion ol 5 pei cent is 
maie for Bid and Doulitful D« bts One yeai s uittiest at the rate of 4^ per 
cent IS due upon the Loan on Mortgage and hij> not vet bten passed 
the books Ihe Stocli on hand as on 31sl December was saJtit'd **1 1^,225 
The following aic the final balances as on 31st December — 


Purchases . 16 450 

Manufacturing Wages 2 150 

bales • . 24 800 

Hack's Capital Ac I ouni 5 000 

Drawings Account 
(including Interest) . , 550 

White's Capital Account . 2,000 

,, Drawings Acegunt 
(including Interest) • . 350 

Sbigk (as on 1st January) 3.000 

Salanes . , . 820 

Rates imd Toates 325 


Tiade Charges 

?00 

Premium on I^-ase Account 


(6 years unexpned ns on 


Istjonuaia) 

2.400 

Sundry Ci editors 

15 345 

Loan on Mortgage 

5 000 

Freehold Land and Buildings 

8000 

Plant Account 

4.000 

Reserve for Bid and Doubt* 


ful Debts (as on 1st Jan ) 

600 

Sundry Debtors 

13.100 

Cash at Bank , 

1.200 


l^pare a Tradmg and Profit and Loss Account for the year ended fitst 
December, and n Stance Sheet as on that date. (Landtm Chamber o/ Com- 
tiure§) 


/ 6 Messrs Uon A Unicorn are in pattnersbip as chenucal manufactama 
Brofits dr losses are divided equally. Under the deed of partnerihip the lo]8ow* 
lug ad}adiifients oie necessary befiare the divivou of profits^ 

Five per cent Interest is allowed ot Partners' Capital , 10 per cent Dept#* 
ciation IS to he written off Plaat Account and Barges Account | $ per eijllft 
prc^^iljlon IS to be made to Sad and Doubtful Deb^ 
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On 31st Doceniber the I-edger balances of the firm were as follows 


I 


Pnrchiisos Account . . 63.o00 

B'irges Account . . . 3/2 SO 

Repairs and Replacements . 3/205 

Freight and M.ii i ne 1 nsurance 312 
Allowances from Creditors . 2,420 

Coal . . * . ■ . 4.404 

Gas and Water . . . 302 

Machinery and Plant Account 25,000 
Wages . . . . <5/. 21 

Land and Buildings Account 13.810 
Salaries .... 858 

Sundry Debtors . . . 7,940 

Sales . . . . 74.441 

CashalBmk . . . 2.185 

Stock (1st January) . . 25,220 

Rent, Rates, and 'taxes . 873 


Sundry Creditors . 3,880 

Insurance .... 265 

Bad Debts . . . 341 

„ ,, Reserve Account 

{1st January) . . . 385 

Advertising . . . 982 

,, Suspense Account 5,800 
Cottage Rents Received . 117 

CavSh in hand . . . 325 

R, Taon, Cc^pltal Account . 59,400 

,, Dnavijigs Account 
dncUuiing liileiost) . . 4/250 

P. Unicorn, Capital Acci)unt 30.000 
„ Drawings Account 
(including Interest) . . 2,050 


Slock was taker, its on 3 1st December, and was agreed at )r30,342. It was 
also agreed to wTitc of! half the Advertising Susjicir e Account, end to 
to Building Account ;f3,000 from Purchases Acccninl, and /,'250 from \\ ages 
Account, representing cost of material and labour bpeui upon new buildings 
creclrd during the year Prepare Trading and Piofit and I obS Accounts 
for the year ended 31 bt December and a Balance Sheet as on that dav. 
{London Chamber of Commerce.) 


/ 1. William James and Edward Jon s entered intf) p.^rtnersliip on th.o 
’ 1st January, under the style of Janus »Sr Joner, as Wholesale and General 
Ironmongers. On the 1st January, Jninr-s paid in as his Capital, ;^3,000, 
and on tlie 1st M.arch, jemos paid in as his Capital, /2,0(*0. The prc>fits were 
to be divided in proportion to the capital brought in. Interest at 5 per cent 
was to be charged upon tlieir respeccivc draw'ings, and Jones hrul to be 
charged interest at the same rate upon his Otpital from 1st January to liie 
1st March. On 31st December, Stock w’as taken (which aniounied to jf 2,478), 
and the book-keeper took out the Trial 15al.\nce of the Books, which w.is as 
follows — 


Plant, Tools, etc. ..... 



750 


Office Furniture and Fittings 



250 


Horses, Carts, and Harne.ss . 


It • 

225 


Purchases ...... 


• 

5,750 


Sales 




6,020 

Rents, Rales, Taxes, and Insurance 



187 


Office and General Expenhe.s . 



125 


Freight and Carriage .... 



1J5 


Horse Kcej) ..... 



9.5 


Discounts and Allowances 



45 


Intere.st, Commission, and Bank Charges 



32 


Printing, Stationery, and Advertising 



15 


Travelling Expenses . , • 



120 


Salaries and Wages .... 

• 


1,020 


William James— Capital Account . 


• 


3,000 

Edward Jones — Capital Account 

« 

* 


2.000 

Carried forward . 

. 

. 

7^729 

^11,020 
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Brought forward . 

W illiam J amcs— D ra'wi ngs — 

1st March 
1st June . 
lat September 
1st December 

Edward Jones — Drnwiivci— 

1st April . 

1st July . 

Isl (October 
1st December 

Trade Debtors 
„ Creditors . 



SO 

100 

50 

120 


i 

75 

75 

2,514 


848 


;£! 1,868 ;£ 11,868 

Prepare, by Journal entries, the Profit and Ix)5s Account — having first dealt 
with the interest referred to in the preliminary paragraph — pass the Profit 
(or Ix^ss. as Oie case may be) to the partners' Accounts, and then prepare 
a General Statement of Assets and Liabilities as at the 3 1st Decembt^r, 
{London Chamber of Commerce.) 

- 8. X, Y, and Z are partners. 

Tlieir respective Capitals in the business, as shown by their Balance Sheejt 
on 3 1st December are : X, £3.000 ; Y. £'2,200 ; Z, £800. The profit iov the year, 
amounting to £1.600, has been credited to X, J share; Y and Z, J each, and 
the books have been closed. 

During the year they have withdrawn notliing beyond their sala^ic^, which 
have already been charged to Profit and I-oss Account. It is found on 3 1st 
Ma^rch next that interest on the Partners' Capital (5 per cent per annuTi'\ as 
provided by the partnership agi cement, has been omitted. 

Give the entries you would make in the books to correct this error. (West 
Riding of Yorkshire.) 

» 9. From the following particulars draw up the liabilities side of the Btilance 
Sheet in two vrays, in order to illustrate the difference in the presentation 
of accounts when the Capitals are (a) fixed, (b) not fixed — 

Bills Payable, £1,706 2s. 8d.; Sundry Creditors, £2,J *3 J3s. 9d. ; Out- 
standing Expenses, £175 3s. lid.; Loan Account, R. Rudd, £1,500; Capital 
Accounts; R. Rudd, £7,000; B. Butler, £4,500; Drawing Accounts: Rudd, 
£1,600; Butler, £1,200; Shares of Profit: Rudd. £1,473 2s. 8d. ; Butler, £1,156 
13s. lOd. ; Interest on Capitals; Rudd, £350; Butler, £225 ; Interest on Loan: 
R. Rudd, £75. 

^ 10. A. Aplin and C. Charles are in partnership, sharing profits and losses 
three-fifths and two-'fiftlis respectively. They agree to ^mit P. Paton as 
a partner with a fifth sh.^rc on condition that he brings in £1,500 Capital, 
and that the old partners are credited with their respective shares of the 
Goodwill estimated at £2,000. Aplin and Charles, as between themselves, 
are ip share profits and losses in the same ratio as before. Make the necessary 
entries in the books, and state the partners' future proportions of profit 
respectively. ^ 

* 11. A, Bassett and P. Palmer are in partnership sharing profits and los^ 
twD-tliirda and one-third respectively. They agree to admit D. Dawson 
a partner on condition that he brings into the business £1,500 Capital ai]^ ' 
pays them a premium of £230 for a fifth share in the profits. AAake 
necessary entnes in the bopks, V . 
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12. B. Blackburn and P. Pinner are in partnership, sharing profits and 
losses two-thirds and one-third respectively. They agree to admit M. Marsden 
as a partner on condition that he brings into the business j£l,800. ;£240 of 
which is to be regarded as premium for admission, but i.s to be paid out to 
the partners in the proportions in wliich they are entitled to share it. Make 
the necessary entries in the books. 


13. G. Gardner and C. Campbell are in partnership, sharing profits and 
losses two-thiifis and one-third respectively. They agre<^ to admit R. Reifl 
as a partner on condition that he brings in 1,800, £240 of which is to be 
regarded as premium for Goodwill ; the money, however, is to remain in the 
business. Make the necessary entries in the books. 


14. D. Dutton agrees to admit F. Fletcher into partner.ship on the 
ing terms: (a) That Fletcher brings £2,300 Capital into the business; (f>) that 
£300 is to be paid out to Dutton and is to appear in the books of the partiier- 
s|dp as^oodwill. Make the necessary entries m the l>ooks. 

A. Dean and B. Gibson are partners in a Timber business, sharing 
profits and losses equally. On 31st Decemb^jr their Capitals stood at £5,375 
and £4,865 respectively. The firm's Ass^'ts and Liabilitits on the same date 
were as follows: Plant and Tools, £1,926; Furniture and Fixtures, £105; 
Sundry Creditors, £920; Cash at Bank, £1,406; liorses, Carts, Waggons, 
etc., £1,685; Bills Payable. £657; Sundry Debtors, £3,940; Ca.sh in hand, 
£95; Stock of Timber, £2,720. They agree to take into partnership F. Fir, 
a Timber Agent, as and Ifrorn 1st January on the foUowmg terms; Profits 
and Losses to be shared: Dean, two-fifths; Gibson, two-fifths; and Fir, 
one-fifth. Fir is to bring into the business Sundry Debtors, amounting to 
£920 (less a Reserve of 5 per cent for Bad Debts), and the Goodwll of his 
connection, estimated at £350. His Capital in the new business is to be £2,150^ 
the balance of which he is to pay m m Cash on 1st January.^ It was also 
agreed between them that the following adjustments should ^ made as 
regards the business of Dean and Gibson : Plant to be taken at £2,060, and 
Horses, Carts, Waggons, etc., £1,720, the values placed on them by a public 
valuer ; a Bad Debts Reserve of 5 per cent of the Sundry Debtors to be created | 
Goodwill to be valued at £1,050 ; Dean to be paid out from the Bank's balance 
such a sum as w'ill reduce his Capital to the same amount as Gibson's. IkTake 
the necessary entries in the subsidiary books to carry out the above agree- 
ment, and show the Balance Sheet of the firm prior to commencing bpiness. 

^ 10. Smith, Brown and Robinson enter into partnership, as equal partners, 
for the purpose of purchasing the successful business of Peter White, who 
is retiring. 

The business was taken over as on 1st January, as it stood, upon the basis 
of the last Balance Sheet, which was as follows — 


Balance Sheet of Peter White 


Capital Account 
Snt^Bbj Creditors 
Rosaivb Account for 

iP%reciatioti . 


f. 


i 

, f20,540*. 

Leasehold Factory 

. t2.S40 

. 3,218 

Machinery and Plant . 

. 8,2D0 


Patent.^ Account 

600 

. 608 

^ Sundry Debtors , 

. 1.560 


Stock on bund . 

. K468 


Difference in Books « 

8 

£24,366 


- 
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The purchase price of the business os a going concern was agreed at £25,000, 
which amount was duly paid to Peter White 
Cash was paid into the new firm's banking account by the partners as 
follows* Smith, £12 000, Brown, £10,000; Robinson, £6 000 
B fore openm« the books of the new firm it was agreed (a) to wnle off the 
difif rcucc 111 tlu br nks , (ft) to transfer the Reserve Account for Depreciation 
to Machinery nd Plant Ac* oiint, and to write off a further £200 as deprecia- 
tion; and (c) t<j write off £200 from Patents Account 

Alake the entrits neces^ar}* to record the above transaciigns in the books 
of the new finr' ind prepare a Bilance Sheet disc losing the position of Smith, 
Brown, and Robinson upon commencmg business {London Chamber of 
< ommerte,) 

17 O Biown and P Ciew are in partnership, sharing profits and losses 
three-fifth > Old t\\< hflhs lespcctively In order to iirovide money for 
n payment of their shaie of the Capital and Goodwill in toe event of death, 
they assure tluir lues jointly for £8 000, paving an annual premium of £310, 
yvhirh IS chdiitid to the firm's Profit and Loss Account each December Crew 
coes on the last d iv of ]iine, 19- . Ihe partiit rship deed provides that his 
i pii»,eiitAlives ,ire to receive his Capital as per the last Balance Sheet, plus 
uih rest At pei u iii j er annum to date of death and his share of the profits 
to date of dtaih estunatid according to the piofits of the preceding year 
lhe> arc aLt (u luuvi his share of the Gooawdl, estimated at two years' 
piinha>* of the ivcrige net profits of the last three ^rears before charging 
the msuram e preimum » Ihe ne+ profits for the last three years after charging 
the msuraute prenruims were £2 073 £2,458 and £2 0 M respectively Crew's 
( ipital ais pel Ust Balance Sheet was £3,000, and lus Drawings to date of 
ihath amount* d lo £720 Make the neu*j»sary adjustment's and draw up 
t nsv’s Account, showing the amount payable to his legal representatives. 


18 Assume in the previous exercise that P Crew's share of the Capita} 
and Goodwill is piyable by annual instalments of £*2 000, at 5 per 

cent per annum l-xang ch irged on the outstanding balance Show the Ledger 
Account in the firm s books 


E Helm and P Porter are m partnership, sharing profits and losses 
cqu xlly Helm agrees lo buy out P Porter, and the position of afiairs on this 
date IS as follows — 

BAI tNCE SHEl 1 — Ut Jakijasi 



Helm IS to take over the Office Furniture at £310 to allow Porter £625 
for his share of the Goodwill, and to pay lum lus proportion as and when 
realized, interest to be taken into account at 5 per cent per annunu A loss of 
£224 18 sustained on the Sundry Debtors; and a discount of £30 is oj^t^uned 
from the Creditors The latter werg paid at an average date of four months, 
and the Debtors were realized at an leverage date of eight months tJM 
d(ite ot dissolution. Helm paid Patter £550 on Ist M^rch, £650 on Itt JisqS!» , 

£ ^50 4m tsi September, and the bsuance on 31st December, Draw up tba 
cdount Current between Ke]m and Porter, and show the paynmi 
teade to Porter on dlst December, I / 
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20. R. Rostron and T. Teak- are in pJirlnership. On 1st January tlicir 
Capitals were: Rostron, /3,750; Tcale, ;£750. During the year they lost 
£1,070 without reckoning Interest on Capital, which, by the partnership 
deed, must be allowed at 5 per cent per annum. They sliaro p,rf>fits and losse s 
]^ths and Jtli. Their Drawings during the year were /620 and £350 rrspocti\ ci y. 
Draw up the Profit and loiss and Cai)ital Accounts as at 31.st Dccembi r. 

21. Cowan, Bennett & Co. have made profits during the year of £2,630. 
The partnership^consists of C. Cow\an .and B. Bennett, who are rqual parlneis. 
On 1st January, Cowan's Capit.al w'as £5,450, and Bi;nnett*s £4.520. Bennett 
also brought in £1.000 on 31r)t March. Jntert‘st is to be allowed on Capital 
at 5 per cent per annum, and B'aiuett is entitled to a manaernnent salary of 
£300. Cowan is entitled to £500 per annum for Rent of the business prem.sts, 
which arc his owm properly. Draw up the Profit and I.x)ss and Ca.pjl.il 
Accounts. 

22. (rt) The profits of the partnership of Austin, Bell & Cooper anunmled, 
on 31st December, to £2,521 5s. On 1st January the Capitals •)( tlu* pavlu' rs 
were as follows; Austin, £6,250: Bell, £4,500; Coo[H'r, £4,500. The 
Drawng'^ wen:; Au.slhi, ml; Bell, £350; and Coi^per, £350. Interest is to be 
allowed (;n Cii]ntal at 5 jicr rent per annum. Profit.s are divi.sible thvi^: 
Austin, ^ths; Bell and Cooper, Sths each. Dr.aw up the Profit and Loss Jinil 
Capital Accounts. 

(b) On 1st January fallowing they agree to lake into partneiship P. Pcteis, 
with an eighth share of the profits. \\ hat amount must he bnng :n to entitle 
him to such a share on a par with the Capital of the others as ar the previous 
31bt December, and wdiat wnll be the now jnoportions k^r div’sion? 

23. A Partnership consi.stf. of three partners: T. Fisher, 1). Grc‘eu, and 
II. Gray. The Capitals of Fisher St: Green on 1st Jaiiuary were £3,bt50 (acli. 
Gray had overdrawn and had £250 to his debit On 30th June the i>iolits 
for the half-year to date amounted to £1,256, and were divisible equally. 
Tlie three partners had drawn £250 each; G^ay had also drawm £65 extra 
on 31st March and £40 on 30th June. Draw up the Profit and lx)ss and Capital 
Accounts, allowing interest at 5 per cent per annum on Capitals and chaiging 
interest at the same rate on excess Drawings. 

24. B joined A in partnership on 1st January, and is to have a half 

of the profits The partners* Capitals arc to be equal, and their total ciipdiii 
is to be sufficient to convert the bank overdraft of £6,000 into a debit bJiUmee 
of £1,000. B pays A two years* purchase for his half share of the profits. 1'he 
necessary transactions were carried through by the firm on Lsl January. 
Show what entries would be made in the firm's books to record the transac- 
tions. (Chartered Accountants.) 

25. M. Mason and B. Box decide to amalgamate their businesses as at 
25th April. Their Balance Sheets arc as followii — 

M. Mason 

Liabilities £ Assets £ 

Creditors .... 3,250 Cash in hand ... 50 

Capital .... 20,500 „ at ILnk . . , 3.850 

Profit and Loss . • , 1,650 Veblors .... 6,500 

Stock .... 5.000 
Land and Buildings . , 10,000 


£25,400 


£25.400 
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Liabilities 

B. Box 

L 

Assets 


£ 

Bank Overdraft . 

. . 2.105 

Cash 

• • 

• 

125 

Creditors . 

. . 1,895 

Debtors 

* • 

• 

. 5,750 

(I^pital . • 

. . 5.500 

£9,500 

Stock 

• a 

• ‘ 

, 3,625 

£9,500 


Mason is to he credited witli /r^,500 for (Joodwill, and Box witlx ^750, 
Five per cent is to be reserved on all Debtors. Box’s overdraft is to be paid 
off out of the private funds of Mason, who is to receive credit therefor. Make 
the necessary Journal entries, and show Balance Sheet as at commencement 
of business. 

26. A, B, and C enter into partnership on 1st January. Each partner 
is to draw a like sum per annum for his services, and to share profits according 
to Cii]ntal, and according to the time the Capital is in the business. On 1st 
JaiiMary, A pays in £5,000; on 1st April, B pays in £4 000; on 1st June, 
C pays in £4,000 ; on 1st November. A pays in a further £2,000. The net profits 
oil 31st December amounted to £2,520. How much of the latter sum .should 
each jjariner receive? 

27. Johnson, Moore, Elliott & Graham arc in partnership. After tha 
annual accounts have been prepared and signed as at 3l5t Decctnlicr, it i?i 
divSeovered that interest on Capital at 5 per cent per annum has been iuad* 
verieutly omitted. Instead of re-opening the books and alt(h:ing the Balance 
Sheet, it is decided to malo' an adjusting entry at the beginning of the new ye.ir. 
The Capitals of the partnois are: Johnson, £8,500; Moore, £5,500; Kihott* 
£5,500; Graham, £4,500; and profits arc divisible thus: Johnson, Jrd; Moore, 
Jtn; Elliott, ^th; Graham, iih. Give the one Journal entry that would be 
required to adjust the above matter. 

28. X and Y are in partnership. X has a capital, of £8.0Ut) and Y has 
a cjipital of £5,000. They agree to admit Z as a partner with £4,600, £1,300 
of wliich is to be considered as payment for a share of the Goodwill, and to 
be credited to X and Y in proportion to their Capitals, How should the profits 
be divided in order that each partner sliall receive a share proportionate to 
his Capital in the concern. 

29. S. Simpson agreed to take W. Winder into paiiinership. Winder was 
to bring in £6,000. Of this. £2.205 was to be paid for a three-seventh’s share 
of Simpson’s profits, calculated at two years’ purchase of their average amount, 
and the remainder waj to l>e Winder’s Capital. Simpson was to leave one-half 
of this purchase money in the concern, in order to make liis Capital up to half 
as much again as that of Winder. What wrere Simpson’s average profits, 
and what was his Capital before the partnerslup ? 

30. X retires from business and agrees to dispose of it to Y. The assets 
are; Plant, £2,500; Stock, £3,750; Debtors, £4,520. The liabilities, which 
are to be discharged by Y, are: Sundry Creditors, £3,750. Y brings in as 
his Capital, £3,500. The purchase money is to be paid by instalments of 
£1,000 each year, interest at 5 per cent per annum being charged on the unpaid 
balance. Y is also to pay £2,000 for Cdodwill out of the profits, at the rate 
of one-fourth of the profits each year, after dxarging interest on the unpaid 
purchase money. No interest, however, is to be charged on the sums due 
ior Goodwill. The profits for the next five years were as follows: 1st year, 
£1,750; 2iid year, £1,950; 3rd year, £2,050 ; 4th year, £2,500; 5th year, £2,063. 
Show the Profit and Loss Account, the Business Purchase Account, and the 
Goodwill Account, all up to the completion of the latter. 
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31. Cox, Mason, Sc Holding w in partnership, sharing profits and losses 

|, and ( respectively. Holding's share, however, is guaranteed by the 

other partners at a fixed minimum of £360. The net profits for the current 
year amount to £1,760. Show by means of an account what amount each 
partner will receive. 

32, C. Cams and O. Kelly entered into partnership on 1st January without, 
however, drawing up any formal deed of partnership. Cirus put in £3,050, 
and Kelly £2,05^ as their Capitals respectively. On 1 si Mcarch, Cams advanced 
£1,000 to the firm as a loan, but without any agreement as to inlercst thereon. 
On 31st December the net trading profits for the year amounted to £2,760. 
The partners are unable to agree on the following questions: (a) Interest on 
Loan; {b) Interest on Capital; (c) division of profits. Draw up a Profit and 
Loss Account showing how you would deal with these matters. 

Hart, Capper, & Douar arc in partnersliip. On 1st January their 
Capitals were £3,500, £2,520. and £1,740 respectively. Interest at 5 per cent 
per annum is allowed on Capital, but no interest is chargeable on Drawings. 
Capper is.,entitled to a salary of £300 and Bonar to a salary of £250 per annum 
before division of profits. The partners* Drawings were £850, £650, and £450 
respectively. The profit for the year ended 3 1st Decern Ut after charging' 
partners*^ Salaries, but before charging Interest on C^apital, amountetl to £2,050. 
The first £1.000 of divisible profit is to be shared thus: Hart 50 per cent; 
Capper, 30 per coni; Bonar, 20 per centl the balance of profits is to ho shared 
equaUy. Draw up the Profit and Loss Account and the Partners* Capital 
Accounts. 

34. B. Bartle Sc W. West are in partnership, and their profits and losses 
for the last three years are: 1st year. Loss. £560; 2nd year: Profit, £2,749; 
3rd year: Profit, £3,505. The above results are after charging Interest on 
Ciipitiil at 5 per cent per annum, Interest at 5 per cent per annum on Loan, 
£4,000 from F. Fl>Tnn ^heir manager), and the latter's salary of £450 per annum 
The partners* Capitals, which have not been touclied, aic: Bartle, £12,000; 
West, £8,000. Profits and Losses are divisible according to Capitals. At the 
end of the third year, Bartle & West agree to regard Flynn as having been 
a partner from the beginning, and to adjust the accounts accordingly. His 
Loan is to be treated as Capital, and he is to have a sixth sliare of the profits. 
Flynn's Loan, however, is to bear interest at 4 per cent instead of 5 per cent, 
and Ills salary is to be reduced to £350 per annum ; both these alterations arc 
to take effect over the past three years. What adjustments will be necessary 
to carry out the above arrangements? 

35. Brown joins the firm of Smith and Jones, as ar limited partner, and 
contributes £9,000 as bis Capital on 31st March. The annual accounts are 
made up to the end of September following, and Brown's share of profit to 
that date is £675, which, with a further sum of £325 in Cash, he'adds to his 
Capital in the firm. At the end of December he assigns two-fifths of his 
Capital to bis eldest son, and two-fifths to four other children equally as 
linffted partners. Show the several amounts of the Capital as thus divided, 
and state wliat is required to comply with the Limited Partnerships Act, 
1907, on the above changes taking place. (CharUred AccounUunts,) 

36. M and N are in partnership, sharing profits in equal portions. They 
decide to admit K as an equal partner with themselves. K is unable to 
contribute to the Capita.!, or pay any consideration for his share in the Goodwill 
of the firm. How do you propose adjusting matters in older that M and N 
. do not suffer^ or K benefit by ICg ina;bility to contribute to the partnership 
ijlS^ital, yi^ they shaheach receive ihk same quota of the first y^s profits , 
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37. A and B carry on business in partnership as Timber Merchants. They 
divide profits; A two-thirds, B one-third, and on 3 1st December their Balance 
^cet was as follows — 


Liabilities £ 

Sundry Creditors and Bills 
Payable . . . 3,000 

Capital Accounts-— 

A . . . . 4,000 

B . . . . 2,000 


Assets I 

Leasehold l^md and Byildings 2,000 
Plant and Machinery . , 1,800 

Sundry Debtors and Bills 

Receivable . . . 2,500 

stock . 2,100 

Cash at Bank and in hand . 600 


;^ 9,000 


jf9,000 


They agree to tike C into partnership on 1st January. The profits are to be 
divided : A Iwo-fifths, B two-fifths, C one-fifth. A is to a limited partner, 
and B and C g**Tioral partners. C is to pay in £1,000 as C^ipital The assets of 
the business to be tak^n over by tlie new firm on the following terms; 
X.»and and Buddings at £‘J.2.S0, Plant anti Machinery subject to 10 per cent 
deduttibn for dqjre' lalion. Sundry Debtors and Bills Receivable subject to 
an allowance of /.^OO to cover Bad Debts, Discounis, and cost of collection. 
Stock at £1.800, 'I hc new linn also takes over the liabilities of the old firm 
as shown in the above li.ik.ncc Sheet. A agrees with B that any loss on the 
taking over ot the ass»ts by the new firm shall be borne by him (A). A's 
Capital as linuted p.iaucr in the new firm is to lie £3,000 B’s Capital is to be 
£2,000. Open the books of the new firm, and maki- out the Balance Sheet 
as on 1st January, probuiuing C's Capital to have been paid m. {Chartered 
Acemmtanis.) 


REVISION EXERCISE X 

1. Can you suggest any system in the book-keeping of C»ty Whole.sale 
and Retail Hou'jo which, while insuring strict accuracy, would avoid the 
trouble and lal)our of repeating detail ? Give a Form ol Cash Book and Petty 
Cash Book you would recommend, and introduce debit and credit items, 
including payments uito the bank, and cheques drawn therefrom. [London 
Chamber of Commerce.) 

2. Assuming you to be called in by A B and C D. on their contempla^ng 
entering into busines-s in the Textile Trade, to advise them generally, and 
to lay down a proper system of accounts w’lth a view to your taking charge 
of the Book-keeping anil Finance, state briefly what course you would adopt, 
and what system would lay down, so that each partners interests \tfOuld 
bo protected and the financial success of the business secured. {London Cham^ 
her of Cc^merce,) 

3. What are Bills of leading, and what do you understand by the term 

Dra%ving as against Bills of JL^ng " ? (London Chamber of Commerce.) 

4. John Nightingale, £«tst Street^ Sheffield, sells to the Lc»w Moor Iron 
Co., on 4th March, 40 tons of Scotch Iron at 45s. per ton; 10th March, 100 
tons of Swedish Iron at 44s. per ton; 19th March, 80 tons of Hematite Iron 
at 42s. per ton ; and receives, d()t|i March, £^00 on account, and on 2nd April, 
a Bill of Exchange at three months for £2^- 

(a) Make out an Invoice of 'the first transaction. 

(h) A Statement of Account cn I2th July ; and 

(c) Draw the B/E mentioned above, make it pava.b7e in Leeds, and writs 

upon it an acceptance for payment at the Leeds Jmnt Stock Bank, Ud.. 
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((f) Note at the left-hand side the amo\nit of Stamp Duty. 

(e) Also rule a form of John Nightingale's Bill Book, and enter in it 

the particulars of this Bill. 

What entries would appear in the Low Moor Iron Co/.s Books in rosjuxt 
of the B/E mentioned in the foregoing question? (West Riding oj Yorkshire ) 

5. What is the diflerence between — 

(a) Consignment, and (h) Joint Adventure? 

How wxmld you deal with Consignments not completed at the date of balanc- 
faig. (National Ui^on of Teachers.) 

■ 6. Explain the difierence (if any) between a “ Revenue Account/' an 
*' Income and Expenditure Account/* and a “ Receipts and Payments 
Account/' (Londoti Chamber of Commerce.) 

7. From the following particulars draw up an Account Current to be 
rendered by B. Boot to L. Lacey at 30th June, reckoning interest at 5 per 
cent per annum — 

19.. 

Jan. 1. Balance owing by L. Lacey to 13. Boot, ;£255 13s. 

Feb. 10. Ca.sh received from Laccy. ^120. 

„ 23. CKiOds Ijoiight of Laccy, 9^. lOd 

„ 26. Boot accepted I^cey's draft @ I in/d for £200. 

Mar. 10. Cash paid to Laccy, £130. 

Aph 12. Goods sold to Lacey, £391 Is., duo 12ih May, 

May 19, „ bought of Lacey, £226 19s 4d. 

June 8. „ benight of Lacey, £113 9.s. 2d. 

,, 15, Cash paid to Lacey. £100 

„ 20. Goods sold to Lacey, £496 7s. 8d. 

.. 25. Cash received from I..accy, £200. 

8. Received Consignment of Goods from B. Bowman, valued at £750. 
Paid cartage and expenses, £20. Sent Bowman bill at one month for £200 
as an Advance. Sold part of Consignment to R. Brown for £350, part for 
Cash £350, and the remainder £300 took into stock ffJi -jiir own use. Charged 
Bowman 5 per cent Commission, and sent him sight draft for amount due. 

Make the necessary Journal and Cash Book entries to record the above, 
and show Bowman's account in the Ledger. 

9. The Sundry Debtors at 31st December arc £5,721 15s. 8d. A Bad 
Debts Reserve of 5 per cent is required. The Bad Debts Rc.scrvc at 1st 
January was £267 14s. lid., and the Bad Debts during the year amounted 
to £236 33. 2d. Show the Journal, Ledger, Profit and l>oss. and Balance Sheet 
entries for the above (both ways). 

10. On 1st January the Resers’e for Discount on Debtors w'as £156 16s. 6d. 
The Discounts Allowed during the year aiiioimted to £164 8s. lOd. The 
Debtors at 31st December arc £3,895 14s. lid. A Bad Debts Reserve of 
5 per cent is made, and a new Discount Reserve of 5 ]>er cent is required. Show 
the Journal, Ledger, Profit and I-oss Account, and Balance Sheet eiitiios 
relating to discount (both way.s). 

11. Prepare a Tra.ding Account, Profit and l/)ss Account, and Balance 
Sheet from the following Balances of X, y, Z & Co.'s Books, extracted at 
31st December, covering six months' operations. 


Cash at Bankers ........ 2,640 * 

Petty Cash in hand 3 

Sales 16,123 
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Stock in hand at commencement of period . • • 

Upturns (Cuslorners' returns for the half-year) . • 

I)ij.count a’.lowtil to Customers ..... 
Bills Kecoivnbh; m hand 

Sumiry Debte^rs ........ 

Purchases ......... 

Dr, ccjunt allowed on Purchases ..... 

Waives ......... 

R''Atvc for TVul and Doubtful Debts . . • 

,, for Discount on Book Debtf. .... 

Sundry Creditor.^ ........ 

Binli lings ......... 

iVdent R ghts 

IxiLiii on Mortgage ....... 

ICent, Kates, uiid Taxes. ...... 

Advertising ......... 

Traveller’s Salary ....... 

Oirrijige ......... 

B.id I )r bts Written off ....... 

Plant and Machinery ....... 

Repairs ......... 

C G — Capital Account Balance, 1st July 
C G — Drav\nng Account ...... 

S G — Capital Account Balance, 1st July .... 

S G — Drawing Account ...... 

Interest on I-oans ....... 

Reserve Account. Patent Royalties received in advance , 
Royalties on Patents, attributable to the half year to 31st 
Decenilj<'r ....... Cr, 

Tiadc and General Expenses . 

Depreciation written off Buildings . 

,, ,, ,, Plant 

S*. ock-iii-ti ade, 31st December 
Piotks to be «vppoi tinned — G, S G, 


£ 

2,741 

330 

938 

182 

5,272 

8.403 
390 

1.404 
540 
197 

1,970 

4,384 

50 

4,500 

106 

463 

431 

394 

101 

2.672 

84 

6.110 

1,200 

2,952 

720 

124 

500 

40 

502 

23 

i55 

3,275 


{Chartered A ccontntan ts.) 



CHAPTER XI 

DISSOLUTION OF PARTNERSHIP 

When is a Partnership Dissolved? Subject to any agreement between 
the partner^ a partnership is dissolved — 

{a) If entered into for a fixed term, by the expiration of that 
term. 

(6) If entered into for a single adventure or undertaking, by 
the termination of that adventure or undertaking. 

{c) If entered into for an undefined time, by any partner givii.g 
notice to the other or others of his intention to dissolve the 
partnership. 

In the last-mentioned case the partnership is dissolved as from 
the date mentioned in the notice as the date of dissolution, or, if 
no date is so mentioned, as from the date of the communication (*f 
the notice. 

Dissolution by Bankruptcy, Death, Charge, or Illegality. Subject 
to any agreement between the partners, every partnership is 
dissolved as regards all the partners by the death or bankruptcy 
of any partner. 

A partnership may, at the option of the other partners, be dis- 
solved if any partner suffers his share of the partnership property 
to be charged under the Partnership Act for his separate debt. 

A partnership is in every case dissolved by the happening of any 
event which makes it unlawful for the business of the firm to be 
carried on or for the members of the firm to carry it on in partnership. 

Dissolution by the Court, On application by a partner the Court 
may decree a dissolution of the partnership in any of the following 
cases — 

(а) When a partner is found lunatic by inquisition, or in Scotland by 
cognition, or is shown to the satisfaction of the Court to be of permanently 
unsound mind, in cither of which cases the application may be made as m^U 
on behalf of that partner by his committee or next friend or person having 
title to intervene as by any other partner. 

(б) When a partner, other than the partner suing,- becomes in any other 
way permanently incapable of performing his part of the partnership contract. 

a When a partner, other than the partner suing, has been guilty of such 
uot, as in the opinion of the Court, regard being had to the nature of 
the business, is calculated to affect prejudicially the carrying on of the business. 

(<i) When a partner, other than the partner suing, wilfully or persistently 
commits a breach of the partnership agreement, or otherwise so conducts 
himself in matters relating to the paxihersbip business that it is not reason- 
ably practicable for the other partner or partners to carry on the busi|n$ftS 
in partnership with him. 

ie) When the business of the partnership can only be carried on at a loss. 
(/) Whenever in any case circumstances have adsen which, in the opinion 
of the Court, render it just and equitable that the partnership be dise^ed, 
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Notice of Dissolution or Change. Where a person deals with a 
firm after a change in its constitution, he is entitled to treat all 
apparent members of the old firm as still being members of the firm 
until he has notice of the change. 

" An advertisement in the London Gazette as to a firm whose 
principal place of business is in England or Wales, in the Edinburgh 
Gazette as to a firm whose principal place of business^ in Scotland, 
and in tlie Dublin Gazette as to a firm whose principal place of 
business is in Ireland, shall be notice as to persons who had no 
dealings with the firm before the date of the dissolution or change 
so advertised.’* (Partnership Act.) 

iV.B. Consequent on the establishment of the Irish Free State, 
and a separate government for Northern Ireland, there are now 
two Irish Gazottt\s for these political divisions, the Dublin Gazette 
and the Belfast Gazette. 

Continuing Authority of Partners for Winding-up Purposes. After 
the dis.solution of a partnership the authority of each partner to 
bind tlie firm, and tlie other rights and obligations of tlie partners 
continue notwithstanding the dissolution so far as may be necessary 
to wind up the affairs of the partnership, and to complete transac- 
tions Iv^gun burunfinished at the time of the dissolution. 

Provided that the firm is in no case bound by the acts of a partner 
who has become bankrupt; but this proviso does not affect tlie 
liability of any person who has after the bankniptcy represented 
himself or knowingly suffered himself to be represented as a partner 
of the bankrupt. 

A Rule for Distribution of Assets. By Section 44 of the Partnership 
^^Act, 1890, in sc'ttling accounts between the partners after a dissolu- 
tion of partnership, the following rules must, subject to any agree- 
ment, be obs<Tved — 


(a) iaclnding losses and deficiencies of capital, shall be paid first 

out of profits, next’ out of capital, and lastly, if necessary, by the partners 
individually in the proportion iu which they were entitled to share profits. 

(fi) Tlwi assets of tjie firm including the sums, if any* contributed by the 
partners to make up losses or deficiencies of capital, shall be applied in the 
following manner and order — 

(1) In paying the debts and lialfilities of the firm to persons who are 
not partners therein. 

(2) In paying to each partner taieably what is due from the firm to him 
for advances as distinguished from capital. 

(3) In paying to each partner raUMy what is due fronx the finh to him 
in respect of capital. 

/ (^) '^he ultimate residue, if any, shall be divided among the partners in 

/ ihe proportiaer in which profits are divisible. 

for Treatment pf a pissolution of Partnership. For mak- 
the necessary entries in the Wiks in connection with an ordinary 
di^lution of partnershipi the following formula will prove useful 
to the student* . 
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y 1. Open a Realization Account and debit it with the total of 
fj the assets (except Cash or a debit balance of any of the partners' 

} Capital Accounts). 

2. Open accounts for Cash, Creditors, Partners' Loans, Part- 
/ ners' Capitals, and enter therein the balances as per the Balance 

Sheet. 

3. Debit Cas^ and credit Realization Account with the proceeds 
of sale of the assets. If any of the assets are not sold but arc taken 
over by one of the partners, then debit that partner's Capital 
Account and credit Realization Account with the agreed value. 

4. Credit Cash and debit Realization Account with the expenses 
of winding up. 

Pay off (tz) Creditors, (i) Partners' Loans, i.c. credit Cash and 
debit these accounts. 

6. Balance the Realization Account and transfer the balance, 
profit or loss as the case may be, to the partners* Capital Accounts, 
if, as the result of a loss on realization, the Capital Account of one 
of the partners is put temporarily in debit, tliat partner must bring 
in cash to repay to the firm his indebtedness; debit Cash^and credit 
partner's Capital Account. The deficiency may also be made good 
by transfer from such partner's Loan Account, if he has one. 

, 7. BalancePartners^Capital Accounts and divide the cash accord- 
ing to these credit balances of Capital, v ► 

Note. Students often divide the cash between the partners in 
the same proportion as profits and losses^ but this is quite wrong. 
The debit balance of cash at the close must be equal to the total 
of the credit balances of the Capital Accounts ; and the cash paid 
out to each partner must be the amoimi standing to the credit of his 
Capital Account, no more, no less. 

‘Earner v, Murray. Whenever a partner is unable to repay to 
the firm, his indebtedness, the ruling of Garner v. Murray must be 
^applied. This decision by Mr. Justice Joyce, in November, 1903, 
was ** that the solvent partners are only liable to make good their 
share of the deficiency, and that the remaining* assets should be 
divided among them in proportion to their capitals." In other 
words, the loss caused by the default of an insolvent partner is to 
be borne in proportion to capital, and not in the proportion that 
ordinary losses are to be borne. After considerable discussion and 
" controversy, it is thought that the correct interpretation of this 
ruling is for the solvent partners to bring in cash to meet their share 
of the loss on realization. 

For the benefit of accountancy studente it may, perhaps, be a$ well td 
give a short summary of the Gamer v. Murr^ case, and of the great con- 
troversy to which it ^ve rise amongst professioiml accountants. 

Gamer, Murray, and Willdns entered intapartninidup under a parol agree- 
ment to contribute capital in certain unequal ahares but tp divide profits 
oqually. On dissolution the assets reahsed.^euificient to pay the erraitosf 
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and advances of two of the partners, feut were insufficient to repay the partners* 
capitals. The position was ajiproximately as follows — 


BALANCE SHEET 
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it IS urged that these objections are not points of equity but merely sentimental 
reasons and questions of convenience, which do not inv ilidate the argument 
that this method fulfils the letter of the law 

2 Ihe solvent partners should have their shares of the deficiency debited 
to their Capital Accounts In opposition to this course it is contended (1) lliat 
debiting a loss to capital is not making it good ^ (2) that the Capital Accounts 
as per last Balance Sheet represent the partners* agreed shares of such capital, 
and are, according to the judgment, to form the bisis for distribution of the 
assets, (3) thajj^to debit the shares of deficiency to the Capital Accounts 
would alter the Capital Accounts and destroy the basis for tne distribution 
of the assets (4) that this flaw in fulfllhng the conditions of the judgment 
vitiates this m» thod 

3 The solvent partners should be shown on the Balance Sheet as debtors 
for their shins of the deficiency This would prevtnt the Capital Accounts 
being altered The obiections raised to this course art (1) that it is an attempt 
lo carry out the judgment bv means of a paper eiitr> insi»ad of an actuil 
contribution (2) that m the ca&e of fixed capitals a partner who had a ciedit 
h^ance m his Current Account could offset it agamst this debit ard thus 
render this method futile 


X. Profiji^on Realization 

Example. Long and Short are m partmrship, bhaiintj; piofits and 
losses two thirds and ont-third respectively. J ht state ot ahaiis at 
the date ot dissolution is as followb — 


B .1 ANri Sill 1 r 


1 uUnlUig^ 

£ 

s 

d 

Atuts 


s 

d. 

Sundry C reditoiv 

2.7S0 



CakU 



Capital A/cs — 

Long 

3 540 



S i r> Di,bton 

S’" j( k 

2 H8 

40 9 

• 


Sboft . 

2 107 

- 

- 

i'lxtttres and Fittings 

1 475 

- 



£3397 

- 

- 


£8 397 

T 



1 







The Fixtures and Fittmgs are taken over by Lc«ig at the agreed 
jwice of £1,425 The Debtors and Stock nahre j^,265, and the 
expenses of \nnding up are £115. Close the ‘books of the firm, 
showing the Ledger Accounts. 


nr. REALIZATION ACOlftiNT O. 
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! 

c 

s 

d 


c 

H 

4 

lo HttUnic ' 

720 


- 

By KealiMtion A/c (Bxpeu 


MB 


„ Realization A/c- ( 




6^*l) 

115 



Procters of Sale of 




Sun ii \ ( Tcdttofs 

2,750 


** 

AueU 

7,205 

- 

- 









I ong 

2 717 







^bort 

2 408 

m 

H 


*77 ^ 


r 

% 

1 

j n>m 

H 

a 


Dr 


SUNDRY CREDITORS 


Cr 


i ^ 1 *• 

d 


1 

£ 1. 

d 

« . .j| 2,750 j - 

* 


ByBaltnce / 

1 

2,750 j - 

— 


Dr lOSf, CAIIFAI ALCOl NT Cf. 



1 ^ 

» 

d 



/ 1 • 

d. 

1 < } H area), etc 

1 t 4 »» 




By 1 iU 

5 MO I - 

— 

, ( n>h 

1 2,jn 

- 

- 


, Re ih7«t^ir»n A/c~ 

1 



1 




1 Front 

t02 1 - 

- 

1 » 


1 




} a '<2 j 



Dr Mluin C\Pn\L ACCOUNT Cf 


lo ra'*h 

i 

2 408 

’ 

1 

1 


By Bdhncz* ! 

, Rt li Atioa A.fr 
* Prclit , ^ 

2,107 

50! 

1 

s 

d 


/ » 408 


B 


1 

1 

J t .-M'S j 




2. Loss on Realization ^ 

Example. Topping and Bottomly are in partneiship, shann^ 
prohts and losses two-thirds and one-third respt ctively. ITie follow^ 
ing IS the state of afldus at the date of cUssolulion — 


BALANCE SHI BT 


Sundry CcvtJii >id 

Tp]>ping (Ia>io Arcount) . 
Cnpital At.oount»-< 
lopping . 

Bottonuy 

3, §44 
1,200 

4.023 

2 275 

« 

d 

Sundry Debtoiu 

Stock 

hntuiet nod Pittbii 
Goodwill . 

€§8 

3.146 

4,285 

1,275 

1,500 

t. 

a 






riO.844 




The Debtors, Stock, Fixture? and Fittings realize £8,42G, and the 
expenses of winding up are ^132. During the reahzation, events 
actualize a contingent habili^ of £125, whiidi has, therefore^ to be 
paid in ad(|ttioia to the other Creditors. Close tfie books of the firm,, 
shovidng the Ledger Accounts. 
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REALIZATION ACCOUNT Cr. 


To Sundry A.^scts 
„ Cash (Expanses) . 
„ Cash (Contiug«nt 
LiabiUty) 

I 

4» 

i 

10,J0« 

132 

125 

s. 

d. 


By Cash (Prcjceeds of 
Sai^ of Assets) . 
„ Balance (loss) — 
Toppmg f, 

/ 1,358 
Bottomly 

£ 

8,426 

2,037 

s. 

- 

1 

mm 

- 




£10.4S3 

- 

- 



' 






Dr. CASH BOOK Cr. 



To Balance 
„ Realization A 'c — 
Proceeds of 

Sale of Assets. 

£ 

638 

8,426 

s. 

a. 


By Realization A/c 
(Expenses) 

,, Reali/.ation A/c 
(Commgent 
Liability) 

„ Sundry Creditors. 
„ Topping{LoanA/r) 
„ Balance — 

Topping , 
Bottonuy 

£ 

132 

125 

3,.'? 4 4 
1,200 

2,067 

1,51)1) 



£9,064 

— 




£9,064 

■■ 


Dr. SUNDRY CREDITORS Cr. 



i 

To Cash . 

£ 

3,344 

s. 

d. 


By Balance 

3,341 

s 

d. 

Dr. 

TOPPING- LOAN ACCOUUT 


Cr. 


To Cash . 

1,200 

$. 

d. 


By Dalauoe 

£ 

1.20U 

s. 

d. 

Dr. 

TOPPING.--CAPITAL ACCOUNT 


Cr. 


To Realization A/c, 

1 Loss 
„ Cash . 

£ 

1,358 

2,667 

t. 

d. 


By Balance 

• 

£ 

4,02a 

$. 

d. 



£4,025 

B 

E 



IBEiSI 

B 




Dr. BOTTOMLY.— CAPITAL ACCOUNT Cr. 


To Realization A/c, 
i Lo^s . 

„ Cash . . . 

m 

1 

1 

1 

BSII 

£ 

2,275 

1 

1 


£2.275 

B 

B 

1 


£2,275 

B 

H 


3. Loss on Reelka^on, necessitating the partners bringing in cash 
tb meet the defii^,' amlb enabling tiie cr^tors to be pi^ in full. 

' ' ^sample. High and Lowe are in partnership sharing profits 
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and losses three-fifths and two-fifths respectively. At the date of 
dissolution their capitals are High £765, and Lowe £430. The 
Creditors amount to £2,750. The balance of Cash in hand is £76, 
while the other assets realize £2,543, the expcn.ses of winding up 
being £54. The partners bring in cash to meet their respective 
deficits. Close the books of the firm, showing the Ledger Accounts. 

Dr. ^ CASH BOOK ^ Cf. 



Dr. 


Iiu;n -CAPITAL ACCOUNT 


Cf. 



Notb. With this »'xAinple the student finds himself confmnted at the outset 
with the difficulty of asceitaininr the book value of the Assets thjit wet® ^ 
sold. Such a difficulty often presents it-sclf in coniicctioijjwnb examina^U 
work. It is solved as follows: The total of the Ltabijitieswide of the Balances 
Sheet was £3,945 (£765 + £430 -h £2,750), Inasmuch as the two sides of , 
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Balance Sheet equal each other, the total value of the Assets must have been 
/3.945; and since the Cash in hand was the book value of the other 
Assets must have amounted to £3,869 (£3,945 less £76). 

4 * A Loss on Realucation, some partners being solvent and.some 
insolvent, necessitating the rule of Gamer v. Murray being applied. 

Example. A, B, and C are in partnership, sharing profits and 
losses three-sixths, two-sixths, and one*sixth respectively. The 
state of affairs^t tlie date of dissolution xs as follows — 


BALANCE SHEET 


Liahiiitus 


s. 

a. 

Asst^s 

Sundry Gcrditari 

3.875 


- 

Cash 

A (Lxsan A/c) 

250 

- 

- 

Sundry Debtors 

Capital A/c»>- 




Stock 

A. . . . . 

1,520 

• 


Fixtures aud l'itting[S 

B 

1,120 

- 

- 

C, Capital A/c (Dr. balance) 


1:6.765 

— 




' £ 

r. 

d. 

086 

— 

- 

3,056 

- 


1,844 

- 


720 

- 


159 

- 

- 

£6,765 

T 






. The assets other than Cash realized £4,844, and the expcnscb of 
winding up are £52. A and B are solvent, but C is unable to biing 
in anything. Make the neccvssary adjastments, and draw up a 
Balance Sheet show’ing the position of aff.iirs before appl 5 dng the 
Gamer v. Murray rule, after which close the books of the firm blow- 
ing the Ledger Accounts. 


Or, CA.SH BOOK Cr. 


To Balance 

9$6 

s. 

4t. 

By Realization A/c (Ezpen- 

£ 

M. 

d. 

„ Realization A/c (Proceeds 




se^) .... 

52 

- 


of Sale of Assets) 

4,844 

• 


„ Sundry Creditoit , 

3.875 


— 

t, Deficirucy A/c (Cuh 



„ A [Loin A/c) 

250 

- 


brought ini — 




„ Balance c^d . 

2,343 

- 


A 

414 






B . . . 

276 

• 

- 






£6.520 


- 


£6,520 

B 

B 

To Balance b/d . 

2,343 

1 

- 

' 

m 

B 

B 


Or^ REALIZATION ACCOUNT Cr. 



i 

To Sundry Assets . 
„ C^(Expenaes) . 

3,^0 

62 

B 

E 

1 

By Cash (Proceeds of 
Sale) 

£ 

4,844 

9. ^ 

d. 






„ Defu lency A/c 










(tramler)>--> 


■ 





■ 

■ 

H 

A 1 . . £414 

BS . . 276 


I 





■ 

■ 


cl . .136 


■ 


' : ' /' 



1 

■ 

■ 

— - 

828 



, 

£5,672 ' 

m 

B 

■ 



m 




warn 

B 

B 

■1 
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Vr, SUNDRY CREDITORS Or. 



To Cash . 

3.875 

B 

B 

1 

By Balance 

3.S75 

B 

B 

Dr. 

A.~LOAN ACCOUNT 

* 

Cf 


To Cash . 

■ 

B 

B 

1 


B 

B 

B 

Dr. 

DEFICIENCY ACCOUNT 


Cr. 


To Realization A/c, 
loss b/f 

4 

9 . 

d. 


By Ca*h— 

A . 

B . 

Balance c/d 

i 

414 

278 

188 

f. 

4. 



£S'.:8 

- 

- 



^828 

- 

J 


lo Balance b/d 


- 

- 







Tlic position of aifairs before the solvent partners paid in their 
shares of the firm's deficiency was as follows — 

RAI-A.NCE SHEET 


Liabikii9S 

£ 

z. 

d. 


bm 


M 

Capital A/»:»«— 

A 

1,520 



Ca**h .... 

C — Ovenlrawn . 


• 

H 

B 

1.120 

^■J,h40 

— 

— 

Dt'finency of Finn (1<»9 on 
Kcabzation) . • , . 

i 

n 


1 


which subsequently becomes — 

BALANCE SHEET 



LiabiliHts 

Caj^ital A/ca— 

b! ; I * 

• 

£ 

1.520 

1,120 

1 

g 

Assds 

Caah 

O— 

CapiUl A/cOver» 
drawn . £tS9 

Share of Defi- 
ciency , I38| 

2,^43 

m 

t. 

A 

1C2.840 

[53 

1 

j£7.«40 1 




Af^plying the Gamer v. Murray nile, the solvent partners will 
receive and lose the following amounts— 


Partners 

Receive 

Lose 

" i- A • * % 

■ r 

jjjjl of /2.343 £1,349 

im of r^97 =. £171- ‘iv 


ms of £2.«3 £ 994 

iii8of£297 ,-£l«iJ , ’ ; 

'.i,- > - . ’’M \ 

1 , r i 

L_«_ 
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And the Ledger Accounts will be as follows — 

Df. A.-CAPITAL ACCOUNT Cr 



Procedure prior to Garner v. Murray Decision. Prior to the 
Garner v, Murray decision, it was thought that the amount over- 
drawn by the insolvent partner, together with his share of the 
firm's deficiency constituted a loss to be treated like ordinary 
partnership trading losses, i.e. to be borne by the solvent partners 
in the same rdative proportions in which they shared profits. For 
the sake of illustration consider the previous example, the Balance 
Sheet of which would have appeared as follows — 


BALANCE SHEET 
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A and B share profits in the ratio of 3:2, and would therefor 
bear the loss of the £297 in the proportions of three-fifths and two- 
fifths. Thus, the final result would have been as under — 


BALANCE SHEET 


LiabiMifs 

£ 

». 

d. 

£ 

.. 

d. 

Asutt 




i £ 

i. 

d 

Capital Accounts — 

A . . .| 

1,520 






Cash 

1 

fer 


2,343 



it of £297 . i 

r;8 

4 

- 













— 

— 

1.341 

16 

• 








B . . . 

1,120 













Ims I of £297 . 

j 118. 

16 

- 












— 


— 

1,00! 

4 

- 












£2,343! 


- 






1 


! 




1 

n 

L 





1 1 




Present Differences of Opinion re Gamer v. Murray Decision. 
Many accountants do not oven now admit the solvent partners* 
obligation to bring in cash to mak^ good their shares of the firm's 
deficiency. Tlioy merely bring Hie partners' contributions ijito 
account, i.o. assume these amounts to be part of the cash available. 
It makes no difference to the final answer, os can be seen from the 
following, which represents their method of working the example in 
question. The position of affairs after realization was as follows— 


BALANCE SHEET 


l.iu‘ ihties 

Capital Accociils 

A 

B. . . 

£ 

1,520 

1,120 

s. 

d. 

1 

Assett 

Cash .... 

C. — Capital -Overdrawn . 
Deficiency of Finn (l^on on 
Realization) . 


£2,640 


- 



j 


‘ 


159 


828 


£2.640 


Bringing the contributions into account, we arrive at the follow- 
ing position — • 


BALANCE SHEET 


LiMitics 

£ 

9. 

d. 

Assets 

f. 

s. 

d. 

Capital Accounts— 




Cash 

1 653 

- 

m. 

A 

1,520 

- 

- 

A'^ Contribution to Defiaency. 




B • • • • 

1 120 

- 

- 

3 of £8*28 .... 
B*s Contribution to Deficiency, 

414 

- 






;iof£S2S . . . . 

276 

- 

- 






2,343 







C— Overdrawn . £159; 








Share of Dafidency. I 








i of £826 . 138, 

287 







— 

— 



£2,640 

_ 

- 


£2,640 

- 

! 
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The amount of cash available has now been determined, and , 
must be applied to the repayment of the partners' capitals pro raia, ' 
The final statement showing how much each partner will receive is, 
therefore, as under~ 

FINAL STATEMENl 



A Loss on Realization, and all the partners insolvent, the 
/ Creditors being paid a dividend. 

Exaipple. Jones and Brown are in partnership, sharing profits 
and. losses two-thirds and one-third respectively. The following is 
the state of affairs at the date of dissolution — 


BALANCE SHBE'l 


LiabUiHes 

£ 


d. 

AsMts 

£ 

X, 

a. 

Sundry Creditors 

6,270 

- 


Cash 

405 



Capital Accounts — 




Sundry Debtors 

2,312 



jonis .... 

2,100 

- 

- 

St<h k . . . . 

2,070 



Brown 

1,200 

- 

- 

Fixtures and Fittings 


- 






(aocy.lwilt . 

3,207 

- 



£0,570 

- 



£0.570 

- 

- 











The Assets other than Cash realize £4,465, and the expenses of 
winding up are £176. Close the books of the firm. 


; Df. CASH BOOK 


•rToBalaooe 
„ Realisjitioo A/c~ 

(PtZefids of Sale oi 
Aaseti) . 

As 

M65 

s 

d. 

Bv Realizntioo A/c (Expen- 
ses) . 

Sundry Creditor# - 
* Dividend o( approx. 
14s. 11 2d. ill the £ rui 
£6,270 .1 

1 

6 

176 

4,094' 


A 


1 £4,870 

- 



*£4?87(r 


“T* 


1 



1 




















Note. "In ibis case a V\ofi1t and Loss Account is opened, debited with, 
the loss On roaliwiiinn, and credited wfth the unpaid balance of the Creditors* 
Accounti which makes a paper profit. The balance ot the Profit and Lqss^ 
Account earned to the Caxdtal Acc'*unts in the usual way, Capi^ 
Accounts are then closed by transfer oT jtbexr coxtespoaduig but ^posite 
balances, 
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Alternative Form of Realization Account. In some cases, the 
Asset Accounts are not closed by transfer to a Realization Account, 
being left open. The cash received for the assets is debited in the 
Cash Book and credited to the various Asset Accounts, the balances 
of which, representing either gains or losses, arc carried to a Realiza- 
tion Profit and Loss Account. The actual gain or loss on each asset 
is thus easily perceived. 

Example.** Smith and Rofi are equal partners in a retail concern. 
They decide to retire, and sell their business on 31st December, the 
position of affairs on this date being as follows — 


BAI^WTE SHEET 


Liatilitw 

C 

s. 

J. 

Aisets 

i 

s 


Sundry Creditors 

720 

- 

- 

C ash at Bank . 


- 

_ 

Cri|u! li AcecuuU — 



Snndrj* l»nbtors 

].^70 


- 

Smith .... 

3,5Cu 

- 


Sl'». k-in-trade . 

2,480 


- 

Roll .... 

2.S00 



1 ease .... 





1 

! 



Fixtu’^es and Fitt.nr' 

f'SO 

- 

- 


iCf),720 1 

] 



£‘'.720 ! 

- 

- 


, 

1 

_ _ i 


The Lease was sold for £1,650, Fixtures and Fittings for £725, 
and Stock for £2,450. The Book Debts realized only 1,550, £45 
being allowed for discount. The creditors were paid £700 in full 
settlement. The expenses of winding up £55. Close the books 
of the firm, showing the result of the realization, and dt^tailing the 
various Ledger Accounts, Show also the pajmicnt to each partner 
of the amount actually due to him. 


Dr, LEASE C>. 


19— 
Jan. 1 
Dec 31 

To Balance . 

„ Realization A/r 
(gain) . 

£ 

I, .300 
3.30 1 

$. 

~ 

d 


By <^sb 

1,650 

t. 

A 



j 


“T 



£1.650 

- 

- 

_______ 


' . _ rzzTi 





. ( 


Dr. FIXTURES AND FIITINGS Cr. 


19 ~ 
Jan. 1 
Dei:. 31 

To Balance . 

„ Realization A/o 
(gain) . 

£ 

h.SO 

75 

s. 

d. 

19— 
l^c. 31 

M » .. 

By Cash 

ii 

«. 

A 




- 

"7 



£725 

- 

- 


1 

L ^ '.1 





1 


Dr. SUNDRY DEBTORS Cr. 


19— 
Jan- 1 

7o Baianoe . 

£ 

1,670 

s. 

A 

» 19— 
Dec, 31 

„ ai 

M 31 

By Cash 
„ Discount 
„ Bad Debts 

1,550 

4S 

75 

s. 



£1,670 

..Li 




£l,‘w0 

'71 j 
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Dr. STOCK Cr, 


19- 
Jan. 1 

To Ralaoce . 

£ 

2,m 

t. 

d. 

Dec. D1 
M SI 

By C.'isb 

„ Kealizatioa A/c 
(lo*) . 

£ 

2,450 

30 


i 




- 

~ 



£2,48« i 


- 




1 




i t 1 


Dr. SUNDRY CRCDITORS Cf. 


TX. '{i 

.. SI 

Tn Ca-sh 
,, I>is(cmut 

£ 

700 

20 

». 

d. 

19— 
Jan. 1 

By Balance . 

720 

t. 

d. 



£T2b 

- 

- 





- 










Dr 



DAD DRHTS 



Cr. 

L^oc 1 

j 

! 

i To Suudrv D-l)torK‘ 

1 ! 

) 1 

i 

75 

a. 

d. 

19 - 
Dec. 31 

j 

By Realization A/c! 

. '.j 

X 

75 

i ! 

t. 

d. 

/),« 


DISCOUNTS 

RliCi.n ED 


Cf- 

19 ■ 

MI 

i 

To Realization A/c 
(gam) . 

£ 

20 

s. 

L_ 

19 - 
Dec. 31 

1 

By Suntixy Crs. 

["i\ 

J 


d. 


l)f. DISCOUNTS ALLOWED Cr. 


19 - ! 

£ 

a. 

d. 

19— 

il t 

a. 

d. 

I)ec SI j To Suiifiry Dra. 

1 

45 



Dec. 3! 

By Realization A)V,j 

(l'*5s) , .j! 45 

- 

- 


Dr. REALIZATION PROFIT AND LOSS ACCOUNT Cr. 


1 ossr$ 

£ 

a. 

d. 

19- 

Gains 

£ 

t. 

a' 

To Stot \i 

30 



Dec 3! 

By Lease 

350 



„ Discoufiis 




»» 31 

„ Fixtures and 




allowed 

45 

- 



!• It ting? 

75 

- 


„ Baii Dfhu 

75 

.. 

.. 

„ r3l 

„ Disi on: its 




„ Casli (I'x* 





Received 

20 

- 

- 

pCIlKfS) 

55 


- 






„ Capital .A/('S 









(net Rain) — 









Smith 1 £120 









Ron { 120 









— 

240 

- 








l44S 

- ' 

- 



£445 1 

- 

- 






f 1 


Dr. SMITH. -CAPITAL ACCOUNT Cr. 


19 * 
Dec. 31 

To Cash 

3,^0 

1 

1 

19— 
Jan. 1 
Dec. 31 

By Balance . 

„ Realization A/c 
(i profit) 

£ 

3«500 

120 

1 

1 



£3,620 

H 

p 



^3,620 

B 

9 


la— (X405) 
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ROFF.-^APITAL ACCOUNT 


19 - 

!>< 31 To Ctah 


To Balance 
,, Lease , 

„ T)xt\ircs and Fittings 
„ Sundry Debtors . 

.. Stock . 



Id— 

Jan. 1 By Balance . 

Deo. 31 „ Realization A/c 

(i profit) 


CASH BOOK 



By Sundry Creditors . . I 

„ Rean/atiori A/c (Espou-j 
Boy, ol Winding up) . j 
„ Capital A/cs — } 

Roff . £2,«?.0l 

Smith . 3,tt‘20! 


QUESTIONS ON CHAPTER XI 

1. In wbal three urt!inar5' ways may a partntTship ho dissolved? 

2. Explain what effect the following have upon the duration of a partner- 
ship; (a) Bankniptcy; (fc) death; (c) charge; (cf) illegahty. 

3. In wliat SIX cases can a dissolution of partnei’ship be decreed by the 
Court? 

4. What notice must be given to creditors and otluTS when a dissfdiiiion 
or change of partnership takes place ? 

5. Explain what is meant by the ** continuing puthority of partners for 
winding-up puqiosps.’* 

6. State the legal rule for adjusting losses, and distributing as<;ets, on the 
dissolution of a partnersliip, where no agrocTrient to contrsrj' exists. 

7. Submit a formula for dealing in the books with an ordinary dissolution of 
partnership. 

5. When the result of a dissolution is to place a partner's Capital Account 
temporarily in deint. what is that partner's duty with reference to stime? 

6. Explain briefly the Gatner v. Murray decision, and the consequent 
treafStent of accounts in the books. 

10. When, on a di.-i^^olution of partnership, the assc'ts realize only sufTiciont 
to pay the orcditor.s a dividend, how are the accounts in the books closed ? 

















pissoLUTioN or pAKiNBiamr 858 1 

'.f ’ , ‘ 

The Lease and Fixtures were disposed of fof j{2,700, and-^liie cash dvilf ^ ^ 
received. The Book Debts were collected, and realized pS*l The stock vrsa ' 
sold by auction, and produced ;fl,340 after payment of conimissioii and 
expenses, llic Sundry Creihturs were paid off, /38 being allowisd for discount. 
Tl\e expenses of realization atuounted to /S7. 

As book-keeper to the firm, prepare wl^tever accounts may be necessary 
t«> show the result of the realization .and the amount receivable by each partner. 
{London Chamber of Commerce.) 


ijjll*'^lack & White are equal partners, and their Balance Sheet stands as 
follows — 


Cash, 3^400; Debtors. /2.000; Stock. ;£1.500: Machinery, ;£2.000. 
Liabilities : CrediioiSf /1 ,800; Black's Capital, /2.900: White's Capitsd, 

They decide to dissohe partnership, and the assets realize the following 
amounts; Debtors. £1.880; Stock, £1,200; Machinery. £1.800. They receive 
£100 as Discounts from Creditors, and the expenses of re€thz.itjon amount to. 
£230. Pr^»])art? l>(h»ei Accounts showing the result of the winding up; 
{Naiimtal Union of 1 eachers.) 

Black White have been in business together ff>r three years ending 
31st December, at whuh date they agree to dissolve [»annerslup. Black 
t.,ke3 Over the bu.siness and agrees to pay White £l,80t» for his share of the 
CoodwTin. 

Biack has drawn out £5»00 each year and White £650 each year. Black's 
capital at the start w?i5> £3,000 and White’s £4,000. 

The profits of ca^h war w'ere £1,000, £1,200, and £1,350 respectively. 
There was no d^^ed of partnership and no arrangenx nt as to interest on 
Capital. Draft Capita! .Accounis (m White's show tin* amount he will receive 
on going out), pKifit aiul I^»sb Account in Black & White's* books, and Goodivill 
Account in Black's books. (National Union of Teachers.) 


4. The position of a business firm is as follo^vs — 



Balance Sheet 



Liabilities 

£ 

Assets 


£ 

Creditors , , 

, 2,020 

Cash at Bank 

• 

• 1,530 

Capital Accounts— 

Debtors . , 

m 

. . 2,466 

Robinson 

. 3.120 

Stock 

s 

. 8.734 

Larkin , 

, 2,760 

Goodwill • • 

• 

. 2,300 

Sparrow 

• 

, 2,150 

;^t0.050 



£10.050 


The |>artnership, is dissolved, tlte assets realized, and the creditdks tMy . 
dlschargetl. What will be* the share of each partner. \ - 

(a) It tJlte assets realize their book value, and the partners share 
equally? ^ 

(5) H Dt^btf>r^ realize £2,400; 3tock, £3,800 ; Coudwilh £2,SOO^'fi^j^t 
partiietfi; |3^i;t j>roiits ill the proportions of 5, 4, and 3? , W i 

i^e) If fte' Debtors realtze £2,^P0; .Stock, £3,198; anti partners IpW. '' 
pWifitsequSly? . 

are in partnership^ sliaring profits ai^ losses, 

.vand |th‘ Tht^y dissolve partnership, and th**:i 

mi H«rwk«^, ^,7w>{ and 'Qw 
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amount to ;£6,000; which sum includes ;£1,500 due to ftawkcr for Advances, 
and 12SQ due to Haigh for Advances. The assets of the firm reiUize net jf7,230. 
Draw up accounts showing the final result of the realization and the amounts 
receivable by the partners respectively. 

Rogers & Hawley are in partnership, sharing profits and losses Jths and 
?ths respectively. Rogers* Capital is ^8,500 and Hawley's is £5,500. The 
partnership is dissolved and the assets realized with the following results— 


Dol>tors 

i 

. 9,020 

produced 

1 

8,835 

Stock 

. 4.650 

•> 

4,460 

Plant and Macliincry . 

. 3.850 

•t 

3,700 

Lease 

. 2.000 

,, 

2.000 


The expenses of winding up were £110. Out of tlie Cash at Bank, together 
with the sum realized the assets, the Creditors' claims amounting to 
were duly discharged. Draw up the necessary accounts to show the final 
result of the realization and the amounts received by the partners respectively. 

7. Linton, IVice & VVesterby dissolve partnership and realize the assets. 
After reahzation, the firm’s Bank balance stood at £16,144. The Capital 
Accounu of the partners are : Linton, £5,000 ; Price, £4,000 ; Westerby, £3,000. 
Linton had also advanced £650 to the firm by w'ay of I^an. The Creditors 
amount to £6,230. The partners share profits and losses in proportion to their 
Capitals. He w should the £16,144 be distributed? 

8. Wood, Harrison Batty arc partners, and divide profits in the propor- 
tions of 4, 3, and 2 respectively. The partnership is dissolved, and the state 
*of afiairs on date of dissolution is follows — 


Balance Sheet 


LialiUties 

£ 

Assets 

£ 

Crediters . 

. 2.755 

Cash at Bank 

475 

Capital Accounts — 


Bills Receivable 

150 

\\'ood . 

, 5.000 

Debtors 

8,420 

Ko rrison 

. 3,500 

Stock 

2,360 

Batty 

. 2.500 

Plant 

2,350 


£13,755 


£13.755 


The assets realize £437 less tlian their book value. The expenses of winding 
up are £85. What amounts are payable to the partners respectively ? ^ 

9. Partridge & Paterson entered into partnership for five years, and shared 
profits and losses as 2 to 1. Partridge's initial Capital was £3,500 and Pater- 
son's £850. The partnership deed provided that on the termination of the 
co*partnery the proceeds of realization, after liquidating the Creditors* claims, 
should be divided according to the partner's shares and interests therein. 
Accounts have been drawn up a.mually, and profits, losses, and drawings 
, haveibeen duly adjusted. At the end of the fifth year. Partridge's Capital is 
£4,000 and Paterson's £450. The balance of Cash remaining after paying all 
expenses and the Creditors amounts to £2,020. Adjust the partners* Capital 
Accounts. ^ . • 

XO. Fincti^ Williams dissolve partnership. The business is sold for 
£13,660 and this amount stands to the credit of the firm's banking 
;accOunt. The Capitals of Finchley & Williams are £5,450 and £1,800 respec- 
Finchley has also advanced to the firm £1,500 by way of Loan. 
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The Creditors’ daiih's amount to ;£4,520. The partners share profits and 
losse s : Finchley, frds; and WDliams, Jrd. How should the £13,660 be distri* 
buted? 


11. X. y, Sc Z dissolve partnership, and, after realization, the fol]o\ving 
is the position of affairs — 

Balance Sheet 


Liabilities 

£ 

A ssets 

£ 

Creditors . 

464 1 

Cash at fiank 

1 1,550 

Capital Accounts — 

X . 

. 6,000 

Z — Capital Account 
overdrawn 

434 

Y . 

Profit on Realization . 

. 5,000 

520 

£11,984 


£11.984 


The partners share profits and losses as follows: X, Y, and Z, 
Z is quite unable to contribute anything. Draw up the final accounts. 


12. The partnership of X. Y, d* Z came to an end on 25th April. X's 
Capital was £6,6(10; Y's, £4.400; while Z had oveidrawn to tlie extent of 
£3o0. Profits and losses were shared in Die proportions of 3, 2, and 1 . The 
assets were: Cfisb at Bank, £425; Bills Receivable, £950; Debtors, £6.730; 
Plant, £3.500; Stock, £3,500, The liabilities were: Bills Payable, £805 ; . 
B:oik Overdraft, £2,000; Creditors, £1,650. Z is insolvent, but his partners ’ 
recover £90 from his separate estate. The assets realized the following sums: 
Bills ReceivabltJ. £925; Debtors, £6,500; Plant, £3.000; Stock. £3,300. The 
expenses of winding up amounted to £185. Draw up the final accounlo, and 
show what each partner will receive. 

13. The partnership of A, B. & C came to an end on 31st December. The 
Capital ol A was £5,000, and of B £4,000, while C’s account was overdrawn 
to the extent of £500, and he had no outside means. Profits and Losses were 
shared in the proportions ol A B and C Their assets amounlrHl to 
£8,870, and their liabilities to £370. The business was sold for £10,000. 
Show the partners* accounts after the sale had been effected, (CharUred 
Accountants.) 

14. Hawker, Jocelyif, and Temple are in partnership, sharing profits and 
losses three-sevenths, two-sevenths, and tw'o-sevenths respectively. The 
following is the position of afiairs after dissolution and realization — 


BALANCE SHEET, 


LiMitin 



D 

Asstts 


R 


Capital Acroimts — 



H 

Cash .... 




Hawker 




Temple — Overvlrawn , 



. 

Joycclyn 




Delideacy of Firm 


r 

• 


£1,800 

B 

B 



B 

a 


mKtm 

g 

□ 


iBi 

B 

9 


Temple is insolvent and unable to contribute anything. Prepare fiual 
accounts showing the amenmt of Cash received by Hawker. 
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15. Tho lollowUng is the final position after dissolution of a partnership^ 

BALANCE SHEET 


l.ieJbiliii«s 

£ 

«. 

d. 

Capital Account — 




Hawkins 

1,^00 


** 


jCl.500 




800 

200 

■ 

£ 1.500 

- 




Assets 

CmK 

Templar— Overdraw^ 
Joyce — Overdrawn . 


What is the position and procedure if Templar and Joyce are (a) solvent 
and able to contribute their deficits; (6) able to contribute part of their 
overdrafts; {c) unable to contribute anything? 


Brown, Jones, and llobmson were in partnership as Coal Merchants 
On 31st December, their Balance Sheet showed the following position of 
affairs — 


Lidbiiities 
Sundry Creditors 


1 

3,000 

Assets 

Cash in hand and at Bank , 

lioo 

Loan on Mortgage ^ 

. 

400 

Sundry Debtors . 


Brovm — Capital A/c 

/2.500‘ 


Stock . . . , 

1,500 

Drawing A/c 

1,000 


Horses. Carts, etc. 

500 



3,500 

Frv'choid Property 

1,000 

Jones — Capital A/c 
Drawing A/c 

il.500 


Robinson — Ovenlrawii 

500 

500 

2,000 

;f8.900 


;f8,900 


They shared profits and lossscs in the proj>^)rtions of Brown one-half, Jones» 
one-third, Robinson one-sixth. It was decided to dissolve the partnership as 
at the date of the above Balance Sheet. The Freehold Property realired ,3(H>. 

Debts and Discounts allowed amounted to /5(K). The Stock rcaliw'd 
;J1,200, and the Horses, Carts, etc., jf300. The mortgage on the pro]>crty 
was duly paid off. The Creditors were also paid, less discounts amounting 
to £100. The costs of realization amounted to £300. After the assets h?u} 
been realized and all the liabilities discharged^ &>binson became bankrupt, 
and a claim was made against his estate for the amount due from him to 
the firm on the dissolution, and a dividend thereon at the rate of 6s. 8d. in 
the £ was received. Write up the Realization Account, the Cash Account, 
and the Capital and Drawing Accounts of the partners, and close the books 
of the firm. {Chartered Accountants,) 


17. Morgan and Newell are in partnership, sharing profits and losses two- 
thirds and one-third respectively. The following is the state of affairs at the 
date of dissolution — 


’1 BALANCE SHEET 


: Liobams 
SoodryCreditfMS 

12, 


d. 

Assets 

Cash . . , , 

£ 

£KK) 

<• 

d. 

C^tal Account*^ 




Sundry Dehtoxs 

Stock .... 

Fixtiirvs kud Pittingt . 

f 4,0?>7. 



' ... 

4,720 

•• 


4,r{20 



N<well> 

2,462 

- 


S.UBO 

♦ 






OcKHtwiU . « 

G,H0U 

- 

- 

It, 

■ 

£16,182 




£)0,IH2 





■ 

i— 
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The assets, other than Cash, realize 3^8,600, and the expenses of winding 
up are jfSOO. Close the books of the firm. It is assumed that nothing is 
forthcoming from the private estates of the partners. 


18, Wyatt and Dawson are equal partners in a retail concern.- They decide 
to retire, and sell their business on 3 1st December, the position of affairs on 
this date being a.S follows — 


BALANXE SHEET 


Lialnl%tiet 

1 

s. 

d. 

Sundry Crtditors 

900 

- 

- 

Capital Ai-'couiitjt— 




Wvatt .... 

6,000 

- 


Dawson 

4,000 

•• 



£10,900 




L 


d. 

1,000 



),900 

.. 


S.OiW 



l.lHiO 



2,000 

- 

- 

£10,900 


- 





AsseU 
Cash at Bauk . 
Sundry Debtors 
Stock 

natures and Fittings 
l,y*.asi» 


'l iic Lease was sold for £.3.000, Fixtures for ;£1,100, and Stock for ;£4,600. 
The Book Debt.s realized only 1,800, £60 being allowed for discount. The 
Creditiirs wn* paid £860 in full settlement. The expenst's of winding up were 
£64. Close the IxioU.s of the firm, showing the result of the realization, and 
det;iiling the variouis l,.edgor Accounts. Show also the payment to each 
partner of the amount actually due to him. 


REVISION EXERCISE XI 

1. Explain briefly, but clearly, what is considered to be the best system 
of btiok-keepiug, and state the use and object ol a Journal, and h) what 
countries, if any, its use in trading houses is made impen^vtve, (Lcmdan 
Chawber of Cowmirci.) 

2. Prepare, and fill in the headings of a Day Bijiok suitable for a City 
Trader, which will answer the purpose of a Purcha.se and Sales Journal; 
prepare also a form of Cash Book, which you would advise, being used so as 
to save clerk's time and lalxiur in posting. (Lcnidon Chamber of Commerce,) 

3. 1 buy goods on the 1st March, dated forward as June. 1 make up my 
accounts on the 30th April. How' should I deal with this item iu my Purchases 
Day 13o»'>k, Ix'dgcr, anjf Balance Sheet? (Lancashire and Cheshire Union,} 

4. You are instniqteti to organize the book-keeping department of a small 
factory. What Ixxiks of account would yx>n advise as necessary, and What 
rules would you lay down for the guidance of the staff and to ensure that 
the books are kept accurately and w'ell up to date ? Assuming that the derks 
are three in number, n^ention wbat duties you would allot to each. {London 
Chamber of Commerce.) 

5. Bought Goods on Joint Account with R. Roberts (profits divisible 
equally) from Walker & Co* for £1,050, ^Raid Carriage and Expenses, £55., 
Received K. Roberts's moiety of speculation, £525. Siold part of the goods 
to Marshman ^ Co. for £650, part for Cash £450, and took remainder value - 
£400 into stock fur my own use. ,Ch^tgtd^ as manager's ooiui^sioq, 5 
cent on the Sales. 

, Make the entj^s in the pri>P^i'.tx>oks tp record the aboves, and^^ 

the .Jcjuit ihpeomt iti the ^ 
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8, A merchant has bought goods due as under — 

3^400 due 73 days before 30th June. 

£2^0 M 37 .. 
jf400 ,, on 30th June. 

^700 ,, 18 days after 30 th Jiiuc. 

He wnphes to pay for them on the average due date. What sum must he 
pay, and must he pay it ? 

7. (a) Enumerate ilie main matters that must be dealt with in the " Deed 
of PartncT.ship/' and give four ways in practice as regards the in 'Hm-nl of 
Goodwill when a new partner is to be admitted into an existing fi’ - n. 

(b) Give views in regard to ** Goodwill*' that prove it to be nf \-alue to 
business men, and not a fictitious asset as is so frequently suggested. 


8. Messrs. Cooper & Son keep their Ledgers on the self-balaru .ng svstem. 
From the following particuhirs, prepare the relative '* Sales Lo^igfr " and 
General Ledger" Adjustment Accounts as at 3 1st March — 


Debtors’ Hahmees as at l.st March • . . . 

Total Credit Sales for month ..... 

,, Cash received from Customers for month 
,, Discount allowed to Customers for month 
Bills accepted by Customers during month . 

Goods returned by Customers during month 
Acceptances dishon<;ured by Customers during month . 
Transfers during month from Contra Accounts m the 
Bf>ught Ledger ....... 

Items charged to Customers, during the monch, from 
Petty Cash Book 


£ 

5, 

d. 

19,d40 

10 

5 

]8,7S.^ 

11 

6 

12,974 

3 

10 

598 

15 

8 

4,851 

6 

9 

474 

8 

7 

326 

17 

5 

156 

4 

11 

26 

13 

4 


9. Messrs. Farmer & Right (who share profits gths and Jths respectively) 
had the following balances in their books on 31st December — 


Acceptances to Creditors 
Salaries, Travellers, etc. 
Discounts Received . 

Cash at Bank . 

„ in hand 
„ Creditor , 

]iad Debts Reserve, 1st January 
Sus])ense Account (Dr. balance) 
F. Farmer — ^Capital Account 
R. Right— 

Purchases 

Sates Ledger Pirdances 
Stock, 1st January 
Plant and Machinery 
Rent, Rates, Taxes, c*tc. 

Bfid Debts 

Carriage .... 
Sttndry Expenses 
Manufacturing Wages 
F, Farmer — Drawing Account 
R, Right — „ „ 

Sales .... 
Debtors' Acceptances. 


£ 

s. 

d. 

,997 

12 

— 

780 

- 

- 

276 

- 

. 

929 

10 

6 

30 

10 

6 

2,000 

- 

- 

129 

- 

— 

55 

- 


4,620 

- 


3,780 

- 


5.866 

- 


3,290 

- 


4,195 


— 

2.950 


- 

566 

— 


135 

- 


279 

— 


379 

- 

— 

1,897 

- 

— 

420 

10 

6 

320 

10 

6 

11,680 

— 


1,268 

10 

- 
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i 5. rf. 


Discounts Allowed 



42(5 - - 

Legal Expenses 

, 

, , 

3S - - 

Returns Outwerds 


, , 

816 - - 

Bought Ledger Balances 


, , 

f.954 - - 

Returns Inwards 

. 

. 

2,430 - - 


Prepare Trading and Profit and Loss Accounts and Balance Sheet as at 
31st Dccembor, after making the follo^v'ing adjustments — 

Slock, 31.st December, /5,692. • 

10 per cent Depreciation on Plant. 
jf70 Interest due to Cash Creditor. 

Bad D»"bts Reserve, 5 per cent Debtors. 

Reserves for Discounts on Debtors and Creditors, 3} per cent ami pet 
cc];t; respectively. 

Interc'.st on Capital at 5 per cent. 

/lO Fire Insurance (Sundry Expenses) to be carried forward. 

Closing entries through the Journal arc required, and also the percentages 
of i?:russ and net pnifit on the turnover. 



CHAPTER XTT 
JOINT STOCK COMPANIES 

A company is an association of p(irsons for thi:; purpose 
of carrying trade or business, generally for mutual gain. 

^Joint Stock Company. This is defined as “ An association of indi- 
viduals for the purposes of profit, possessing a common capital 
contributed by the members composing it, such capital being com- 
nlonly divided into shares, of which each possesses one or more, 
and which are transferable by the owner." Shdfurd. 

The formation of joint stock companies in England, for trading 
and other purposes, dates back for more than three centuries. We 
see some notable examples in the seventeenth century in the East 
India Company, the Hudson Bay Company, the New River Com- 
pany, and the Bank of England, which were incorporated by Royal 
Charter or by special Acts of Parliament. Incorporation otherwise 
than by these two methods was not possible until 1844; while the 
principle of " limited liability " was not recognized till 1855. The 
Act of 1862 opened up a new era in tlie history of joint .stock com- 
panies. The Companies Acts, 1862-1928, have now been super- 
seded by the Companies Act, 1929. 

Prohibition of I^ge Partnerships. Companies not incorporated 
are, in the eyes of the law, nothing more than private partnerships. 
No partnership consisting of more than tr.n persons can be formed 
to carry on the business of banking, and no partnership consisting 
of more than twenty persons can be formed for the purpost^ of carry- 
ing on any other business which has for its object the acquisition of 
gain, without being registered as a company. 

D^erence between a Joint Stock Company and an Ordinary 
(Unlimited) Partnership. ^Flie following differences should be care- 
fully noted — 

(1) The individuality of the members who form a company is entirely lost 
in the personality of the company itself, which is regarded in law as a separate 
and distinct entity. Thus, a member of a company may enter into contracts 
with the company itself in the same manner as any other individual. 

(2) In a company, the creditors can proceed only against the property 
of the company in case of necessity, and, ordinarily, there is no remedy beyond 
the amount of the fixed capital, which is, in fact, the total amount of the 
property of the legal {>crson. In a partnership, the creditors may not only 
ptx)ceed against the property of the partnership, but also against the private 
property of each individual partner. 

(3) In a public company, shares may be transferred without the consent 
of the other members, and without afie^ing its existence ; this is not possible 
in a partnership. 

(4) In the case of a limited company, the liability of each shareholder is 
hfiiited to the amount unpaid on the shares which he holds; in a partnership, 
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each inerol)er is liable jointly and {practically, though not legally) severally for 
llie whole of the debts of the firm. 

{5) In a |jartnorship. the number of nicinb<?is must not exceed twenty, 
and in the case of a banking company, ten. In a limited company there is 
no such limit, except that there must not be less than seven, persons in a 
public company, or less than two in a private one. 

(6) In a partnership, each partner can lake part in the management, 
and his actions are legally binding on the finn ; but in a company, the rights 
of manage incnt are restricted to a special body of shareholdersiWlled directors. 

(7) In a ])artnership, the rights of the members are regulated by the Decti 
of Partnership, and may be altered by mutual agreernenv. In a limited 
company, the powers of the company are governed by the Memorandum of 
Association, which cannot b*.'. altered except by consent of the Court: aud 
the powers of the directors are regulated by the Articles, which can only be 
altered by special rLsolution of the sliareholders. 

(8) The law prescribes an annual audit for a limited company, but not for 
a parlncrslin). 

(9) The capital of a private firm may be increased by additions and by 
profits, or decreased by withdrawals and losses, or altered by mutual agree- 
ment. The ciipjial of a company is fixed by the Memorandum, is unaffected 
by trading profits or losses, and can only be increased or decreased in a special 
i'tatutory manner. 

Mode of Forming a Company. Any seven or more, pcarsons (or, 
where tlio company to be formed wiU be a private one within the 
meaning of the Act, any two or more persons) associated for any 
t.iwful ptirpose may, by subscribing their names to a Memorandum 
of Association, and otherwise complying with the requirements of 
the Art in respect of registration, form an incorporated company. 

Kinds of Companies. There arc three kinds of companies which 
mtw be con.stitnted and incorporated under the Compani« Act — 

1. Company Limited by Shares. This is a company having the 
liability of its members limited by the Memorandum to the amount, 
if any, unpaid on the shares resi>cctivdy held by them. Once the 
capital i.<> fully paid up, there is no further UabiUty resting on the 
shareholder. Thus class is subdivided into public and private 
companies. 

. 22. Company Limited by Guarantee. This is a company having 
the ti»i»Hty*of'it8^ra«mber8 limited by the Memorandun to such 
amount as tlie members may respectively thereby undertake to 
contribute to the assets of the company in the event of its 
being woimd up. There are only a few companies of this class in 
existence. 

3. Unlimited Cconpany. This is a company not having any limit 
on Every shareholder is hable for 

the debts of the company as in an ordinary partnership. Such a 
company possesses, however, two advantages: (a) The liability of 
each member ceases at the end of a 5 rear from the time he ceases 
to be a member; {b) the shares of the company arc transferable. 
Such companies are now extremely rare, and for several years past 
none has been registered. 
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Number of Persons. The legal minimum number of persons that 
can form a public joint stock company is scvem, or in the case of a 
private company, two. The maximum number of members for a 
private company is fifty, and for a public company tlie maximum can 
never exceed the number of shares, as each member must, by law, 
take not less than one share. If a company carrh'S on business for 
more than months after the number of its members has been 
reduced below seven, or two, as the case may be, every member cog- 
nizant of the fact is personally liable for the whole of the debts of the 
company contracted during that time. 

■/Public Company. A public joint stock company is one wliu h 
offers its shares to the public for subscription. 

One Man Company. This is a term applied to a company in 
which almost the whole of the shares are held by one person, the 
remainder being allotted to nominees (or a nominee) in order to 
make up the statutory number. Tliis is generally the case wljere a 
successful business has been converted into a company in order to 
gain the advantages of incorporation, namely, the continuance of 
the business after the death of any of the parties interested in it, 
the power of transferring the shares in order to introduce fn sli 
members, and the increased facility of borrowing money. Such a 
company was formerly called a " private company.*' The latter 
term, however, has now a statutory meaning under the 1929 Act. 

Private Company. By Section 26 of the Companies Act, 1929, a 
private joint stock company is one which by its Articles — 

1. Restricts the right to transfer its shares. 

2. Limits the number of its members (exclusive of persons 
who are in the employment of the company and ex-cmployces) to 
fifty. 

3. Prohibits any invitation to the public to subscribe for any 
shares or debentures of the company. 

Unless the Memorandum or Articles expressly forbid it, a private 
company may tuni itself into a public company by passing a 
special resolution, and filing with the registrat of companies the 
prescribed statement in lieu of prospectus, together with the pre- 
scribed statutory declaration. And where two or more persons 
hold one or more shares jointly, they are, for the purposes of this 
section of the Act, to be treated as a single member. 

Advantages of a Private Company. A private company is exempt 
fA)m several of the obligations and restrictions imposed on a public 
company — 

(1) The minimum number of members* may be two instead of seven. (Sec- 
tion 1. Companies Act, 1929.) 

(2) It is not obliged to file a statement in lieu of a prospectus. (Section 40 (2)) . 

(3) The restrictions put upon the commencement of business, namely, the 
obtaining of the minimum subscription, waiting for the certiheate entitling 
it to commence, etc., do not apply. (Section 94 (7)). 
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(4) It is not requirud to file with the annual sun^mary the prescribed 
financial statement in the form of a balance sheet. (Section 1 10.) 

(5) The restrictions placed on the allotment of shares (Section 40 (2)), and on 
the appointment of directors (Section 140 (4)) do not apply. 

(6) It is not obliged to forward to the members, or to file with the registrar 
of companies, the statutory report. (Section 113 (10)). 

(7) Holders of preference shares and debentures in a private company have 
not the right of those in a public company formed since the 1st ot July, 1908, 
lo receive and inspect the balance sheets and the auditors' r«|P)rts. unless a 
formal request is made for copies. (ScLi’on 130.) 

Memorandum of Association of a Company Limited by 
The Alrmorandum must statfe — ' 

1. The name of the company, with " Limited ” as the last word 
in its name. 

2. The part of the United Kingdom, whether England or Scot- 
land, in which the registered office of the company is to be 
situate. 

3. The objects of the company. 

4. That the liability of the members is hmited. 

5 . The amount of the share capital with which the company 
proposes to be registered, and the division thereof into shares of a 
fi.xed amount. 

No subscriber of the Memorandum may take less than one share, 
and each subscriber must write opposite to l..s name the number of 
shares he takes. 

Memorandum of Association of a Company Limited by Guarantee. 
The Memorandum must state- — 

1. The name of the company, with " Limited ” as the last word 
in its name. 

2. The part of the United Kingdom, whether England or Scot- 
land, in which the registered office of the company is to be 
situate. 

3. The objects of the company. 

4. That the liability of the members is limited. 

5. Tliat each pjomber undertakes to contribute to the assets 
of the company in the event of its being wound up while he is a 
member, or within one year afterwards, for payment of the debts 
and liabilities of the company contracted before he ceases to be a 
member, and of the costs, chai:gcs, and expenses of winding up, 
and for adjustment of the rights of the contributories among them- 
selves, such amount as. may be required, not exceeding a speciffi-d 
amount. 

If the company has a share capital — 

1. The Memorandum must dlso state the amount of share capital 
with which the company proposes to be registered, and the division 
tlicreof into shares of a fixed amount. 

2. No subscriber of tire Memorandum may take less than one 
share. 
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3. Each subscriber must write opposite to his name the number 
of shares he takes. 

Memorandum of Association of an Unlimited Company * The 

Memorandum must siate-^ ' ' 

1 . i ne namc^f the company. 

2. The part of tlie United Kingdom, whether Kngland, Scotland, 
or Irehmd. iP:. which the registered office of the company is to be 
situate. 

3. The objects of the company. 

If the company has a share capital — 

1. No subscriber of the Memorandum may lake less tlian one 
share. 

2. Each subscriber must write opposite to his name the number 
of shares he takes. 

Name of Company. A company may not be registered by a name 
identical wnth that by which a coinpanj^' in existence is already 
registered, or so nearly resembling that name as to be calculated 
to deceive, except where the company in existence is in the course 
of being dissolved and signifies its consent in sucli manner as the 
registrar requires. If, however, this should luqipcn, tiirough in- 
advertence or otherwise, the newly r(?gistered company may, with 
the consent of the registrar, change its name. 

The prefix ** Royal," Imperial," or simiLu' word may not be 
used without the written consent of the Board of Trade. 

Any company may, by special resolution and with the approval 
of the Board of Trade signified in writing, change its name. The 
registrar will enter the new name on the register in place of the 
former name, and issue a certificate of incoriioration altered to meet 
the circumstances. 

Omission of " Limited from Name of Company. Where it u- 
proved to the satisfaction of the Board of Trade that an association 
about to be formed as a limited company is to be formed for pro- 
moting commerce, art, science, religion, charity, or any other useful 
object, and intends to apply its profits (if any) 6r other income in 
promoting its objects, and to prohibit the payment of any dividend 
to its members, the Board of Trade may by licence direct that the 
association be registered as a company with limited liability, with- 
out *the addition of the word " Limited " to its name. This licence 
may be granted on such conditions and subject to such regulations 
as the Board of Trade thinks fit, and may also be revoked by the 
Board of Trade, 

Objects of Company. The objects of a company must be set 
f(Mth with accuracy, as a company exists only for tlie purposes 
which are stated in its Memorandum of Association. Any act<exceed- 
ing these powers is x^ra xnres, and, therefore, ntill and void. 

A company may, by special resolution, alter the provisions of its 
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Memorandum with respect to the objects of the company, so far 
as may be required to enable it — 

1. To carry on its business more economically or efficiently; or 

2. To attain its main purposes by new or improved means ; or 

3. To enlarge or change the local area of its operations ; or 

4. To cany on some business which under existing circum- 
. stances may conveniently or advantageously be combined with 

the business of the company ; or ^ 

5. To restrict or abandon any of the objects specified in the 

Memorandum of Association. 

The alteration, however, does not take effect until -it has been 
confirmed wholly or in part by the Court, who wiU require it to be 
shown that the alteration is for the benefit of the company, and that 
the interests of all existing members and creditors are propejiy 
safeguarded. A printed copy of the Memorandum of Association, 
as altered, must then be forwarded to the registrar of companies 
for him to register and certify. 

Articles of Aggoriation Companies which are limited by guar- 
antee, and tuilimited companies, must register Articles of Associa- 
tion along with the .Memorandum. Those are a set of rules or 
by-laws drawn up to govern the internal working of a company. 
They regulate the issue of capital, the transfer and forfeiture of 
sliares, the holding of meetings, prescribe for the keeping of the 
accounts and the audit of same, define the powers and duties 
of directors, the rights of shareholders inter se, etc. Th'. Fust 
Schedule to the Companies Act, 1929, Table C, coru.ii-is a model 
set of Articles suitable for adoption by a company limited by 
guarantee. 

Where a company limited by shares does not frame articles of 
its own, a model set of articles, called Table A, provided in the 
Companies Act, 1929, becomes compulsory, and must be adopted 
by such company. 

Articles of Association must be registered with the Memorandum 
of Association, an^ in the case of companies registered after the 
commencement of the 1929 Act with Articles of Association, such 
Articles must, by Section 8, expressly exclude or modify the regula- 
tions in Table A: otherwi^ these will be held, whei'e applicable, 
to be the regulations of the company. By Section 9. Articles must 
(«) be printed, (fc) be divided into par^raphs numbered consecu- 
tively, (c) bear a deed stamp, (<i) be signed by each subscriber of 
the Memorandum of Association. Section 10 allows a company, l>y 
special resolution, to alter or add to its Articles. Any Article is 
null and void in so far as it conflicts with the Memorandum of 
As.sociation or with statute lav.'. Any special resolution altering 
the Artifeles must be pinted and forwarded to the registrar of 
companies to record within fifteen days of its confirmation. Such 
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Special resolution must also be embodied in or annexed to every 
copy of the Articles issued subsequently. 

R^istration of Memorandum and Articles. The Memorandum 
and the Articles (if any) must each bear a 10s. deed stamp, and must 
be signed by each subscriber in the presence of at least one witness, 
who must attest the signature. They must then be forwarded to 
the registrar of companies for that part of the United Kingdom in 
which the rostered ofl5ce is stated by the Memorandum to be situate ; 
and he will retain and register them. Every company must send to 
each member, at his request, and on payment of Is. or such less 
sum as the company may prescribe, a copy of the Memorandum and 
of the Articles (if any) under penalty of a fine not exceeding £{. 

Registration Fees. In addition to the deed stamp of 10s., regis- 
tration stamps are necessary, in the case of a company having a 
share capital, according to the following scale — 

£ s. d 


Where the nominal share capital does not exceed ;£2,000 . . 2 - ~ 

Where the nominal share capital exceeds jf2.000, tlic following fees 
according to the amount of nominal share capital — 

For every /1, 000 or part of /1,000 up to ;£5.000 . . . 1 - - 

For every /1, 000 or part of /1, 000 after the first /5,000 up 

to £l0Qfl0Q 5 - 

For every 1,000 or part of 1,000 after the first £100.000 . 1 - 


For any increase of share capital after the first registration, 
the same fees per £1,000 or part of £1,000 as would have 
been payable if the increased share capital had formed part: 
of the original share capital. 

No company to pay in respect of noin*nal share capital on 
registration, or afterwards, any greater amount of fees than 50 - - 
For registering any document required or authorized by the 
Act to be registered ....... 5 - 

For making a record of any fact required or authorized by the 
Act to be recorded by the Registrar .... 5 - 

There is also a Capital duty of 20s. per cent imposed by the Finance 
Act. 1920. 

The fees payable on the first registration are generally included 
in the item “ Preliminary Expenses.” , 

yPrelimitiary Eiqienses. These include the law costs, registration 
fees, printing of prospectuses and forms of application, advertising 
and other expenses incidental to the formation or promotion of a 
company. Hence they are also called Formation Expenses and Pro> 
motion Expenses. Such expenditure is, of course, Capital Expendi' 
ture ; but it is usually written off to Revenue over a la riod of years, 
three, five or seven, according as the amount is small, large, or very 
large, llie balance of the account appears each year on the assets 
side of the Balance Sheet until the amount is finally extinguished. 
.iiPromoter. This is the person who does the necessary preliminary 
work in forming or floating a company. The promoter stdnds in a 
fiduciary relationship towards the company>he is floating, and must 



JOINT STOCK COMPANIES 


369 


not, therefore, use his position to make any secret profit at the 
expense of the company. The promoter is personally liable for any 
acts done before the company is registered, and the company can- 
not subsequently ratify such acts. 

Certificate of Incorporation. On the regi.stration of the Memoran- 
dum of Association of a company the registrar certifies under his 
hand that the company is incoi'porated, and, in the cas^^^f a limited 
company, that the company is limited. From the date of incor- 
poration mentioned in the certificate of incorporation the sub- 
scribers of the Memorandum, together with such other persons as 
may from time to time become members of the company, form a 
body corporate by the name contained in the Memorandum, capable 
forthwith of exercising all the functions of an incorporated company, 
and having perfK'tual succession and a common seal, w'ith power 
to hold lands, and with such liability on the part of the members 
to contribute to the assets of the company, in the event of its being 
wound up, as is mentioned in the Act. 

The Certificate of incorporation given by the registrar in respect 
of any association is conclusive evidence that all the requirements 
of the Act in rc.spect of registration, and of all matters precedent 
and incidental thereto, have been complied with, and that the 
association is a company authorized to be registered and duly 
registered under the Act. If the company is a private one, it is at 
liberty to commence business forthwith; but a public company 
cannot proceed further than the issue of its prospectus Inviting 
the public to apply for its shares. 

Prospectus, This is a document issued by public companies invit- 
ing the public to subscribe for shares or debentures of the company. 
At the foot of the prospectus there is generally an application form 
(see page 478) to be filled up by persons wishing to obtain shares. 
Every prospectus issued by or on behalf of a company, or in rela- 
tion to any intended company, must be dated, and such date will, 
unless the contrary be proved, be taken as the date of publication 
of the prospectus. A copy of every such prospectus, signed by every 
person who is named therein as a director or proposed director of 
the company, or by his agent authorized in writing, must be filed 
for registration with the registrar of joint stock companies on or 
before the date of its publication, and no such prospectus must be 
issued until a copy of it has been so filed for registration, livery 
prospectus must state on the face of it that a copy has been filed 
for registration. 

In the Fourth Schedule to the Companies Act, matters required 
to be stated in the Prospectus are enumerated as under — 

Part I 

(1) Except where the prospectus is published as a newspaper advertisement, 
the contents of the memorandum, with the names, descriptions, and addresses 
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of the signatories, and the number of shares subscribed for by them 
respectively. 

(2) The number of founders or management or deferred shares, if any, and 
the nature and extent of the interest of the holders in the property and profits 
of the company. 

(3) The iiuml^er of shares, if any, fixed by the articles as the qualification 
of a director, and any provision in the articles as to the remuneration of the 
directors. 

(4) The’ r^^es, descriptions, and addresses of the directors or proposed 
directors. 

'^) Where shares arc offered to the public for subscription particulars as 
to-—* 

(I) the minimum amount which, in the opinion of the dir^’ctors, must 
be rai.scd by the issue of these shares in order to provide the sums, or, 
if any part thereof is to be defrayed in any other manner, the balance 
of the sums, required to be provided in respect of each of the foUowim? 
matters — 

(a) the purcha;.o price of any property purchased or to bn purchaseil 
which is to be defrayed in whole or in part out of the proceeds of the 
issue ; 

{b) any preliminary expenses payable by the company, and any ccin- 
missiems so payable to any persrai in consideration of his ai;r«‘oing to 
subscribe for, or of his procuring or agrcf ing to procure subscriptions for, 
any share;* in the company; 

(c) the repayment of any moneys borrowed by the company in respect 
of the foregoing matters; 

(rf) working capital ; and 

(It) the amounts to be provided in respect of the matters aforesaid 
otherwise than out of the proceeds of the issue and the sources out of which 
these amounts are to be provided. 

(6) The amount payable on cipplication and allotment on eac !i share, and, 
in the case df a second or subsequent offer of shares, the amount offered for 
subscription on each previous allotment made within the two prt‘ccdjng years, 
the amount actually allotted, and the amount, if tiny, pmd on the shares so 
allotted. 

(7) The number and amount of .shares and del>rntures which within the 
two preceding years have been issued, or agreed to be issued, as fully or pairiy 
paid up otherwnse than in cash, and in the latter case the extent to which 
they are so paid up, and in either case the consideration for wliich tho.se 
shares or debentures have been issued or are proposed or intended to be 
issued. 

(8) The namc.s and addresses of the vendor.s of anytpniperty purchased or 
acquired by the company, or proposed so to be purcha.sed or acquired, which 
is to be paid for wholly or partly out of the proceeds of the issue offered for 
subscription by the prospectus, or the purchase or acquisition of which has 
not been completed at the date of issue of the prospectus, and the amount 
payable in ca.sh, shares, or debentures, to the vendor, and where there is more 
thAn one separate vendor, or the company is a sub-purchasor, the amount 
so payable to each vendor. 

(9) The amount, if any, paid or payable as purchase money in cash, shares, 
or debentures, for any such property as aforesaid, specifying the amount, if 
any, payable for goodwill. 

(10) The amount, if any, paid within the two preceding years, or payable, 
as commission (but not including commission to sub-underwriters) for sub- 
scribing or agreeing to subscribe, procuring or agreeing to procure subscrip. 
tk>ns, lor any shares in, or debentures of, the company, or tJio rate of any such 
commission. 
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i ll) amount nr estimated amount of preliminary expenses. 

12) The amount j)aid within the two preceding years or intended to be 
paid to any promoter, and the consi<l€ration for any such payment. 

(13) The dates of and the parties to every material contract, not being a 
contract entered into in the ordinary course of the business carried on or 
intended to be carried on by the coirpany or a contract entered into more 
than two \^ears b<‘fore the date of the issi.e of the prospectus, and a reasonable 
time and place at which any such inater.al contract or a copy thereof may lx* 
inspected. ^ -jUr 

(14) The names and addresses of the auditors, if any, of the company. 

(15) Full particulars of the nature and extent of the interest, if any. of 
every director in the promotion of, or in the property proposed to be acquired 
by, the conijiany, or. where the interest of a director consists in being a 
partner in a firm, the nature and extent of the interest of the firm, •with a 
biatement of all sums paid or agreed to be paid to him or to the firm in cash 
or share.s or otherwise by any person either to induce him to become, or to 
qualify hini as a dirt'ctor, or otherwise for services rendered by him or bv th“ 
firm m connection with tlie promotion or fomiation of the company. 

(16) If the prospectus invites the public to subscrilic for shares m the corn- 
pan}' and the share cvipital of the compciny is divided into different classes of 
> hares, the right of voting at meetings of the company conferred by, and the 
lights in respect of cojnl il aivi dividends altachod to, the several classes of 
"har( ivs]K'\ • n < !v. 

(17) In the case of a conqiauy which has been carrying on business or of n 
business wiiicii ii.ij, been earned on for less than three years, the length c»i 
time during wluidi the business of the company or the business to be acquired, 
as the case may be, hns been carried on. 

Paut 11 

(1) A repon. by the auliiors ol the company in respect to the nxo'tis of the 
coinpaiiy m rcspc*«.t < t e<u:ii of the three liiitiuviai years immediatlly preceding 
the is.'^ue of the prospectus, and with respect to 'the rates of the dividends, if 
any, paid by the company in respect of each class of shares on which such divi- 
dends have ])aid and particulars of the cases in whicli no dividends haw 
been paid in respect of any class of share in res])ect of any of those years, and, 
if no accounts have been made up in respect of any part of the period of three 
years ending on a date three months before the issve of the prospectus, 
containing a statement of that fact. 

(2) If the proceeds, or any part of the pniceeds, of the issue of the shares 
or debentures are or is to be applied directly or indirectly in the purchase of 
any business, a report, made by the accountants, who shall be named in the 
prospectus, upon the profits of the business in respect of each of the tlircc 
financial years immediately preceding the issue of the prospectus. 

Statement in Lieu of Prospectus. A company which does not 
issue a prospectus on or with reference to its formation, must not 
allot any of its shares or debentures unless, before the first allotment 
of either shares or debentures, there has been filed with the registrar 
of companies a '* Statement in lieu of Prospectus (see page 372), 
signed by every person who is named therein as a director or pro- 
posed director of the company, or by his agent authorized in writ- 
ing, in the form and containing the particulars set out in the fifth 
schedule of the 1929 Act. This does not apply to a privak company. 
A company must not. previously to the statutory meeting, vary 



FIFTH SCIIEDULR 

Form of Statement in Lieu of PposrEcrus to bk nFLivrRiio to RiGJsnBAM nv a 
Company \%hicii does not ismie a Pkospi ctus or which does not ru to Am iMtsT 
ON A Prospectus issued. 


THIS COMPANIES ACT. 1929 
{Inserl name of Company) 
Pursuant to Section 40 of the Companies Act, 


Delivered for registration by 

The noiiiiiuil share capital of the Company 

Divided into 


Amount (it any) of above capital which consists of redeemable pn/cicncc 
shares 

The date on or before which thc'sc sh.ms are, or an* liable, to be re- 
deemed 

Names, chiscriptums, and addresses oi d:rcctois or protKj ed diuctors. 

If the share <ai*:L.d of the toriipany is divided into diliVtent cl.issi's of 
sharesi, the right of voting at meetings of the Company conferred by, 
and the nghf^ in respect of i^apitai and dividends .ilt.ich»*d to. the 
several classe*' of shares rcstiectively. 

Number and amount of shares and deltenturiN agreed to be issued as 
fully or partly paitl up othfrwise than in c-isb- 

The con^uVraiifiri for the intended is»ne nf those shares and delK ittuics. 

Names and aULtre-sses of vendors oS pioj*» l\ pinchast'd or acquired, or 
proiiosfd t<i l>e purchased or ai nuned bv 'ili.* Companv 

Amount dri (.a.d>, slMres, ordebemiiit -i pa\abk to e.'- h scp.u.ite vendor. 

Amount (if any) paid or pay.ible (n* « b, --barts, <>i d lu*i'i-in*s) for any 
such piojicriy, specifying amount (ii a.iy) paid or payable for gt^xlvvili. 


Shares ol 4 - ■ • • '-‘*1* h- 

•p »l 'i 


•) !• »• 


1 .... .^hare«i of C. . . , 
fully pawl. 

2 Shnrci u; ..>p (. . . 

p:T share moiled has 
been paid 

'b ... Debentures . . . 
{. .. 

-i. CoMsnJf ration— 
li'lal purchase 
pn. 0 . . 4 *•• 

Ca^h . . . 

Shnres , , . 4.... 

IVbiiitures . 4.... 


Amount (if any) paid or payable as cominissiou for sufrsenbing or agice> 
ing to subscribe or procuring or agreeing to piocuie suborn ptio’.s for 
any shinnes or debentures m the CV'mpany; or Kate of the commission. 

The number of shares, if any. which fiersons have agreeti ^or a commis- 
sion to subscribe absolutely. 

Estmiati'd .amount of preliminary expense:. 

Aiiioiuit paid or lutendod to be paid to any promoter 

Coiisideraiion for the payment. 

Dates of, and parties to, every matenal contract (other than contiacts 
enterf'd into in the oiclinary rx>ur>c of the business intended to be 
caTTied on by the Omipaiiy or entered iutr» more than two years before 
the delivery of this statement). 

Time and place at which the contracts or copies their of may l>e inspected. 

Names and addresses of the auditors to the Company (if any). 

Full particulars oi the iiatuie and extent of the interest of every director 
in the promotion of or in the* property proposed to be acquired by the 
Compaijy, or, where the interest of such a du-cctor consists in bi iny a 
partner in a 6 nu, the nature and extent of the interest of the iinu, 
with a statement of all sums paid or agree^d to he paid to Turn or t<« 
the firm in ca.*!!) or shares, or otherwise, by any person either to induce 
bun to become, or qualify him as, a directed', or otherwise for sei vicet, 
rendered by him, or by the firm in connection with the pioiiiot'.on 01 
formation of the Company. 

If it Is proposed to ar quire any biisiiu*ss, tlic amount, as crrti&ed by the 
persons by whom the accounts of the business have been audited, of 
the net proCiUi of the business in respect of each of the three iin.in( lal 
v^ars iminediat* ly preceding the date of this stateuunl provided that 
in the lase of a business which has been carritHl on for less than thicc 
years and the accounts of which have only been made ui resfiect of 
two years or one year the above requirement shall have effect as if 
references to two years or one year, as the case may be, wf it. suli* 
atituicd for reference to tiiree years, and in any such case. U... slntc- 
meut shall say bow long the tuisiness to be acquired has beeii r .u j ini 011 . 

(Signatures of the persons above-named as directors r^r ]uoi>oscd 
airectois, or of tbeir agents autborixed in writing) 


Goodwill . 4 . . . 

Amount piiicl 

„ payoble 
Kate [>er < o.l. 


/. • 

N. iii'.c of promoter 

Amount /, 

O. ^nsidtiutiou 4 . . . 


Date 
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the terms of a contract referred to in the prospectus or statement 
in lieu of prospectus, except subject to the approval of the statutory 
meeting. 

Directors and Restrictions on their Appointment. The directors 
of a company are those persons who arc elected by the shareholders 
to conduct and manage its business. Collectively they form the 
Board of Directors, and their powers are conferred, rj^ned, and 
regulated by the Memorandum and Articles of Association. By 
Section 140, no person is capable of being appointed a director 
of a company by the Articles, or named as a director or proposed 
director of a company in any prospectus issued by or on behalf 
of the company, or in any statement in lieu of prospectus filed by 
or on behalf of a company, unless he has previously by himself, or 
by his agent authorized in writing, — 

1. vSigned and filed with the registrar of companies a consent 
in writing to act as such direct* »r ; and 

2. Eitlior signed the Memorandum for a number of shares not 
less than his qualifiration (if any), or signed and filed with the 
registrar a contract in writing to taka from the company and pay 
for ills qualification shares (if any). 

On the application for regi.stration of the Memorandum and 
Articles of a company, the applicant must deliver to the registrar 
a list of the persons who have consented to be directors of the 
company. This section does not apply to a private company. A 
director must obtain his qualification shares within two months 
(or such shorter term as the Articles may fix) of his Jippointmont, 
or vacate the office. The acts of a director or managiT are valid, 
notwithstanding any defect aftenvards discovered in his appoint- 
nient or qualification. 

Allotment of Shares and Restrictions on Allotment. Allotment 
signifies the distributing of the sliaies in response to the applications 
made for them, or in pursuance of contracts agreeing to take them. 
A Letter of Allotment (sec page 479) is sent to each allottee inform- 
ing him of the nuftibers of the shares allotted to him. The letter 
requires a Id. stamp when the amount is less than £5, while for 
larger amounts the duty is 6d. An application for shares is an 
offer to contract, and the posting of the Letter of Allotment is an 
acceptance of sucli offer. If no allotment is made a Letter of Regret 
(see page 481) is forwarded. 

By Section 39 of the Act — 

1. No allotment shall be made of any share capital of a company 
offered to the public for subscription unless the amount stated in 
the prospectus as the minimum amount which, in the opinion of 
the directors, must be raised by the issue of share capitsil in order 
to provide for the matters specified in par. (5) in Part I of Schedule 
IV to this Act has been subscribed, and the sum payable on 
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application for llie amount so stated has been paid to and received 
by the company. ^ 

2. The amount .so st;ited in the prosjxxtus shall bo reckoned 
exclusively of any amo\int payable otherwise tlian in cash and, is 
in this Act, referred to as " the minimum subscription.** 

3. The^ amount payable on application on each share shall not be 
less than bfcper cent of the nominal amount of the share. 

If the above, conditions have not been complied wth on the 
expiration of forty days after the first issue of the prospectus, the 
directors of tlie company must within forty-eight days after the 
issue of the prospectus, refund to the .applicants all moneys received 
from them. Be 5 ^ond this period, the directors of the company would 
be Kable to pay 5 per cent interest on amounts to be refunded to the 
applicants. 

The above regulations, except (3), do not apply to any allotment 
of shares subse quent to the first allotment of shares offered to the 
public for subscription. 

W’liore a company docs not issue a prusjxctus tlicre must be 
delivered to the registrar of companies a “ Statement in Lieu of 
the Prospectus,** three days prior to proc<K*ding to allot shares 
offered to the public for subscription. 

Restrictions on Commencement of Business. By Section 94, a 
company must not commence any business or exercise any borrow- 
ing powers unless— 

{a) Shares held subject to the payment of the whole amount 
tliereof in cash have been allotted to an amount not less in the 
whole than the minimum subscription ; and 

{h) Every director of the company has paid to tlie company 
on each of the shares taken or contracted to be taken by him, 
and for which he is liable to pay in cash, a pr()]>ortion ecju.il io 
the pro])ortion payable on application and allotment on the sliares 
offered for public subscription, or in the case of a company which 
does not issue a prospectus inviting the public to subscribe for 
its shares, on the shares payable in cash ; ancf 

(c) Tlicre has been filed mih the registrar of companies a 
statutory declaration by the secretary or one of the directors, in 
the prescribed form, that tire aforesaid conditions have been com- 
plied with ; and 

(d) In the cxisc of a company which docs not issue a prospectus 
inviting the public to subscribe for its shares, tliere has Ix'en filed 
with the registrar of companies a statement in lieu of prospectus. 
On the filing of the statutory declaration, and the statement in 

lieu of prospectus where necessary, the registrar of companie s issues 
a certificate that the company is entitled to commence business. 
This section docs not apply to a jmvate company. 

Return as to Allotments, By Section 42, whenever a coniptuiy 
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limited by shares makes any allotment of its shares, the company 
must within one month thereafter file with the registrar of 
companies — 

(а) A return of the allotments (sec page 49D)» stating the num- 
ber and nominal amount of the shares comprised in tife allotment, 
the names, addresses, and descriptions of the allottees, and the 
amount (if any) paid or due and paj^able on each sha^ and 

(б) In the case of shares allotted as fully or panly paid up 
otherwise than in cash, a contract in writing constituting the 
title of the allottee to the allotment together with any contract 
of sale, or for s<Tvices or other consideration in respect of which 
that allotment was made, such contracts being duly stamped, 
and a return stating the number and nominal amount of shares 
so allotted, the (extent to which they arc to be treated as paid up, 
and the consideration for which they have been allotted. 
Certificates of Shares or Stock. Every company must, within 

two months after the allotment of any of its shares, debentures, 
or debenture slock, and within two months rdter lodgment of the 
transfer of any such shares, debentures, or delxmture stock, com- 
plete and have ready for delivery the certificates of all shares, the 
debentures, arui the certificates of all delxmture stock allotted or 
transferred, unless the conditions of issue of the shares, deben- 
tures, or debenture stock otherwise provide. A certificate, under 
tlic common seal of the company, specifying any shares or stock 
held by any member is prima facie evidence of the title of il\. mem- 
ber to the shares or stock. The certificates iirc issued m exchange 
for the allotment letters and the bankers* receipts for money paid 
on application and allotment. 

Nature of Shares and of Money Due on Them. The shares or 
other interest of any member in a company are personal estate, 
transferable in the manner provided by the Articles of the company. 
Each sliare in a company having a share capital must be distin- 
guished by its appnipriate number. A company cannot purchase 
its own shares. Aijy money due from^a member to the company 
in respect of his shares is of the nature of a specialty debt, that is, 
recoverable any time within twenty ycai*s. 

Transfer of ^ares. Unless tlie Articles restrict or forbid it, 
shares are transferable cither by deed or by an instrument in writing 
signed by the transferor and tlie transferee, and such transfer must 
be sent to the company's office for registration. The transferee 
then has the right to have his name entered on the Register of 
Members as the holder of the shares. Any transfer of the shares 
of a deceased member by his personal representative — e.xecutor or 
administrator — or by the trustee in bankruptcy is valid. Companies 
generally charge a fee of 2s. 6d. for registering transfers. These fees 
are posted to a separate account under the heading of ‘‘ Transte 
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Fees,” and treated as a profit in the company's annual accounts. 
Wlien partly paid shares are transferred, the transferor may still be 
liable for the amount due on them within a period of one year from 
the time at which he ceased to be a member, that is, if the trans- 
feree fails to pay the amount. 

Unlimited Liability of Directors. In a limited company the 
liability o^. the directors or managers, or of the managing director, 
may, if so provided by the Memorandum, be unlimited. A limited 
company, if so authorized by its Articles, may, by special resolution 
alter its Memorandum so as to render unlimited the liability of its 
directors, or managers, or of any managing director. A copy of 
the resolution must be embodied in or annexed to every copy of 
the Jleniorandum issued sub.scqucntly. 

Office, Seal, and Name of Company. Every company must have 
a registered office to which all communications and notices may be 
addressed. Notice of the situation of the registered office, and of 
any change therein, must be given to the registrar of coinpanii s. 

Every company must also possess a common seal, which must be 
used for the authentication of all important documents. 

Meetings — ^Annual General Meeting. A general meeting of every 
cotnpany must be held once at least in every calendar year, and not 
more than fifteen months after the holding of the last preceding 
general meeting. If default is made in holding such a meeting, the 
Court may, on the application of any member, call or direct the 
calling of a general meeting of the company. 

. . 6tatutopr Meeting and Statutory Report. By Section 113 of the 
Act, every company limited by snares and every company limited 
by guarantee and having a share capital shall, within a period of 
not less than one month nor more than three month.s from the dale 
at which the company is entitled to commence business, hold a 
general meeting of the members of the company which is to be calico 
the Statutory Meeting. The directors must, at least seven days 
before the day on which the meeting is held, forward a report (in 
the Act called the Statutory Report) to every member of the com- 
pany and to every other person entitled under the Act to receive it. 
The Statutory Report must be certified by not less than two direc- 
tors of the company, or where there are less than two directors, by 
the, sole director and manager, and must state — 

(a) The total number of shares allotted, distinguishing shares 
allotted as fully or partly paid otherwise than in cash, and state 
in the case of shares partly paid up the extent to which they arc' 
so paid up, and in either case the consideration for which they 
have been allotted ; 

(b) The total amount of cash received by the company in 
respect of all tlie shares allotted, distinguishing as aforesaid ; 

^ (c) An abstract of the receipts of the company on account of 
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its capital, whether from shares or debentures, and of the pay- 
ments made thereout, up to*lS*<Jatc within seven days of the diiie 
of the Report, exhibiting under distinctive headings the receipts 
of the coVnpany from shares and debentures and other sources, 
the paynn’nts made thereout, and particulars concerning the 
balance remaining in hand, and an account or estimate of the 
preliminary expenses of the company ; ^ 

{d) The names, addresses, and descriptions of the directors, 
auditors (if any), managers (if any), and secretary of the company ; 
and 

(e) Particulars of any contract, the modification of which is to 
be submitted to the meeting for its approval, together with the 
particulars of the modification or proposed modification , 

A copy of the Statutory R( port must be filed vith the registrar 
of companies. The provisions as to the Statutory Meeting and the 
Statutory' Report 'lo not apjilj' to a private company. 

Different Amounts Payable on Shares. A company, if so author- 
ized bj' its Arlioles, may — 

1. Make arrangements on the issue of shares for a difference 
between the sharehold(TS in the amounts and times of payment of 
calls on their slian s. 

2. Accept from any member who assents thereto the whole or 
a part of the amount remaining unpaid on any shares held by him, 
although no part of that amount has been called up. 

3. Pay dividend in proportion to the amount paid up on each 
share where a larger amount is paid up on some snares than on 
others. 

Alteration of Share Capitsil. A company limited by shares, if .so 
autlKHsaed by its Articles, may alter the conditions of its Memoran- 
dum, that is to say, it may — 

(a) Increase its share capital by the issue of new shares of such 
amount as it thinks expedient. 

(f>) Consolidate and divide all or any of its share capital into 
shares of larger amount than its existing shares. 

(c) Convert all or any of its paid-up shares into stock, and recon- 
vert that stock into paid-up shares of any denomination. 

(d) Subdivide its shares, or any of them, into shares of smaller 
amount than is fixed by the Memorandum, so, however, that in the 
subdivision the proportion between the amount paid and the 
amount (if any) unpaid on each rctluced share shall bo the same 
as it was in the case of the share from which the reduced share is 
dcrivetl. 

(e) Cancel shares which, at the date of the passing of the resolu- 
tion in that behalf, have not been taken or agreed to be taken by 
any person, and diminish the amount of its share canital by the 
amount of the shares so cancelled. 
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Every copy of the Memorandum issued subsequently must be 
in accordance with the alteration. Notice of any such increase, 
consolidation, division, conversion, or reconversion must be given 
to the rc’gistrar of companies. 

Reorganization of Share Capital. A company limited by shares 
may, by special resolution confirmed by an order of the Court, 
modify tlu;^'onditions contained in its ^leinomndum so as to reor- 
ganize its share c.apital, whether by the consolidation of shares of 
different classt s or by the division of its shares into shares of differ- 
ent classes. An otfice copy of any such order must be filed willi the 
registrar of companies he-foie the resolutinn ran take effect. 
^.Reserve Liability of Limited Company. A limited company may 
by special rosulution determine that any portion ol its share capital 
which has not been already caUod up sliall not be capable of being 
called up, except in the event and for the purposes of the company 
being wound up. The object of this is to incroa.se tlie financial 
stability of the company by having large cnpital reserva\s. 
Mortgages, Charges, etc. By Section 79 of the Act — 

{a) A charge for the puqiosc of securing any is.sue of deben- 
tures ; 

(b) a charge on uncalled share capital of the coinpauy ; 

(c) a charge created or evidenced by an instrument which, il 
executed by an individual, would require rt^gi-siralion as a bill of 
sale ; 

(d) a charge on land, whenever siturde, or any interest therein; 

(e) a charge on book debts of the company; 

(/) a floating charge on the undertaking or pro]>erty of the 
company ; 

(g) a charge on calls made, but not paid ; 

(h) a charge on a ship or any share in a ship ; 

(f) a ctiargo on goodwill, on a patent or a licence under a 
patent; on a trade-mark or on a copyright or a licence under a 
copyright, 

.shall, so far as any security on the company's Jiropcrty is thereby 
conferred, be void against the liquidator and any creditor of the 
company, unless the prescribed particulars of the charge, together 
with the instrument (if any) by which the mortgage’ or charge is 
created or evidenced, arc delivered to or received by the registrar 
of companies for registration in the manner required by the Act 
within twenty-one days after the date of its creation, 

The registrar shall keep, with respect to each company, a regis- 
ter in the prescribed form of all the charges created by the company > 
and requiring registration under this section, and shall, on payif^nt 
of the ptescnbfKl fee, enter in the register with respect to every Sueh 
charge, the date of creation, the aniount sectired by it, short particu- 
lars ^ the property charged, and the names of the persons entitled 
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to the charge. The register shall be opt?n to inspection by any 
pcrsf)n on payment of a fee not exceeding Is. for each inspection. 

The registrar shall give a certificate under his hand of tiie registra- 
tion of any niin tgage or charge registered in pursuance of this sec- 
tion stating the amount thereby secured. Tlie company shall cause 
a copy of every certificate of registration to be endorsed on every 
deb<Miture or certificate of debenture stock which is issuejl by th.e 
company, and the payment of which is secured by th^harge so 
registered. 

It shall Ixf the duty of the company to send to the registrar fi r 
registration the particulars of every charge created by the company, 
and of the issues of delx “n tures of a series, requiring registration uj:der 
this section. Every company must keep a copy of every such instru- 
ment, and a copy of onii such debenture, as its registered oificc. 

A condition contained in any debentures 
seenfing any debentures, is not invalid by reason 
only that thon^by tlie debentures are made irredeemable or redeem- 
able only on the liappoinng of a contingency, however remote, ot 
on the expiration of a ptTK^d. however long. 

Power to Reissue Redeemed Debentures, Wiere a company has 
redeemed any debentures previously issucti, the company, unless 
the Articles op conditions of issue expressly othenvise forbid, has 
power to keep the ilebonlurcs alive for the purposes of reissue, and 
nijiy either reissue the same debentures or issue others in theii 
place. WIrto a company has deposited any of its debentures lo 
secure advances from time to time on current account /t ottierwise, 
the debentures are not deemed to have been redeemed by reason 
only of the account of the company having ceasc^d to be in debit 
whilst the debentures remained so deposited. 

. Trust Deed, llio property of the company comprised in the 
chiflllC Ik fiequcTitly conveyed by way of niortgj;ge to a trustee or 
trustees for the debenture holders. Such an instnirnent is called a 
" trust deed,'" and reference to such trust deed and conditions is 
made on every debenture covered by it. 

the property mortgaged consists of assets 
othCT than jtreenoWs and leaseholds, such as stock, book debts, etc., 
the charge is called a '* floating charge," and the company is able 
to deal with its movable property in the ordinary course of business^ 
A floating charge attaches to the as.sets ui the varying condition 
they may happen to be from time to time, and roinains dormant 
the while the coinjvany is a going concern, or until after default 
in payment of interest. 

Ri ghts of a Debenture Hol der. A debenture holder who has a 
ebatffr-upon the cotni^any ST^opef 

, 1. Sue for repayment of the principal and any interest which is 

owing. 
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' ' 2. Present a winding-up petition against the company. 

3. Prove for the debt in the winding up. 

4. Appoint a receiver. 

The last right is the one most frequently exercised ; for a com- 
pany may be only temporarily embarrassed, and a little careful 
management may lift it out of its difficulties. 

UndeniTiting Commissions and Discounts. Underwriting is a kind 
of insurance against the risk that shares or debentures offered to 
the public for subscription may not be taken up, the underwriters 
guaranteeing to take up those shares or debentures for which the 
public fail to subscribe. In return for this they are paid a conirnis- 
sion either in cash or in fully-paid shares. An agreement to place 
shares, howevtrr, is not an underwriting agreement. By Section 43 
of the Act, it is lawful for a company to i)ay a commission to any 
person in consideration of his subscribing or agreeing to subsci ibe, 
whether absolutely or conditionally, for any shares in the company, 
or procuring or agreeing to procure subscriptions, whclher al.r.(4uteiy 
or conditionally , for any shares in the company, if the payment of 
the commission is authorized by the Articles, and the commission 
paid or agreed to be paid does not exceed 10 per cent of the. price 
at which the shares are issued, or the amount or rate authorized 
by the Articles, whichever is the less — 

{a) In the case of shares offered to the public for subscription, 
disclosed in the prospectus ; or 

(i) In the case of shares not offered to the public for subscrip- 
tion disclosed in the statement in lieu of prospectus, or in a 
statement in the prescribed form signed in like manner as a 
statement in lieu of prospectus and filed with the r( gistj 3 }r of 
companies, and, where a circular or notice, not being a pros- 
pectus, inviting subscription for the shares is issued, also di^'- 
closed in that circular or notice. 

Where a company has paid any sums by way of commission in 
respect of any shares or debentures, or allowed any sums by way 
of discount in respect of any debentures, the tgtal amount so paid 
or allowed, or so much thereof as has not been written off, must be 
stated in every Balance Sheet of the company until the whole amount 
has been written off. 

Auditors and Audit. Every company must have an annual audit, 
and the auditors must make a. report to the mcmbcr.s on the accounts 
examined by them, and on every Balance Sheet laid before them. 
The report shall state — 

(a) Whether or not they have bbtained all the information and 
explanations they have required. 

(b) WTiether the Balance Sheet referred to in the report has been 
pfoperly drawn up so as to exhibit a true and correct view of the 
state of the company’s affairs. 
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Auditors have right of access at all times to the books, accounts, 
and vouchers of the company, and are entitled to whatever facilities 
may be necessary in the performance of their duties. They may atiend 
at general meetings at which the accounts audited by them are being 
presented. 

Companies Established Outside the United Kingdom. Ever>' com- 
pany incorpora outside Great Britain which establish^ a place 
of business within Great Britain must, within one montlffrom the 
establishment of the place of busin( ss, file with the registrar — 

{a) a certifitxl copy of the charter, statutes, or Memorandum 
and Articles of the company, or other instrument constituting 
or defining the constitution of the company, and, if the instru- 
ment is not written in the English language, a certified translation 
thereof ; 

(ft) particulars of the directors of the company; 

(c'j The names and addresses of some one or more persons 
resident in the United Kingdom authorized 'to accept on behalf 
of the company service of process and any notices required to be 
served on the couipany; 

and in the event of any alteration being made in any such instrument 
or in the directors or in the names or addresses of any such persons 
as authoriz<;d, the company must within the prescribed time file 
with the registrar a notice of the alteration. Every such company 
must file with the registrar each year the prescribed Statement in 
the form of a Balance Sheet. 


CAPITAL 

:Share Capital. Capital is the money subscribed by the share- 
hqiaers lor tne purposes of the company. 

Nominal Capital is the amount stated in the Memorandum of 
As^ciation. The capital possessed by a company may be only a 
portion of its capital, not necessarily the whole of it. The full 
amount of the company's capital exists very often only in name, 
hence the use of the term to indicate such capital. 

Cflpii'af is the amount stated in the l^Iemorandum of 
A^ociation. The Memorandum is looked upon as the charter which 
authorizes the existence and acts of the company, hence the applica- 
tion of the word to its capital. 

-: RegistCTed ^oital i s tlie amount stated in the Memorandum of 
AsSBoatioh. Memorandum has to be registered by the regis- 
trar of joint stock companies, and this fact accounts for the use of 
the term with reference to the company's capital. 

Thu>s, Nominal, Authorized, and Registered Capital are the same, 
wd Subscribed Capital. This is the capital represented by 
th^^numbd? df nave been issued to the public for casH, 

and to the vendors as fully or partly paid; A company frequently 
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issues only a part of it§ shares, hmce the use of the term Issued 
CapilU to denote the part so issued. 

the amount of money call^ up on the shares 
actSaUy suFwiibed. A company does not necessarily require the 
full amount at once on the shares it has issued, and, therefore, calls 
^ only such as it needs, hence the use of the term. 

the amount of the called-up capital that has 
actually Tieen paia up by the shareholders, some of whom some- 
times fail to pay the sums due from them when a call is made, the 
amounts thus owing being known as “ Calls m Ancar ” or “ Calls 
Unpaid.” It also includes the amount of the shares issued as fully 
or partly paid to the vendor and others. 

erinfaiiaH TapUai is the amount of the capital remaining uncaUed 
on the shares actually issued to the public aud to the vendors and 
others. 

Reserve Capital is the amount of the authorired capital which 
has not been called up and which the company, by special resolu- 
tion, has determined shall not be capable of Iximg called up, e\ct pt 
in the event, and for the puipose of, winding up. 

, Example. A company was formed with a capital of £100,000 in 
shares of £1 each, and duly incorporated. It issue d to the vendi*rs 
30 000 shares of £1 each as fuUy paid, m part payineut of the* pur- 
chase consideration. It also offered to the public 50,000 shares, my- 
able 2s. 6d. per share on apphuition, 2s. Gd. pei shaic on aUot- 
ment, 5s. per share one month later, and the balance as and when 
required. All the money was duly reieived with the exception of 
the call of Ss. on 200 shares. 

»In tins case fhe capital would be termed as under — 


Nominal C«'ipital ) 

i 

Authorized Capital f 

100,000 

I?eg»stered Cd[ dial ) 


Issued Capital . 

80 000 

Called-up Capital 

5.S,<)00 

Paid -lip Capital 

. . 54.950 

Uncalled Capital y 

25,000 

a 


‘ SHARES 


'‘'^'Classes of Shares. A share is the individual portion of f]^ joint 
stot^ company’s capital owned by a shardiolder. Shares are aivided 
i4to different classes according to their respective lights. 

» CSritinary glares a rc those which have no special Tjt p||ttlcukir 
''rfgora, but mt rely me ordinary nght of every shaicholder, fid such, 
to participate in the profits. 

./ feeferred Shares OTc those Which have a right to a 

fixed dividend after the payment of ditddrnd to the pwfeptocc 


shareholders. 

O rdinar y Shata s are those vrlucb rank for dividend 
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after the preferred ordina^ shares, and \^‘ch are usually e^tled 
tp the pmfils then remaining. 

Preference Shares are those which have a prior claim on any profits 
availablo lor aivmcnd. They may also have a pnor claim to repay- 
ment of capital in the event of a winding up.. If the shares are not 
Cumulative Preference Shares, the preference dividend is pay- 
able oiJy out of the profits of each year', and if not paid^then, the 
Preference shareholder cannot claim to receive it out of profits in 
subsequent years. 

/ fciimiilative Preference Share s are those on which the fijted div- 
idend Accumulates until it is all PgifjUtlKn^csirs of any one ye^ 
being earned forward as a charge upon the sur>wi[j[WH t’ ypit 
There is, however, no obligation to pay yptil a resolution has betn 
]>assed declaring a dividend. The arrears are, therefore, shown on 
the Balance Sheet as a contingent habihty only. Unless the Articles 
t'Xpre.sbly or impliedly provide otherwise, Preference Shares are 
ahv'ays cumulative as to dividend, but nut preferential as to c.apital. 

Redeemable Preference Shaf^ are a new class of share created by 
the Companie.s Act, 1929 (Section 46), which a company may issue 
if autliorized by its Articlc-s. Tlie company may provide for their 
repayment only by creatuig a “ Reserve Fund ” built up of " profits,” 
which, olbt rwise, would have been available for dividends. No such 
shares can be redeemed unless fully paid. 

I Jjefeired^ Foun^ere, or Myagement, Shares. •'I'hese are shares 
which have to wait for their dividend until all other classes of i,nare 
have participated in the profits. They are often taken by the 
tourtders or pneiiotcrs of the company, and buiuetimes by the 
vendors. They ;ure generally entitled to the whole or a very IjM ^ 
])OrUqi|(i of the surplus profits after payment of all prior daims/ 

■ niffa^re^ between Shares and Stock. ^ Shares aie transfcbible 
only m their entirety/ in order to make, them tranbfcrable in 
smaller amounts, they are frequently converted' into stock. Stock 
may be transferable in .fractional parts of a pound. Shares may 
be Qnl;;^artly paid,)j3ut stock must always Iw fully paid. VShares 
, arc nuifiDcrod 'while stock is not identified in this way. 


^ JDEBENTURES 

loans to limited coiiqianies bearing a fixed rate Of 
inki^^ijha.pritid|»a! being eith«: rejiayable after a certain number ' 
of ye^rg,, or irredeemable during the existence of the company.*''' 
IiT^em§jbllp debentures are mostly issued in the case of rauveay ' 
a^otm^ J^ge comp^es. ; ” 

ox are those where no security is : 

fof pSyment of ihtei^t or refttyment of principal. ■<a . 

Deben^titjes are those which ate secured<m the comppfiy 
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property, giving a charge upon either the whole or a portion of the 
assets. 

< Floating Debmt^res are those which are secured by a floating 

"*‘‘^f>ebeRtureR‘are also classified as — 

1. Debentures to Bearer, that is, debentures payable to bearer, 
with or^ithout power for tlie bearer to have them placed on a 
register or to have tliem at any time withdrawn fn'iii it. Tlicse are 
transferable by simple delivery. 

2. Registered Debentures, that is, debentures payable to a regis- 
tered hoidt^, with or without interest cou])ons payable to bearer. 
Any transfer of these must be registered witli the company. 

:/ Difference betweeji Debentures and Debenture Stock. D ebenture 
Sloct is borrowed money consolidated into one sum lor the sake 
of convenience. Debentures need not be fully paid; debenture 
st 09 k must always be fully paid. Debenture boruls are traiisfcmble 
only in their entirety; debenture stock may be transferable In 
multiples of a pound or fractions of a pound. 

Debenture Interest is the interest payable yearly or half-yearly 
on the money borrowed. 

/ between a Shareholder and a Debenture Holden A 

shareholder is instcLe person, a partner in the campany; a 
debenture holder is an outside person, merely a loan creditor. A 
shareholder .shares in the profits, getting a dividend on the money 
he has invested; a debenture holder receives interest on the money 
he has lent, charged as a w'orking expense, even if there is not 
any profit. 


ISSUE OF SHARES AND DEBENTURES 

How Shares and Debentures may be Issued. Shares and deben- 
tures may be issued in iliffcrcnt ways both as regards terms of pay- 
ment and also as regards i)rice. 

1. As regards Price, Shares and debentures may be issued at 
par, that is. at a price equal to their nominal value, as, for instance, 
a share for £1, or a £5U debenture bond for £50. They may 
likewise be is.sued at a premium, that is, at a price above their nominal 
or face value, as, for instance, a £1 share for £l 2s. 6d., or a £!00 
debenture bond for £105. Tliey may also be issued at a discount, 
that is, at a price beUm their nominal value. Shares ran be issued at 
a discount under certain conditions as set forth in the Companies 
Act, 1929 (Section 47), which stipulates-^ 

(а) The issue oi the shares at a discount must be authoriaied by resolution 
pass^ in general meeting of the company, and must be sanctioned by the 

(б) Tfie re^fution must specify the maximum rate of discount at which 
ihe shares are to be is.sued. 
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(c) Not less than one year must at the date of the issue have elapsed since 
the date on whicli the company was entitled to commence business. 

(d) The shares to l>e issued at a discount must issued witliin one month 
after the date on which the issue is sanctioned by the Court or within such 
extended time as the Court may allow. 

[Also, every prospectus relating to the issue of shares .and every 
Balance Sheet must contain particulars of the discount allowed on 
the shares, or of so much of that discount as has not been aritteii off 
at the date of the issue of the document in question.] 

2. As regards Terms of Payment. Shares and debentures may 
be issued payable in full on application. They may also be issued 
payable by instalments as and when the money is required by the 
company. 

1. SHARES AND DEBENTURES PAYABLE IN FULL 
(a) Shares and Debentures at par 

Wien shares and debentures arc issued payable in full on applica- 
tion, a separate account must be opened for each class of share- 
holders or debenture holders, and also for each kind of share capital 
or debentures. The people who take the ordinary shares will be 
called Ordinary Shareholders, and the money they pay for these 
shares will be called Ordinary Share Capital, and so with other 
kinds of shares. 

Example. A limited company issued at par 30,000 Ordinal y 
Shares of £l each, and £10,000 4^ per cent Debentures m bonds of 
£50 each ; which were all subscribed and fully paid up. Make the 
ntsefe'ssary Journal and Cash Book entries, post to Ledger, extract 
Trial Balance, and draw up the company's Balance Sheet. 


JOURNAL Dr. Cr. 




£ 

S. 

d. 

£ 

$. 

d. 


Ordinary Shareholders 

To Ordinary Share Capital. 
30,000 Shares oi^ {\ each. 




n 

- 

- 


Debenture Htdders 

To Debentures 

20G bonds of £50 each. 

1 




- 

• 


Dr. 

CASH BOOK 






Receipts 

Hank 

To Ordinary Shareholdfcrs 

• • 

• 


3oJk>0 

, 

s. 

4. 

Debenture Holders 


to 

* 

10.000 




13^1403) 
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LEDGER 

Dr. ORDINARY SHAREHOLDERS Cr. 


^ To Ord. Share 

30,^00 

B 

B 

■ 


£ 

1. 

d. 

Capital 

i 

B 

B 

■ 

By Cash 

30,000 


"" 


Dr. ORDINARY SHARE CAPITAL Cr. 


! 

1 





By Ord. Share- 
holders . 

£ 

1 30,000 

s. d. 

“ i 

Dr. 

DEBENTURE HOLDERS Cr. 

! 

} 

1 To Debentures 


e 

B 

■ 

By Cash 


■ 


Dr. 


DEBENTURES 


Cr. 


By Debenture 
Holders 


£ I 

10,W)0 1 


S. I d. 


TRIAL BALANCE Dr. Cr. 



£ 

■j 

d. 

£ 

S. 

d. 

Ordinary Share Capital . 


hh 



- 

- 

Debentures . . • . . 

at Bank . • • . 

40,000 

H 

■ 





/40,000 

B 

■ 


- 

- 


BALANCE SHCLf 



( uprUtL and LiMtius 
Ordinary Shar«> Capital — 
30,000 Shares of £1 each . 
DebenUires— 

200 Bonds of £30 each . 

L 

30.000 

10.000 

1 

1 

Property mnd Asuts. 

Cash at Bank . 

<* 

40,^ 

1 


£40.000 

B 

B 

£40.000 




Narration. At the fout oi each Journal entry the student yrill 
notice an explanatory remark ; this is called a narratkm. Narra- 
tions should always be inserted in Journal entries. Not only do they 
assist the student to arrive at the correct figures to extend into the 
money columns, but they greatly facilitate the subsequent dieddng 
or auditing of ihe work. 

Tieahnent of Details. The details as to the individual sbare- 
ir^^iCdders, the particular shares held, and the respective amounts paid 
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on them, arc omitted in the Journal, Cash Book, and General 
Ledger ; they are not, however, ignored altogether, but are entered 
into various statistical books, as will be explained in a subsequent 
chapter. 

Journal EnWes sometiines Dispensed with. Journal 'entries are 
sometimes omitted altogether, and only Cash Book entries made for 
the money actually received. For instance, the Cash B«]|k in the 
foregoing example would, if worked by this method, aj^ar as 
follows — 


CASH BOOK 


Receipts 

Bank 

To Ordinary Share Capital 
„ Debentures .... 

• 

• 

■ 

BH 

■ 


Tliis, however, is merely a short cut at the expense of cleaniess. 
and although theoretically correct, it cannot be recommended to 
the student. 


(6) Shares and Debentures at a Premiiun 

A separate account must be opened in the Ledger for the Prem»u!\( , 
which forms no part of the capital, but is merely a rrsiu to the 
company. 

Example. A Limited Company issued 20,000 Preference Shares 
of £1 each at 22s. 6d. per share, and £10,000 4 J per cent Debentures, 
in bonds of £50 each, at a premium of 5 per cent ; which were all 
sub^sinbed and fully paid up. Make the necessary Ju^imal and Cash 
Book entries, and show also the Company's Balance Sheet, 


JOURNAL Df. Cf. 


' ' '—m "■ 

Preference Shareholders 

To Preference Share Capital 
20,000 Shares of £1 each. 

To Share Premium A/c 

2s. 6d. per share on 20,000 
shares. 

i 

22,500 

s. 

If. 

1 

20,000 

2,S00 

s. 

Debenture Holders . 

» To Debentures 

200 bonds of /SO each . 

To Debenture Premium . 
5% on /lO.OOO.’ 

10,300 



10,000 

500 

- 
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Dr, CASH BOOK 


Rcco'pts 

1 BLiiik 







£ 

A 

d. 





, 

22.S()0 

- 

- 

Debenture Holders 

v 

• 

• 

• 

■ 

10,500 


— 


BALANCE SHEET 


CopUal and LuibUitits. 

1 

s. 

d. 

Property and Assets. 

i 

s. 

d. 

Piefereace Share Capital — 




Cash at Bauk . 

33, (MK) 

- 

- 

20,000 Shares of each . 

20,000 







4|% Dpbenti)r<»s — 








20* » f’oncL ot ^50 each 

10,000 

* 

— 





Share i'rcnjiiiui A/c . 

2,500 

- 

- 





Dtjbenture Prcniium A/c 

500 

- 

- 






£33,000 




£33,000 


- 


{c) Shares and Debentures at a Discount 

The discount must be se parated from the amount payable on the 
sliares and debentures ; it must be posted to a separate account in 
the Ledger, as it forms no part of the shares and debentures, but 
is merely a loss sustained by the company in issuing thii shares and 
debentures. 

Example. A Limited Company, having complied with the n giila- 
tions as contained in the Companies Act. 1929 (Section 47), issued 
10,000 Shares of £1 each at a discount of 5 per cent ; which were all 
subscribed and fidly paid. Make the necessary Journal, Cash Bof>k, 
and Ledger records; also show the Company's Balance Sheet. 


JOURNAL 


Dr. 


C>. 



Sundry Sharchoidcrh . 

Share Discount A/c 

To Share Capital A/c 

For issue of lO.OUO shares of 
£\ each at a discount of 5% . 

£ 

9,500 

500 

s. 

d. 

£ 

10,000 

5. 

d 



/ 10,000 

m 

■ 

ra|!||E|9 

|H| 

B 




CASH BOOK 
Pebit SiUf) 



bank 


To Sundry Slifirr liolders . 

. 

. 

• 

£ 

9,500 

s. 

d. 









JOINT STOCK COMPANIES 
LEDGER 


Dr. 

SHARE CAPITAL ACCOUNT 


Cr. 

1 

■■1 

■ 

1 

1 

1 

— 


s. j d, 

- i “ 

) 


Dr. SUNDRY SHAREH01,DERS ’ ' (> 



To Share Capital A/c | 

c 

9,500 

s. 

d. 

1 

li i . : 

!! i i 

Dr. 

SHAKE DISCOUNT ACCOUNT Cr. 

i 

1 

To Siiarc Capital A/c 

£ 

500 

1 j 
i ■; 

d. 

j i: i i U 

I 'i : : 


BALANCE SHIiKT 


Cafitt’i! 1 

SoMtnal ( apitai - 

10,0UU Sharr:<> of £T each . 

i! 

/; !i i 
10,000 || 

i*tt>perty and Assets 

Cash at Bank .... 

S5 j 

issued Capttal — 

10,000 Shares of £l each . 


1 

j 10,000 




; 410,000 


J 410,000 


Example. A Limited Company issued £10,000 per cct ^ Dv-beii- 
tures, in bonds of £50 eacli, at £45 per bond; which were ail sub- 
scribed and fully paid up. Make the necessary Journal and Cash 
Book entries, and show also the Company's Balance Sheet. 


JOUltNAL Df. Cr. 



£ 

5 . 

B 

£ 

S. 

Debenture Holders 

9,000 


■M 



(/45 per bond on 200 bonds) 






LVbcnture Discount . 

1,000 





(/5 per Ijond on 200 bonds) 


■ 




'fo Debentures 


■ 

mm 

10,000 

- 


Dr. 


CASH BOOK 


Rect'ipts 


To Debenture Holders 


Bank 


;! / Is. 

jj 9,000 j * 

« I i 
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BllLKNCE SHEET 


Capiial and LiabitHus, 

€ 

H 

d. 

Property and Assets. 

4|% Debentures — 




Casli at Bank . 

200 Bonds of £50 eadi 

10,000 


- 

Debenture Discount . 


£10,000 

B 




0,000 

1,000 

1 

1 

£10,000 

H 

9 


K. SHARES AND DEBENTURES PAYABLE BY 
INSTALMENTS 

Shares and debentures are most frequently issued payable by 
instalments at certain intervals. In such cases separate accounts 
are opened for each instalment, e.g. Application Account, Allotment 
Account, Call Account, for both shares and debentures. 

{a) Shares at par 

Example. A Limited Company issued 50,000 Ordinary Shares 
of £1 each, payable 2s. 6d. per share on application, ?s. 6d. on 
allotment, and 5s. on each of two subsequent calls ; which were all 
subscribed and the money duly received. Make the necessaty 
Journal and Cash Book entries, post to Ledger, and draw up Tri^ 
Balance and Balance Sheet. 

JOlJK.*^AL Dr. Or. 



1 

* 

5. 

d. 

£ 

v9. 

d. 


Application A/c (Ord, Shares) | 


- 

- 





To Ordinary Share Capilalj 




6,250 

- 

-> 


2s. 6d. per share on 50,000, 
shares. i 








Allotment A/c (Ord. Shares) j 

tS.TSO 


— 





To Ordinary Share 



18,750 

- 



7s, 6d, per share on 50.000 
shares. 








First Call A/c (Ord. Shares) 

12,500 


— 





To Ordinary Share Capital 
5s. per share on 50,000 shares. 



4 

12,500 




Second Call A/c (Ord. Shares) 

12,.500 

— 

_ 




« 

To Ordinary Share Capital 
5s. per share on 50,000 shares. 




12,500 



Dv. 

CASH BOOK 






Kecoipta 

1 Bank 






£ 

S. 

d. 

To Application A/c (Ordinary Shares) 

„ Allotment A/c „ 

• 

• 


- 

— 

„ First Call A/c „ „ 



• 


- 


Second Call A/C' „ „ 

• 

• 

« 

■hSh 


- 
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LEDGER 

Dr. application ACCOUNT (OKDlNARy SHARES). Cf. 



lo Ord. Share 
Capital . 

6,^50 

B 


■ 

By Cash 

!!■ 

B 

e 

Ur. ALLOTMENT ACCOUNT (ORDINARY SHARES). 


Cf. 


To Ord. Share 
Capital . 

18.7S0 

B 

B 

■ 

ByCuh 

£ 

18,750 

s. 

d. 


Dr. FIRST CALL ACCOUNT (ORDINARY SHARES). Cr. 



To Ord. Share 
Capital . 

12,^00 

B 

B 

■ 

By Cash 


B 

Dr. SECOND CALL ACCOUNl (ORDINARY SHARES). 

Cr. 


lo Ord Share 
Capital . 

12 ,ioo 

B 


■ 


IIIII^^IQQI 

B 


Dr. ORDINARY SHARE CAPITAL Cr. 








£ 

B 

B 






By Ap}. hcatioQ A/c 

6,250 







1 

„ AllutHxeat A/c . 

18,750 

■9 

Bl 






„ Pirst Call A/c . 

12,500 

B 







,, hecoiid CdU A/c 

12,500 

B 

• 


HALANtP hlirCT 


( af'tftd anJ 

L 

s 

d 

Property and A$sets 


«. 

d. 

Oiditiciry Share Capital 
d0,000 Sl^axes of £\ eacli . 

50,P00 

- 

- 

Cash at Bfimk 

50,000 

- 

- 


£50,000 




£50,000 

.1^ 



Amalgamation of Application and Allotment Account. The 
amounts due on application and allotment are often amalgamated 
when journalizing, jnd the present editor considers this to be the 
better method. The first two Journal entries of the foregoing 
example would, under this meth<^, appeal' as follows — 


JOURNAL Dr. Cr. 


Application and Allotment 
A/c (Ord. Shares) , , 

2sio0 

B 

i 

£ 

8 . 

d. 

To Ordinary Share Capital 




25,000 

- 

- 

28. 6d. on application and 
7s. 6d. on allotment of 50,000 


1 

■ 




shares. 


■ 

■ 





Nots. The above is a “ practical ** method, in ao far a« sliareholders only 
become such whxtn the letter ol allotment has been received by them. 
























392 


ADVANCED ACCOUNTS 


Sundry Shareholders Method for Shares Payable by Instalments. 
The Sundry Shareholders Method, whicli is most suitable for shares 
payable in full on application, is sometimes used for shares payable 
by instalments. For instance, the Journal entries of the foregoing 
example would be similar to the following — 


JOUItNAL Dr. Cr. 




£ 


d. 

£ 

s. 

Sundry Shareholders 

. 

6.250 


- 



To Share Capital 
2s. tSd. per share on 

50,000’ 


■ 


6,250 


shares, payable on 
cation. 

appli- 


1 





The Application, Allotment, and Call Account method, however, 
is so very much clearer, when the amounts are payable by instal- 
ments, that it is more generally adopted. 

^(b) Shares at a premium 

Example. A Limited Company issued 50,000 Preference Shares 
of £\ each at a premium of 2s. 6d. per share, payable 5s. ptT share 
on application, 7s. 6d. on allotment (including the premium), and 
5s. per share on each of two later calls. The shares were all sub- 
scribed and the money duly received. Make the necessary Journal 
and Cash Book entries. 


JOURNAL Dr. Cr. 



£ 

5 . 

d. 

£ 


d. 

Application A/c (Pref. Shari'h) 
To Preference Sliarc Capital 

12,500 

“■ 

— 

12,500 



5s. per share on 50,000 shares. 







Allotment A/c (Pref, Share.s) 
To Preference Share Capital 
53 jjer .share on 50,000 shares. 
To Share Premium A/c 

18,750 

- 


12.500 

- 

- 




6,250 

- 

- 

2s. 6d. per share on 50,000 
shares. 







First Call A/c (Pref. Sfiares) 

12,500 


- 




To Preference Share Capital 
5s, per share on 50,000 shares. 




12.500 


■ 

Second A/c (Prof. Shares) 

12,500 

.. 

- 




To Preknence Sliare Capital 
5s. per share on 50,(K)0 shares. 




12,500 
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Dr. CASH BOOK 


Receipts 

Bank 


To Application A/c (Preference Shares) 


1 

d. 

„ Allotment A/c (including sum on account of premium) 


B 

— 

„ First Call A/c (Preference Shares) 

12.500 

B 

- 

„ Second Call A/c „ . . . . 

12,500 

■ 



(c) Debentures at par 

Example. A Limited Company issued £100,000 per cent 
Mortgage Debentures at par, payable 25 per cent on application, 
25 per cent on allotment, and the balance three months later. All 
the money was duly received. Make the necessary Journal and 
Cash Book entries. 


JOURNAL 


Dr. 


Cr. 



Application A/c (Debentures) 
To 4J% Del)entures 

25% of ;fl00.000. 

if 

25,000 

s. 

d. 

i 

25,000 

5 . 

d. 


Allotmont A/c (Debentures) 
To 4i% Debentures 

25% of /lOO.OOO. 

25,000 



25,000 

1 

- 

- 


Call A/c (Debentures) . 

To 4i% Debentures 
‘*^0% of 100.000, 

50,000 



50,000 

> 

- 


Dr. CASH BOOK 


Receipts 

• 

Bank 


To Application A/c (Debentures) .... 

i 

25,000 

s. 

d. 

„ Allotment A/c „ .... 

25,000 

- 

— 

„ Call A/c .... 

50,000 




(</) Debentures at a premium 

Example. A Limited Company issued £100, 00<) Debentures in 
bonds of £100 each at a premium of £5 per bond, payable £30 per 
bond on application (induding th^* premium, and the balance on 
allotment. The money was duly received. Make the necessary 
Journal and Cash Book entries. 
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JOURNAL Dr. Cr. 



Application A/c (Debentures) 
To Debentures 
j[2S per bond on 1 .000 bonds. 

Debenture IVemium . 
£5 per bond on 1.000 bonds. 

< 

30,000 

1 

1 

£ 

25,000 

5,000 

1 

1 


Allotment A/c (Debentures). 

To Debentures 
^5 per bond on 1.000 bonds. 

75,000 

1 

1 


1 

1 

Dr. 

CASH BOOK 



It 



Receipts 

Bank 

To Application A/c (Debentures) 

„ Allotment A/c ,, 

* 


• 

£ 

30.000 

75.000 

1 

d. 


(e) Shares and Debentures at a discount 

Example. A Limited Company, having tak^'n the necessary steps 
to be empowered to issue shares at a discount, issued 10,000 shares 
of £1 each at a discount of 5 per cent. The shares were payable 
as to 20 per cent on application and the balance on allotment. 

Make the necessary Journal, Casli Book, and Ledger records; also 
a Balance Sheet. 


JOURNAL Dr. Cr. 


Share Discount A/c 

To Share Capital A/c 

5% of ;fl0,000. 

5^0 

s. 

d. 

• __ 

/ 

500 

s. 

d. 

Application A/c (Shares) 

To Share Capital A/c 

20% per share on 10,000 
shares. 

2,000 



2,000 

- 

- 

Allotment A/c (Shares) 

To Share Capita] A/c 

73% per share on 10,000 
shares., 

7,500 



7,500 

- 



410.000 

- 

- 

;{10,000 

- 

- 


T 
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CASH BOOK 

(Debit Side) Bank 


To Application A/c (Shares) . • . .. 

2,^0 

s. 

d. 

„ Allotment A/c 

7,500 

- 

- 


£9,500 

j 



LEDGER 

Dr. SHARE CAPITAL ACCOUNT 



'*■ 





By Share Disrouiit 
„ Applicatiou 
„ AiloUxieat 

l(\0 

2.*KK» 
7, .'00 

1 

m 

Dr. 

APPLICATION ACCOUNT (SHARES) 


Cr. 

\ 

j To Share- CaipiUl . 

£ 

2,000 

Jt. 

d. 




\ 

! 

Dr. 

AI-LOIMENT ACCOUNT (SHARES) 


Cr. 


To ^hart! C.ti'ilal .j 

7,500 

s. 

- 




! I 


Dr. SliARE DISCOUNT ACCOUNT Cr. 




£ *• 

4. 

i ii 

: 


I'o Share Capital . 

500 1 - 

I 


1 ii 

1 

! 


BALANCE SHEET 


■■ 

CapUai a*ui LiabiiUiei 
Nominal Capital — 

10,000 Shan;» oi ^1 mtQb . 

' £ 
10,000 

£ 

Pfoptrty and A$»ts 

Cash at Bank .... 

0,^ 

SOO 

I9»uai CapM — 
t0,000 Sham of £1 each, 
folly called . 


10,000 




/•lO.OOO 


^10,000 


Example. A Limited Comply issued 1,000 4^ per cent Debeu- 
turo Bonds of j^lOO each at a. discount of 5 per cent, payable 25 f^r 
cent on apphcation, and the'ba,lance on allotment. The money 
was duly. received. Make the necessary. Journal and Cash. Book 
entries. • 





















396 


ADVANCED ACCOUNTS 



JOURNAL 


Dy. 


Cf. 




L 

$. 

d 1 

i 

5. 

d. 


Debenture Discount . 

To Debontures 

5% of ;il00.000. 

5.000 



5,000 

- 

- 


Application A/c (Debentures) 
To Debentures 

25% of';fl00.000. 

25.000 



25,000 

- 

- 


Allotment A/c (Debentures) 
To Debentures 

70^/, of £100.000. 

70,000 


i 

- ! 

1 

i 

1 70.000 

i 

i 

- 

- 

Hr 

CASH BOOK 



« 



Receipt s j 

1 

j‘>j 

ink 







/ ' 

r"'‘i 

' 1 

rr 

To Application A/c (Debentures) 



, 

25,000 

1 - ! 

- 

„ Allotment .\/c „ 



i 

70,000 i 

i “ i 
1 _ ! 

“ 


Note re Premiums and Discounts. The premiums and discounts 
are shown only in the Journal, and are never mentioned in tlie Cas)i 
Book. As far as the Cash Book is concerned, the receipts in tlic case 
of a premium will be more, and in the case of a discount less, than 
^ the nominal value of the shares or debenture.'. If the premium were 
shown separately in both the Cash Book and the Journal, we should 
have the Premium Account credited from the Journal and credited 
again from the Cash Book, and the result would be to double the 
premium. 

SHARES OVER-SUBSCRIBED 

/ 

Method of Procedure. I It frequently happens^ tliat more shares 
are applied for than there are shares to allot, and in such cases 
the shares are said to be " oversubscribed." \ Those applicants t'o 
whom no allotment is made, have their money refunded in full, 
liut those subscribers who are allotted a smaller number of shares 
than they have applied for, do not have all the money returned to 
them; the amount they have over-paid on application is carried 
forward to the credit of the amount due from them on allotment. 

Example. A Limited Company offered for subscription 50,000 
shares of £1 each, payable 2s. 6d. per share on application, and 5s. ' 
per share on allotment. Applications were received for 60,000 
shares. The deposits on 5,000 shares were returned to tho^ appli- 
cants to whom no shares were allotted. The deposits on the Other 
5,000 slmtes were carried forward to the Allotment Account, these 
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subscribers having paid for more shares than were allotted to them. 
The moneys payable on allotment were duly received. Make the 
necessary entries in the Company's books to record the above 
transactions. 


JOURNAL Dr, Cr. 



Application A/c . 

To Share Capital A/c 

2s. 6d. per share on 50,000 
shares. 

£ 

6,250 

s. 

d. 

£ 

6,250 

5. 

d. 


Application A/c . 

To Allotment A/c . 
Transfer of 2s. 6d. per share 
on 5,000 shares overpaid on 
application. 

625 



625 

- 

- 


Allotment A/c . 

I'o Share Capital A/c 

5s. per share on 50,000 shares. 

12.500 



12,500 

- 

1 


nr. 


CASH BOOK 


Cr. 


Bfccipts 

Bank 

Payments 

j Bank 

1 


£ . 

5. 

d. 


IjB 


i. 

I'o Application A/c . 

7,500' 

- 

- 

By Application A/c (depo- 



„ Allotment A/c 

ll,87S 



sits returned to ooo* 
allottees, 2s. (kl. per 
share on 5,000 riiarc>; ! 

IHi 







„ Balance c/d . 


- 



£19,375 

- 

- 


£19.375 

- 


To Balance b/d . 

18,750 


- 






Df. 


LEDGER 

APPLICATION ACCOUNT 


Cr, 



To Share Capital . 

I2,i» 

s. 

4. 

1 


U,«i 

I 

B 


£12,500 

mmmm 


■ 

■llllilH 

£18,500 

m 

mmrnm 
























Dr, 
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SHARK CAPITAL ACCOUNT 


O. 



i 

s. 

d. 

6,250 


- 

12,500 




Note. The foregoing Journal entry is made, it should be noted, 
for the number of shares actually allotted, and not for the number 
of shares applied for. In the Cash Book, however, the exact amount 
of money received on application must, of course, be recorded, 
and when the Cash is posted to the Ledger the Application Account 
is over-credited. But the Journal entry transferring to the Allot- 
ment Account the amount overpaid on application, together with 
the Cash Book entry debiting the Application Account with the 
money returned to non-allottees, completely adjusts the Application 
Account and closes it. 

Alternative Method of Dealing with Shares Over-subscribed. If 
it is desired to journalize the whole of the applications received — 
and this is sometimes the case, though it can sciurcely be technically 
correct — ^the entry would be as follows — 


JOUitNAL Dr. Cr. 




£ 

5. 

d. 

£ 

s. 

d. 


Application A/c . 

7,500 

“ 

- 





To Share Capital A/c 

/ 







(allottees) . 




6,250 

- 

— 


2s. 6d. i^er share on 50,000 
shares. 








To Sundry Subscribers 








(non-ailottees) 




625 

- 

- 


2s. 6d. per share on 5,000 
shares. 








To Allotment A/c . 
Transfer of amount overpaid 




625 


- 


on application, viz , 2s (kl. 
per’sharo on 5,000 >lu 








The Cash Book entry for the return of the deposits would be — 


CASH BOOK 


Cr. 


Payments 

Bank 

By Sundry Subscribers (return of deposits to non- 
£iJJoltee.s) ........ 

£ 

«25 

i: i d. 

And. ttie Ledger accounts would appear thus — 

Vt. APPLICATION ACCOUNT 


U. 


'll o Sundries . 


7ioO 


Uy Casb 


7, am j - - 

I I 
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Dr. ALLOTMENT ACCOUNT Cr. 



To Share Capital . 

£ 

12,500 

1 

1 

1 

By Api^catioo A/c 

^25 

11,975 


d. 

£12,500 

B 

B 

2,500 



Dr. SUNDRY SUBSCRIBERS (NO 

N-ALLOTTEES) Cr 



To Cash (returned) 

eis 

I 

1 

■ 

By Application A/c 

1 

£ 

025 

t. 

i* 


Note. One advantage of amalgamating the Application and 
Allotment instalments is that it simplifies the adjustment of accounts 
when shares are over-subscribed. No transfer is required from 
Application Account to Allotment Account, and only a Cash Book 
entry becomes necessary for money which is returned to non-allot- 
tces. The Journal and Cash Book entries would be as follows — 


JOURNAI. Dr. Cr. 


Application and Allotment 


B 

d. 

£ 

5. 


Account 

is, 750 


- 




To Share Capital A/c 

7s. 6tl. per share on 50,000 
shares. 


1 


18,750 


! 


Dr. CASH BOOK 


Receipts 

Dank 

Payments s 

B-iak 

To Application and Allot* 
mentA/c . 

Id, 375 

1 

d. 

Bv Application and Allot- 1 
Qieiit A/c . . . 1 

(Ketom of deposits | 
to noa>allottees ) j 

1 

£ : s. 

1^25 1 

i 


CALLS IN ADVANCE AND IN ARREAR 

• I 

f-aitit in Arrear. Shareholders sometimes fail to pay the sums due 
from them on the shares they hold. In such cases, the Allotment 
and Csdl Accounts (or Sundry Shareholders’ Account if tliis method 
of entry has been adopted) will show as debit balances the amounts 
owing. The total of these amounts will constitute the CaUs in 
Ancar. 'Ihcre may, however, be a separate Calls in Arrear Account 
in the Ledger, as the various stuns due by defaulting shareholders 
may have been transfer^ to one special account ; but this proc.;- 
dure is not usual Tlte 'Articles of Association generally give the 
directors power to charge hiterest.on calls in arrear. 

rail, in Advance. Some shar^olders,. who do not wish to be 
troubled by repeated calls, pay their shares in full before the proper 
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time. Ill such cases, the money received by the Company in excess 
of what has been called up must be put to a separate Calls in 
Advance " account. No dividend will be payable on this money, 
for it does not as yet form part of the Company’s capital. Most 
articles of association, however, give the directors power to pay 
interest on such Calls received in advance. 'W^icn the company does 
call up such money, a transfer must be made debiting the Calls in 
Advance Account and crediting Share Capital Account. 

How Calls are Shown on the Balance Sheet. Although the Calls 
in Arrear and Calls in Advance are separate accounts in the Ledger, 
yet the Calls in Arrear are not shown as a separate item on the 
assets side of the Balance Sheet, nor the Calls in Advance as a 
separate item on the liabilities side; the Calls in Advance being 
added, and the Calls in Arrear deducted. Some accountants, how- 
ever, show the Calls in Advance separately. 

Nominal Capital Shown on Balance Sheet. When a Limited 
Company’s share s arc payable by instalments, the books at any dale 
will record only such part of the Capital as has been actually called 
up at tliis date. On the Balanct* Sheet, however, it is usual to sliow 
both the Nominal and the Issued capital, together with the amount 
called up on the shares so issued. 

Example. A Limited Company with an authorized Capital of 
3^100,000, in shares of £l each, i-^sui^d 50,000 of such shares, payable 
2s. Bd, per share on application, 2s. 6d. on allotment, 5s. tliree 
months later, and the balance as and when required. All moneys 
paj^able on allotment were duly received. But when the call of 5s. 
per share was made, one shareholder failed to pay the amount due 
on his 100 shares; and another shareholder, who held 75 shares, 
paid them in full. Make the necessary entries in the Company’s 
books to record the above transactions, and show the Capital on 
the Company’s Balance Sheet. 


JOUlOiAL Dy. Cr. 


1 

£ 

5. 

c 

d. 

L 

s. 

d. 

Application A/c . 

. 6,250 

- 

- 




To Share Capital A/c . 

2s. 6d. per share on 50,001) 
shares. 

1 



6,250 



AJIotnicnt A/c . 

6,250 

— 

— 




Jo Share Capital A, » 

1 



6.250 

- 

- 

2s. 6d. per .share on 50 , 0(»0 
sliares. | 

i 






First Call A/q 

12.500 






To Share &pital A/c 

5s. per share on 50,000 shares. 




12,500 
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RfCf^ipts j 

Ba 

k 


To Application A/c 

£■ 

6.250 

s. 

d. 

„ Allotment A/c ....... 

6,250 

- 

- 

„ Tir^t Call A/c (£12.500 -;{ 25 ) .... 

12,475 

- 

- 

„ C 1 II-, in AOvanco A/c (10s. per share on 75 shares) . 

37 

10 



BAI^ANCE SHEET 


Capital and Liabilities 
Nominal Capital — 

100,000 Shares of £1 each . 

£ 

100.000 

5 . 

'"•i 


j). 

Ib.'iued Capital — 

xSO.OOO Shares of £1 each, 10s. per 
bliarc called up . . 

Add Calls Paid in Advance 

25,000 

37 

10 

“ 1 



Les'tS Calls iu Arrcar. 

25.037 

25 

10 

- 

25,012 

10 






SUMMARY OF MATTERS RELATING TO ACCOUNTS AND 
BALANCE SHEETS AS CONTAINED IN THE 
COMPANIES ACT, 1929 

Unless provided for in the Company's Articles, individual share- 
holders formerly had little or no means of forcing the directors to 
expose the affairs of the Company to their view. Now, the regulations 
regarding accounts, formerly contained in Table A, and as such being 
optional . have been embodied in Section 122, and arc, therefore, obh- 
gatory upon companies. 

It is now compulsory for all companies to keep proper books of 
account which must show — 

(a) Money received and spent from clay to day, and the matters 
in respect of which the receipt sind expendituix: takes place. 

(ft) AH sales and purchases of goods by the company. 

(c) 'The assets and liabilities of tlic company. 

It is also laid down that the *' books of account ” must be kept 
at the registered office of the company (or at a place as the direc- 
tors think fit), and shall at all times be open to inspection by the 
d rectors. A " Profit and Loss Account ’’ and a ” Balance ” 
must be laid before the company in general meeting at leadre once 
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each calendar year. Attached to the Balance Sheet must be a 
report by the directors, which report is to be upon the state of the 
companies* affairs, together with a statement of what they recom- 
mend should be paid by way of dividend, and of the amoimts that 
they propose shall be carried to Reserve fund. 

Tlie law does not provide any regulations affecting the prepara- 
tion of the Profit and Loss Account, but does provide specific rules 
as regards what must be set out in the Balance Sheet. It may be 
stated that the statutory requirements in this direction have bet'ii 
anticipated by practising accountants for some years past, and that 
many concerns have largely subscribed to the method laid down 
in Section 124 of the Act. Prior to the passage into law of this Act, 
the contents of the Balance Sheet, and the arrangement of its 
details were matters within the discretion of the directors, and the 
Balance Sheet, whilst purporting to show the " financial *' position 
of the company at a given date, was in the hands of unscrupulous 
directors a document that was skilfully engineere-d to conceal it. 
Now, however, the law prescribes that the contents of a Balance 
Sheet shall be so arranged as to disclose the ’* general nature of tlie 
liabilities and the assets of the company.** 

Regulations applying to the Statement of the Assets of the com- 




sets must be distinguished. 

2. There must be a statement of how the values of the " fixed " 
assets have been arrived at. 

3. Under separate headings must be sh>iwn — 

(a) Preliminary expenses. 

(i) Goodwill, 

(c) Trade-marks. 

Patents. 

(e) Any expense incurred on the issue of shares and debentures, 
etc. 

tions applying to the Statenaent of the liabilities of the 


eec are — 


summary of the autbonzed share capital. 

2. A summary of the issued share capital. 

3. Other liabilities (which must be stated in sufficient detail to 
disclose their " genenil nature ”). (See note in Balance Sheet on 
page;405.) 

Other provisions in the Act «ffiich apply to the matters which 
must be detailed in a Balance Sheet (where they represent part of 
the company's assets and liabilities) are as under — 
s (a) where loans have been made to employees (under spedal 
proviskms) relating to the purchase of shares in the company. 

.A^ere Redeemable Reference Shares have been issued. 

(4 liyheie a^y shares have been issned at a discount. 
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[d) Wiere debentures whicli have been redeemed are capable of 
re-issne. 

{e) Loans and remuneration paid tojiirectors. 

The above matters must be separately stated in the Balance 
Sheet. Further stipulations in the new Act regarding assets and 
liabilities peculiar to the relations existing between " holding and 
subsidiary companies are dealt with below, 

‘^HOLDING COMPANIES 

D^Hnition of a Holding Company. A " holding ” company is one 
that has acquired a sufficient number of shares in other companies 
to enable it to have a controlling interest in the affairs of the other 
comjjaiues. whicli companies are known as “ subsidiary ” companies. 

Advantages of the “ Holding ” System of Control, (a) The sub- 
sidiar3 companies so held remain separate entities, and practically 
no disturbance takes place in their modus operandi. 

(6) The gix>dwill of tlio subsidiary companies represented by trade 
markr) and trade names remains intact. 

(c) Wliilst the holding company has a controlling interest in the 
subsidiary companies, and a central pohey is possible, the subsi- 
diaries prosecute their several business policies as detenniijed by 
their own managements, who are in the best position to judge local 
conditions and requirements, etc. 

(d) Financial and statistical results being separately prepared for 
each unit, comparLsous of results are easier to follow and under- 
stand than when merged into one huge set of figures as obtains for 
a concern witli a head office and branches (i.e. the multiple shop 
system). 

(4 Financial arrangements as regards reserve.s for contingen- 
cies and trading reserves, also control of woiking capital, are 
best ananged by each subsidiary company whose management 
would be fully cognisant of all the circumstances involved m such 
matters. • 

(/) The capital resources, or means of creating them, are enhanced 
by the " holding ” company who can arrange for seasonal- capital 
to its subsidiaries, also permanent capital is ftfovided by the “ hold- 
ing ” company whose status in the money market is a guarantee of 
ks strength, whereas, not one of the subsidiaries may be strong in 
this way. 

Disadvantages of the Holdii^( *’ System of Gontrpl* A disa^* 
vantage of this system isrthe poiver wliich the directors hayej^; 
mislead shareholders; also to ttes facility given^ tiic maiu^tet^^ 
. of inter-company ti'ansactions with the intention of c<mcea|i^ 

1 true state of affairs, which is a practice that be carri^putf 
without detection, by unscnqpulous directors. -y 
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Holding Coaipanies and the Companies Act, 1929 , Until the 
passing into law of the Companies Act, 1929, Holding Cuinpanies 
were in a position to reveal or conceal as little or as much relating 
to their financial inten^sts in subsidiary companies as suited their 
purpose. Shareholders were not apprised of the commitments of 
the parent '* company to their subsidiaries, nor was it alwiu’s 
know'll what " profits '* were arising from the investinents in oilier 
companies. In a word, the financial position of the holding com- 
pany was indeterminate, and, therefore, unsatisfactory. This unsat- 
isfactory state of affairs has been checked by the coming into law 
of the Companies Act, 1929, which makes it obligatory for holding 
companies to give particulars (additional to those enumerated on 
page 402) of assets consisting of shares in subsidiary companies, 
.separately in the balance sheet. The balance sheet must also 
include particulars as to subsidiary companies. The provisions in 
the Act are set out as under — 

125. Where any of the assets of a company consist of shares in, or amoiinis 
owng (whether on account of a loan or otherwise) from a subsiditiry company 
or subsidiary companies, the aggregate amount of those assets, distingui.shmg 
shares and indebtedness, shall be set out in the balance sheet of the 
mentioned company separately from all its other assets, and whert* a compan\’ 
is indebted, whether on account of a loan or otherwise, to a sulxsidiary company 
or subsidiary companies, the aggregate amount of that indebtedness shall be 
set out in the balance sheet of that company separately from all its other 
liabilities. 

126. — (1) Where a company (in this section rcf.jiTcd to as the holding 
company ") holds shares either directly or through a nominee in a subsidiar>' 
company or in two or more subsidiary companies, thcie shall be annexed to 
the balance sheet of the holding company a statement, signed by the persons 
by whom in pursuance of section one hundred and twenty-nine of this Act 
the balance sheet is signed, .stating how the profits and losses of the subsidiary 
company, or, where there an? two or more subsidiary comj^anies, the aggregati 
profits and losses of those companies, have, so far as they concern the holding 
company, been dealt with in, or for the purposes of, the accounts of the 
holding company, and in particular how, and to what extent — 

(а) provision has been made for the losses of a subsidiary company either 
in the accounts of that company or of the holding coi^paiiy, or of both ; and 

(б) losses of a subsidiary company have been taken into account by the 
directors of the holding company iu arriving at the profits and losses of tlu' 
holding company as disclosed in its accounts : 

Provided that it shall not be necessary to specify in any such statement the 
actual amount of the profits or losses of any subsidiary company, or the actual 
amount of any part of any sucli profits or losses which has been dealt with in 
any particular manner. 

(2) If in the ca.se of a subsidiary company the auditors' reporl on the balance 
sheet of the company does not state without qualification that the auditoi-s 
have obtained all the information and explanations they ha\ c required and 
that the balance sheet is properly drawn up so as to exhibit a true and correct 
view of the state of the company's affairs according to the best of their inform- 
ation and the explanations given to them and as shown by the books of the 
compan/. the statement which is to be annexed as aforesaid to the balance 
$heet of the holding company shall contain particulars of the manner in which 
the report is qualified. 




Note. The dividends declared on the Company's slKirclioldings in subsidiary companies have been included in the 
Company's Profit and Loss Account. The aggregate profits of such subsidiary companies exceeded such dividends, while 
ftill provision has been made in the Company's Piofit and L;>ss Account for the aggregate losses of subsidiary companies. 
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(S) For the purposes of this section, the prohts or losses of a subsidiary 
company mean the profits or losses shown in any accounts of the subhidiarv 
company niade up to a date within the period to which the accounts of the 
holding company relate, or. if there arc no such accounts of the subsidiary 
company available at the time when the accounts of the holding company are 
made up. the profits or losses shown in the last previous accounts of the sub- 
sidiary company which became available within that period. 

(4) If for any reason the directors of the holding company aro unable to 
obtain such information as is necessary for the preparation of the state- 
ment aforesaid, the directors who sign the balance sheet shall so report in 
writing and their report shall be annexed to the balance sheet in lieu of the 
statement. 

Ill order to make this matter clear, a specimen Balance Sheet 
embodying the above features is appended. Advantage has also 
been taken — ^in the preparation of the example — ^to include the 
items new to a Balance Sheet as laid down in the provisions of the 
new Act. (Balance Sheet on page 405.) 

Valuation of Investments. Wlien a holding company shows its 
interest in subsidiary companies as '* iiivesliuents.” their valua- 
tion i!> detcniiined by their cost, to w^hich is added balance of 
profit thereon after deducting dividends. In the event of losses 
arising from subsidiary companies, sucJi losses would be ileductt^l 
from cost of investments so held. The following foiniula should 
make the matter clear — 

Cost 4- - Dividends 

Losses 


Revenue from Subsidiary Companies. A holding company would, 
generally, be sparing in taking the profits of its subsidiaries. Pro- 
bably, only dividends declared would be brought into the holding 
company's final accounts. 

From" a successful subsidiary company only profit equal to tl.e 
proportion that the holding company's share of its capital bears to 
its total capital may be taken credit for in the holding company's 
Profit and Loss Accoimt. 


As regards losses, it would seem a sound .policy to make an 
adequate reserve for them. 

No hard-and-fast rule can be applied, such matters being within 
the discretionary powers of the board of directors. 

ObviotLsly, the directorate would have the financial stability and 
prestige of its company to safeguard, and it would seem prudent to 
be conservative in taking profits, but liberal in providing against 


losses. ; 

AND PROFIT AND LOSS ACCOUNT 

"'^Example. The X Manufacturing Company, Ltd., was registered 
a Nominal Capital of ^£75.000 divided into 5,000 Ordinary 
Shares of £10 each, and 25,000 6 per cent Preference Shares of £l 


each. 
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From the following Trial Balance prepare Trading and Profit and 
Loss Accounts for the year ended 31st December, and a Balance 
Sheet as on that date. 

TKIAL BALANXE Dr. Cr. 


Oniinary Share Capital Account 

i 

s. 

d. 

30,^ 

g 

1 

Preference do. 

Stock (1st JanuarjO 

16,200 

4 

3 


i 

B 

Ca.sh in hand .... 

106 

2 





Cash at Bank .... 

3.196 

13 

- 

• 

■ 


Purchases and Sales 

25,123 

7 

- 


11 

8 

Returns (Inwards and Outwards) . 

901 

7 

9 

308 

d 

6 

Manufacturing Expenses 

5,314 

2 

- 




Do. Wages . 

13,210 

- 

- 




Salaries ..... 

Travellers* Salaries, Commission, and 

1.525 


— 




Expenses ..... 

3,210 

- 

- 




Rates and Taxes .... 

210 

— 

— 




Insurance ..... 

70 

- 

- 




General Expenses .... 

1,420 

. - 

- 




Discounts 

1.283 

2 

- 

578 

3 

— 

Bad Debts ..... 

280 


- 




Interest and Bank Charges 

87 






Land and Buildings 

10,000 


- 




Machinery and Plant 

'* Trade " Debtors and Creditors 

17,000 


- 




28,397 

1 

2 

9,843 

2 


Patenis * . . . . 

Bad Debts Rcserv'C (1st January) . 

3.000 


— 

JOO 



Profit & Loss A/c (Balance 1st Jan.) 
Preference Dividend Paid 

706 

5 


810 

- 

- 

Interim Ordinary Dividend Paid 
Reserve Account . • , . 

900 


1 

•2,000 

- 

- 

£ 

132,140 

7 

2 

132,140 

j 7 

2 


Before preparing* the necessary accounts, the following adjust- 
ments are necessary — 

Charge Depreciation on Buildings at 3 per cent per annum. 

Do. on Plant and Machinery at 6 per cent per annum. 

Credit a further reserve of ( per cent on gross Sales, to the Bad Debt Reserve 
Account. 

Write down Patents by 10 per cent. 

Reserve 3^ per cent on Debtors for Discount. 

Do, /250 for Directors* Fees. 

Appropriate ;£2,000 to Reserve Account. 

Tbe value of Stock as on 3tst December was £l 1,420 8s. Od. 

[koyal Society of Aris.) 

(For solutimi see pages 409 and 410-) 

Points of Difference between Profit and Loss Account and Babuace 
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Sheet of a Limited Company and that of an Ordinary Partnership. 
The following should be carefully noted by the student — 

1. Appropriation Account. This is really an extra Profit and 
Loss Account. It contains on the credit side the balance of profit 
left from the previous year, and also the net profit for the current 
year. Out of these total profits a certain sum is set aside for the 
Reserve Fund, a certain sum for the managing directors' remunera- 
tion, and any other provisions which the directors think fit to make. 
The balance then shows the sum available for distribution to the 
shareholders by way of dividend on the shares they hold. In some 
cases, only the net profit for the current year is inserted, and the 
appropriations made against this amount. The balance is brought 
down, and the amount brought forward from the previous year is 
then credited. 

The balance of the last year's profit must not be shown in the 
Profit and Loss Account — a very common mistake of students. If 
we mix up last year’s profit with this year's, we .shall not be able 
to find the correct profit for the current year at all. Sometimes, the 
balance of the Profit and Loss Account brought forward from the 
previous year happens to be a debit. In such cases it is placed on 
the debit sidc of the Appropriation Account, to be made good out 
of the current year’s profits. 

In some companies, in order to make the profits appear as large 
as possible, debenture interest and depreciation of the various as; is 
arc included in the Appropriation Account. From an accountant’s 
point of view this is not correct. Such items are really charges 
against the profits, and not appropriations of it; they should, 
therefore, be shown in the Profit and Loss Account. It seems to 
be generally agreed now, however, that amounts written off Good- 
will should be shown in the Appropriation Account rather than in 
the Profit and Loss Account. 

2. Profit and Loss shown on Balance Sheet. In an ordinary 
partnership the profit or loss does not show as a separate item on 
the Balance Sheet, but is merged in the Capital or*Drawings Account, 
a profit being added, and a loss deducted. In the Balance Sheet of a 
Limited Company, however, the profit or loss is shown as a separate 
item, a profit on the liabilities side, and a loss on the assets side. 
The capital of a limited company cannot be touched excej)! by per- 
mission of the Court ; profits cannot be added, or losses dcducti d ; 
it can only be increased or decreased in a special statutory manner. 
The shareholder frequently does not receive a copy of the Profit and 
Loss Account, but only of the Balance Sheet. On the Balance 
Sheet, therefore, it is usual to show the balance of profit brou^t 
forward from the previous year, the net profit for the current year, 
and any deductions already made. The shareholder may then attend 
the general meeting and note how the balance shall be distributed. 



TRADING AND PROFIT AND LOSS ACCOI'NT 
For the Year Ending 31st December, 19.. 




Note. The Companies Act, 1929, provides No regulations as to the moae of preparation of the above accounts, or of 



APPROPRUTION ACCOUNT ‘ 
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3. Order of Assets and Liabilities Reversed. On the Balance Sheet 
the assets are not stated in the cash order, neither are the liabilities 
stated in the order payable, but fixed assets and liabilities are 
stated first and are followed by floating assets and liabilities. 

Shareholders, Debenture HoMers and the Balance Sheet. Accord- 
ing to Section 130 of the Companies Act, 1929, every member of the 
company and every holder of debentures except in the case of a 
private company, is entitled to be furnished with a copy of every 
balance sheet (and this includes the last " balance sheet), includ- 
ing every document required by law to be annexed thereto . . . 
together with a copy of the auditor's report. These documents 
mfiist be sent to those entitled to them not less than days 
before the date of the general meeting. 

In the case of private companies. Section 130 (2) directs that the 
shareholders be furnished within seven days after request with a 
copy of the Balance Sheet and auditors* report at a charge of not 
more than sixpence for every hundred words. 

QUESTIONS ON CHAPTER XTI 
A 

1. Define the terms '* Company/' Joint Stock Company/"* Incorpora- 
tion." In what three ways can a company be incorporated? 

2. By what Acts are c<impanies governed? What partnerships must by 
law be ref^istered as a company? 

3. Mention the principal points of difference between a joint slock company 
and an ordinary partnership. 

4. How may public and private companies be formed? 

5. Mow many kinds of companies are there? Give a brief description ol 
each. 

fi. What are the maximum and minimum numbers of persons (a) for a 
public company, (6) for a private company? 

7. Explain the terms '^Public Company/' " One Man Company/* What 
is a *' Private " company under the Companies Act, 1929? 

8. State briefly the advantages of a pnvate company. 

9. What particulars must be stated in the Memorandum of (a) company 
limited by snares, {b) company limited by guarantee, (c:) unlimited company? 

10. State brif^y Whgt is meant by the phrase " Limited liability.” 

B 

1. Can compsuues be registered with the same names? Can a company 
prefix the words Royal or " Imperial ” to its name ? What is the procedure 
when a company wishes to change its name? 

2. Under what circumstances and conditions may the word ” Limited '' 
be omitted from the naifiO Of a company? 

3. Why must the objedtii of a Company be set forth in its memorandum 
with great accuracy ? Under what conditions may a company aHer its objects 
as set forth in the nmmoxundum ? (tow is, the alteration eff^ed ? 

4. 'What are ** Articles of Association ” ? Are companies bound to have 
articles ? What is meant by Table A ? 

5. What are tiiO requirements Of thq Compaxiies Act, 1929, as regards 
articles? What is thb procedUih lot altering or adding to a company's 
articles? 



412 


ADVANCED ACCOUNTS 


6. V^Tiat is meant by ** Registering’* the memorandum and articles? Is 
each member of a company entitled to a copy of the memorandum and 
articles ? 

7. Explain the following: Registration fees, preliminary expenses, certi- 
ficate of incorporation. 

8. Is the certificate of incori>oration complete evidence of registration? 
Does it entitle a company to commence business? 

9. What is a prospectus ? State briefly the requirements of the Companies 
Act, 1929, on this matter. 

10. What is meant by a “ Statement in lieu of Prospectus ” ? When is it 
required? What are its principal contents? Is a statement required of every 
company ? 

C 

1. What restrictions are imposed on the appointment of directors? Do 
these restrictions apply to all companies? 

2. WTiat restrictions are imposed on the allotment of shares? Do these 
restrictions apply to all companies? 

3. Explain the terms Minimum subscription/' “ Letter of Allotment.’* 
What stamp does the letter require? 

4. What restrictions are imposed on companies as regards the commejice- 
ment of business ? Do these restrictions apply to all companies ? 

5. What ** Return of Allotments" must be made by companies? What 
further particulars are required as regards shares which have not been issued 
for cash? 

6. When must stock and share certificates be issued by a company ? Are 
they evidence of the holder's title thereto? 

7. Must shares be numbered? Can a company purchase its own shares? 
What is meant by money due on shares being a " Specialty *’ debt? 

8. How are shares transferred ? Is a transferor ever liable for the amount 
due on shares which he has transferred? What are *' Traa>fer fees " ? 

9. What is meant by " Unlimited liability of directors " ? 

10. Is it coinpulsor^*^ for a company to have a registered office and a seal ? 
What are the requirements of the Companies Act, 1929, with respect to the 
name of a company ? 

D 

1. What are the provisions of the 1929 Act with reference to (a) the annur.l 
general meeting, (6) the statutory meeting and statutory report ? What must 
the latter state ? Must a statutory report be made by every company ? 

2. What is an extraordinary general meeting, and how is it called ? What 
are the statutory provisions as to meetings and votes? 

8. Explain the following terms: Ordinary resolution, extraordinary reso- 
lution, proxy, special resolution, registration of resolutions. 

4. What statutory powers has a company with reference to the dillerent 
amounts payable on shares? 

5. Wliat statutory powers has a company with reference to (a) the altera- 
tion of share capital, (6) the reorganization of sliare Ciipital ? 

0. What is meant by the Reserve Liability of a limited company? 

7. What mortgages are compelled to be registered by the 1929 Act, and 
within what time? Can anyone inspect the Register of Mortgages kept by 
the registrar of joint stock companies? 

8. Can a compi^iny issue perpetual debentures ? Has a company power to 
re-issue redeemed debentures? 

9. Explain the terms Trust deed," " Tru.stec for debenture holders," 
" Floating charge." What are the particular advantages of the latter? 

10. Wlut four special rights has^ debenture holder? Which " right ’’ is 
tftost frequently exercised, and why? 
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E 

1. Wha.t is underwriting? Is an agreement to place shares an underwriting 
agreement? Under what conditions may a company pay commission to per- 
sons for procuring subscriptions to shares? 

2. Must commission paid in, respect of shares or debentures, or discount 
allowed on shares and debentures, be made known to the shareholders? 

3. What statutory provisions are there with reference to the audit of a 
coaipany ? Must the auditor's report and balance sheet be published ? Have 
debenture holders in joint stock companies a right to receive and inspect the 
auditor's report and balance sheet? 

4. What are the rights and duties of an auditor as laid down by the 1929 
Act ? 

5. What are the statutory requirements for companies incorporated out- 
side Great Britain which establish a place of business within Great Britain? 

6. What IS share capital? Ex^dain the following terms with reference to 
a company's capital: Nominal, authorized, rt'gistered, issued, subscribed, 
caJled-up, paid-up, uncalled, rcser\'e. Apply the above terms to the followng 
example: A Company was formed with a capital of ;f250,000 in shares of 

each, and duly incorporated. It issued to the vendors 50,000 shares of £l 
each as fully paid, in part payment of the purchase consideration. It also 
uKcred to the public 150.000 shares, payable 2s. 6tl. per share on application. 
2>i 6d. per share on allotment, 5s. per :>bare one month later, and the balance 
as and when required. All t)ie money was duly received with the exception 
of the call of 5s. oji 300 shares. 

7. What is a share? Exidain the following kinds: Ordinary, preferred 
ordinary, deferred ordinary', preference, cumulative preference, redeemable 
pn'foieiice, deferred, founders^ management. 

8. What is a debc-uturc ? Explain the following kinds: Simple or naked, 
mortgage, lloatiug. bearer, registered. 

9. What is the difference between (a) shares and stock, (6) debentures and 
debenture stock, {c) a shareholder and a debenture holder? W^hy are shares 
aud dfbi'utures converted into stock? 

10. r:.x:plain the fuilownng terms \i'ith reference to the issue of -Uarcs and 
dcbcntiire.s: At par, at a premium, at a discount, over-subscribed, calls in 
arrear, calls paid in advance. 


EXERCISE XII 

1. K Lmilcd Company issued, at par. 200,000 Ordinar> Shares of £1 each, 
and ^£80,000 Debentures, in bonds of -£100 each ; which were all sut^nbed and 
fully paid up. Make the necessary Journal and C^h Book entries, post to 
Ledger, draw out Trial Biilance, and make a Balance Sheet. 

2. A Limited Conipanv issued 200,000 Preference Shares of £1 each at 
22h 6d. per share, and ^^0.000 Debentures at a premium of 5 per cent; which 
wore ali subscribed and fully paid ym. Make the necessary Journal, Cash Book, 
and lx*dger entries, and draw up Trial Balance and Balance Sheet. 

3. A Limited Company issued ^fSO.OOO Debentures, in bonds of ;£I00 each, 
at £95 per bond ; which were all subscribed ^d fully paid up. Make the 
necessary Journal, Cash Book, and Ledger entries, and draw up Trial Balance 
and B.ilancc Sheet. 

v^'4. A Limited Company issued 200,000 Ordinary Shares 6f £l each, payable 
2s. 0d. per share on application, 7s, 6d. per share on Allotment, and 5s. per 
share on each of two subsequent calls. All the money was duly received. 
Make the necessary Journal and Cash Book entries, post to Ledger, and show 
Trial Bidauce and B^ance Sheet. 
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5 A « Limited Company is<«ued 200 000 Preference Shares of £\ each at 
22s Od per share, payable 7s Od per share on application (inUoding the 
proTmum), 5s per on allotment, and the balance m two later calls each 
of Ss per share Make the necessary Journal Cash Book^ and Ledger entries 
and show Tna* Balance and Balance Sheet 

6 A Limited Company issued at par, jf80 000 Debentures ra bonds of jJlOO 
each, payable 20 per cent on apphcation 30 per cent on allotment, and the 
balance three months later All the money was duly received Make the 
necessary Journal and Cash Book entries, post to Ledger and draw out Trial 
Balance, and show also the Balance Sheet 

7 A Limited Company issued ^80 000 Debentures, in bonds of ^100 each, 
at a premium of 10 per cent payable 20 per cent on application (ifflTOfiag the 
premnim) and 90 per lent on allottfient All the money was duly received 
Make the necessary Journal, Cash Book, and Ledger entries and show also 
the Trial Balance and Balance Sheet 


8 A Limited Company issued ;f80 000 6 per cent First Mortgage Dc ben- 
tures, m bonds of jflOO each at a discount of 10 per cent pax sble ^20 1 er bond 
on application, and the balance on allotment All the money wis duly re- 
ceived Mike the necessary Journal and Cash Book entnes p >st ledger, 
and draw up Tnal Balance and show also the Company s B ilance she* t 

^ 9 A Limited Company offered for subsrnption 200 000 shares of each, 

pa\ ible 2s 6d per share on application and 5s per shire on allotment 
Applications were received for 290 000 shares The deposits on 1 S OOO sh ^res 
were returned to those persons to whom no shares were allotted The deposits 
dn tl» Other 15 000 shares were earned forwird to the AJlotmmt Account, 
these subsenbers having paid for more shires than were illotted to them 
The moneys payable on allotment were duK received Make the nercs vry 
entnes m the Company's Journal Cash Book ard Ledger to record the 
aboj^ transactions 

l^^inO A I-*imited Company with a registered capital of ;£250 OOO m shares of 
/I each, issued 200 000 of such shares pax tble 2s bd pci share on if jilication 
2a 6d per share on allotment 5s per sbar*^ three months lali r tnd the b il nice 
^ as aisd when requind All moneys pay iblo on allotment wen duly ntcixcd 
But when the call of 5s per shnre was made, one shirt holder faded to piv 
the aknoinxt due on his 2S0 shucs, and another shareholder, who held 200 
shares, paid them nght up in full Make the necessary Journal and Cash Book 
entries in the company s books to re< ord the above transactions, and show the 
Company'b Balance Sheet 

n Make the Journal entnes necessary m order to record the undermcn- 
tionsd transaction— 

lb© Ravary Printing Machine Co , Ltd , issued on 30th June, 100 000 Ordi- 
nary £\ shares at a premium of 5s per share, payable on application 9 he 
i^res appl]c4 for were payable as to 10s per share on application, and as to 
15s -yet sU re upon allotment The iSsue was fully subscribed by the public 
^^lotment^iily took place lor the whole issue on 15th July (I <Mdfm ChanUfer 

12 The Blarneystono Diamond Syndicate, Ltd , has a Nominal Capital ot 
OOO, divided into KlOCfOdI per cent Preference Shares of £4 eacli ancf 40,000 
It Ordinary Shar«» di| 2nd January, 8,000 Ptel5renee and 20 000 Oitfmary 
Shagna ai!o applied lot, and 5s per share is reeeived ^ad paid into the Com-* 
Qn Iht Febxtary theae Shareearo MSOtM; lOs per sharllbeing 
j^,500 ia reulved for Preldr4toi$ ahd ^.000 lor Ordfnary 
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during February On 1st MarUi Calls are made, viz /2 per share Preference 
and per share Ordinary, and during Match, ^£13,000 is received for Prefer- 
ence Call, and /S.SW for Ordinary Cali Enter the foregoing transactions, 
post to Ledger, an^ 4itate amounts unpaid on each class of share (West 
^ Rxdwg of Yorkshire )\ 

\iiifiS From tlie foUo^i^g particulars, ^irepare the Balance Sheet as at 31st 
^ December, 19 , of the &»scnmbe Manufacturing Co , Ltd — 


Nommal Capital — 

30.000 5 per cent Preference Shaic^ £\ each 

20.000 Ordmary Shares @ £1 each 


Issued Capital — 

20.000 5 per cent Prefeience Shares, fully paid except on last call of 5s 
on 40 sn ires 

18.000 Ordmary Shares, 15b called All paid except hr^t call of 5s on 
20 shares 


( 


Add to the Balance Sheet an Appropnation Account showing proposal to 
pay one yt ir s dividend on the jiaid up fcience Shares , 10 per cent Dividend 
oil tlie paid-up Ordinary Shares Also provide therein for ;(500 to General 
K< serve the b dance to be carneil fonvaicl to next vtai 


General K serve 3 000 

Sundry Dtbtors 6 560 

Appropriation Account bal 
ance, 1st January , . 209 

Stock . 7 430 

tjroodwiU . . 12 000 

Machinery and Plant . 8 760 


Casli at Ikink • 


8,134 

bundrv Cn ditors 


2,473 

Insurance unexpircd . 

, 

140 

Bad Debts Restrv 


500 

Amount \\ lo oft Plant 

and 


Mtchmcrv 


572 

Profttb for tht year . 

, 

2,791 


[J.B 

L) 


14 Prepare a pro fonna scl of tinal accounts, showing therein a i Ihuent 
numbei of items to satisfy an exanimet thit you know which items are pecuhar 
to each section thoiouf Also, insert hguies to indicate a grasp of practical 
values, and a sense of proportion m regc^rd to the whole busmess whose 
" accounts you arc prepaiing (It may' be suggeshd that the concern has a 
capit U of £500 000 - then the component values of items m the accounts must 
be 111 propoition - but you choose any figuios ) 


15 Ih Nominal Capital of Messrs William Pearson <1 Co , Ltd , consists 
of 50,000 sliares of £1 each On 3ist Decembei, the Ledger Bdlancea of the 
Company were as follows — 


Share Capital flcisucd 30,000 
shares of £l each with 
10s per sluire called up) 
Unpaid Calls 
C^itk in hand . • 


Sundry Cre ditors • , 

Sundry Debtors « ^ 

('ash at Bank ^ • • 

Ueserve Fund . . • 

Machmery and Plant. 
Mortgfigo Debentures (4$ 
dobentums of ;£100 each 
at B% Interest) 

Freehold Ptemiaes ^ 

Sto(^ (1st January) • 


i 

15,000 

150 

190 

1,960 

3.640 

1,160 

4.000 

6.000 


4,500 

11,500 

8,600 


MauufdctUi.ng Wagcb 
\ Salaries . 

Discount Cr 
Carriage and Callage, 
Itxtes and faxes 
I Insurance 

I Sales . . • 

I liade Expenses • 

I HepaiiS , . * • 


Ihircha^^ , 

Unpaid Dfvuienda 
Bad Debts 
I Expenses 

{« Interest paid on Dcbeotinpejl 


£ 

12,460 

1,230 


48 


111 

98 

62,850 

m 




416 


ADVANCED ACCOUNTS 


Stock was taken as on 31st December, and was valued at /6.820. 

Deforo closing the accounts the following adjustments are in eessary — 
Make a provision of 5 per cent for bad ami doubtful debts. Depreciation at 
the rate of 10 per cent to be written off the Machinery and Plant Account, 
Prep«are Trading and Profit and I^ss Accounts for the year ended 31st Decem- 
ber. Take 1,000 to the Reserve Fund, and prepare a il^lance Sheet as on that 
date. (London Chamber of Commerce.) 


16. Peter Pink and Benjamin Brown are in partnership, sharing profits and 
loss^, Jrds to Peter Pink and Jrd to Benjamin Brown. Interest on C.ipital 
to be credited to the partners annually. The following adjustments must be 
taken into consideration when preparing the Trading and Profit and Tx^ss 
Account, and Balance Sheet w-hich is required, as per Deed of Partneiship, 
to be drawn up at the end of each year. 

(1) Quarter's rent owing. 

(2) Insurance uiiexpired, ^£21. 

(3) Interest accrued on Investments — ^Tax @ 4s. 6d. 

(4) ;f400 Advertising to be carried forward. 

(5) Write off bad debts, £67. 

(6) Depreciate Office Furniture at 5 per cent per annum, 

(7) Rates unexpired, £66. 


Current Accounts (Dr. side)— 

£ 

P. Pink ) (Withdrawals 

1,004 

B. Bro\vn) during year) 

847 

Ofhee Furniture 

840 

Sundry Debtors 

2,934 

Purchases 

37.060 

Stock, 1st Jan. 

1,880 

Oirriage Inwards . 

292 

Returns Inwards 

125 

Rent .... 

375 

Salaries .... 

630 

Carriage Outwards . 

56 

Advertising 

800 

Rates .... 

180 

Insurance, 3^62 ; National 
Insurance, £27 

89 

Telephone 

26 

General Expenses (including 
Stationery) . 

197 

Postage .... 

117 

Repairs .... 

21 

Electric Light . 

18 

Bank Charges . 

6 

Investments. £1,600 5% 
■^-Rly. Stock . « 

1,557 

Cash at Bank . • 

1,293 

Cash in hand . 

10 


£50,357 


Capital Accounts— 

P. Pink 

£ 

3,600 

B. Brown , , 

1,600 

Crediti>rs .... 

854 

Sales .... 

43,021 

Jteturns Outwards 

220 

Discounts (balance) . 

331 

Itcservc lor Ikid Debts 

500 

Iiitortst on Investments (6 
months) 

31 

Current Accounts (Cr. side) — 
P. Pink • , • . 

120 

B. Brown • . 

80 


£S0,657 


Stock 31.st Dec.> 19. £1,267. (I. B. L.) 

From the following Trial Balance of the Accounts of a Manufacturing 
, ' <Cdmp«Ay (whose Authorised Capita! consists of 15,000 Ordinary Shares of 
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/lO each) prepare a Trading Account and a Profit and I>oss Account for the 
year endecl 3 1st Deceinlxjr, and a IlaJance Sheet as on that date ^ 


Capital issued and fully 
paid up, 9,000 shares of 
;fl0 each 

90.000 

Stock (1st January) 

32.000 

Cush m hand . 

150 

Cash at Bank • 

2,900 

Piirchase.s . , 

52,350 

Sides .... 

136.500 

,, Returns 

400 

Piirchast's Returns . 

750 

Manufacturing Charges 

11,500 

Manufacturing Wages 

28,550 

Salaries 

1.500 

'I'ratle Expenses 

6,8s50 

Rates and Taxes 

250 


Insurance . , ^ 190 

Giuieral Expenses . • 2.fi ^0 

Di"»courits (balance) Dr. • 1,^(»0 

Brui Debts . , . 570 

Interest and Bank Charges 350 

I^and and Buildings . 22,350 

Machinery and Plant . 35,600 

Sundry Debtors . . 52,5(X) 

Sundry Creditors . . 21,750 

Patents . . . 5,000 

liad D(ibts Reserve (1st 

Jamiarj*^) . . . 2 600 

Profit and I.oss (Cf. bal- 
ance 1st January) . 750 

Ih'serve Account . . 5.000 


Charge Depreciation on Laud and Buildings Account at 3 per cent per annum, 
and mi iM.'ichinery and Plant Account at 6 per cent. Make a Re.serv o oi 5 per 
ctMil on the Sundry Debtors for Bad Debts; write down Patents Account by 
10 per cent; carry forward £*90 of Insurance; and chiirge /500 as D'rectors' 
Fees. The value of the Stock, as on 31st Derembcr. was agreed at ;f23,700. 
Charge 10 per cent on net profits as remuneration to the Managing Director. 
an<l appro[)riate ^{2.500 to the Reserve Account, carrying forward the balance. 
(Royal Society of Arts) 


'^■"'18. Tlic Brown Box Co., Lid., was registered with a Nominal Cap’t.ii of 
/1 0,000 divided into 5,000 Ordinary Sh.ires of £\ each and 5.00^’ t; per a*.nt 
Preference Shares of fX each. From the folknving Trial Balance, extracted 
from the books of the company, prepare a Trading Account and a Profit and 
Loss Account for the year ended 31st December, and a Balance Sheet as on 
that date — 


Ordinary Share Capi- 

1 

f. 

d. 

tal 

Preference Share Cajji- 

4,800 


•• 

tal . . , 

Freehold Land and 

3.000 

• 


•• 

Buildings 

Furniture and Fix- 

3,700 

— 

- 

tures 

946 

6 

10 

Stock (1st January) . 

1,929 

14 

7 

Plant and Machinery. 

1,727 

10 

2 

Rates and 1 axes 

87 

14 

1 

Carriage . 

422 

4 

8 

Trade Expenses 
Lighting and Heating 

39 

1 

1 

Expenses 

72 

2 

6 

General lixpenses 
Discount Account (bal* 

127 

16 

10 

ance) Cf. . . 

Preference Share Divi- 

13 

2 

— 

dend . • • 

171 

- 

- 


* 4 — (*405) 


Ordinary Share Divi- 

£ 

5 . 

d 

dend 

B?i(l l^ebt Reserve (1st 

114 



January) 

188 

14 

8 

Manufacturing Wages 

2,014 

1 

9 

Salaries , 

505 

14 

8 

Sales 

10,124 

14 

2 

„ Returns . 

101 

2 

10 

Insurance 

39 

1 

2 

Directors* Fees 

50 

- 

- 

Purchases 

4,129 

16 

8 

,, Returns . 

94 

12 

4 

Sundry Debtors 

3,764 

17 

10 

Sundry Creditors 

Profit and Loss Ac- 

2.144 

5 

1 

count (Cr. balance) . 

472 

7 

2 

Bank Charges . 

10 

2 

1 

Cash at lUuk • 

^2 

5 

7 

„ in band • • 

63 

2 

L 
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Before preparing the Accounts (a$ above required), the following adjust- 
ments are necessary-*- 

(1) Charge Depreciation on Land and Buildings at 2i per cent per aiuiunu 

(2) Do. Furniture and Fixtures at 5 per cent per annum. 

(3) Do. Plant and Machinery at 10 per cent per anniun. 

(4) Make the Bad Debt Reserve up to £400. 

(5) Carry forward the following uuexpired amounts — 

(а) Insurance . . .£976 

(б) Rates and Taxes . .£17 8 2 

The value of the Stock on 31st December was certified by the Managing 
Director at £1,721 17s. 3d. (Royal Society of Arts) 


"19. The secretary of the Cheshire Manufacturing Co., Ltd., takes out his 
balances on 31st December, and submits to you the following particular'^, 
from which prepare Trading Account, Profit and Loss Account, and Balain ( 
Sheet — 

Nominal Capital, £150,000, divided into 5,000 Preference Shares of £10 
each, and 10,000 Ordinary Shares of £10 each. 


6.000 Preference Shares, £10 

each, £2 paid . . 10,000 

10.000 Ordinary Shares, £10 

each, £5 called up , . 50,000 

150 Mortgage Deben- 
tures of £100 each, i.ssued 
at95 . . . , 15,000 

Cost of issue of Debentures, 750 
Purchases . . . 43,249 

Land and Buildings • • 25,100 

Fuel .... 570 

Plant and Machinery. . 5,620 

Repairs .... 445 

Loose Tools (1st January) . 1,752 

Office Expenses . . 363 

Sales .... 53,847 

Wages . . . 9,371 

Discounts Received . . 324 

Discounts Allowed • • 517 

Salaries .... 975 


Bad Debts . • 

Postage, etc. . • 

Rales, Taxes, and Insurance 
Travelling Expenses . 
Interest and Bank Charges 
Directors' Fees 
Stuck (1st January) . 
Sundry Debtors * 
Sundry Creditors 
Carriage Inwards • * 

Goodwill . . • • 

Carriage Outw'ards . 
Debenture Interest paid 
Profit and Loss Account, 
balance of loss brought 
forward from last account 
Unpaid Calls, Ordinary 
Shares . • . . 

Bank Overdraft 
Cash in hand . 


275 

86 

521 

302 

7.5 

550 

11,426 

24.3u6 

9,166 

226 

10,006 

410 

375 


2,243 

250 

1,525 

114 


Reserve for Debenture Interest, £375. Reserve for Wages, £50. Provide 
lor Bad Debts, £400; Insurance prepaid, £21. Depreciate Land and Buildings 
1 per cent, and Plant and Machinery 10 per cent. Reserve for Discounts, 
5 per cent on Sundry Debtors and 2J per cent on Sundry Creditors. Stock at 
ftfst December, £18,763. 

Value of Loose Tools at 31st December, £2,000. (Lanccsskire and Che$hire 
Union.) 


f 20. The Highbum Manufacturing Co., Ltd., with a Nominal Capital of 
,40«<KHI^^dmary Shares of £1 each, by the Memorandum and Articles of 
vA^ciraon have power to issue 2(^ Debentures of £50 each bearing interest 
per cent per ^num, * 
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On 30th Jiin^, this Lddg^Jf Balances were ab^racte^l as follows — 


Share Capital, 40,000 Shares 

** 

Bank Interest and Commis- 


of £1 each, I5s. called 


30,000 

sion Dr. 

114 

Calls m Arrear . 


205 

Bad Debts written off 

249 

Debentures issued, lOO 

at 


Premises .... 

12,45*.« 

£50 . 


5,000 

Machinery and Plant. 

18,750 

Stock (1st July) 


6.537 

Fixtures and Fittings 

3.750 

Purchases 


22,448 

Sundrj^ Debtors 

12,160 

Returns to Creditors . 


1,745 

Sundry Creditors 

7,4^28 

Sales . * . 


46,728 

Interest Paid on Deben- 


Returns from Customers 


1,174 

tures .... 

214 

General Trade F-xpenscs 


1,014 

Dividend Paid . . % 

1,415 

Wages 


13.632 

Reserve Fund . 

5,000 

Salaries . 


2.042 

Reserve for Bad Debts (1st 


Travelling Expenses . 


7S8 

July) .... 

760 

Advertising 


870 

Cash in hand 

43 

Rents, Ratos, Taxe.s and 


Cash at Bank . 

1,427 

Insurance 


8d8 

Profit and Loss Account, 


Discount {])r. balance) 

. 

314 

Cr. balance (1st July) 

3.463 


I'lie Stock on hand on 301h June ;£6,900. 

Draw \ip a Traclir." ar\<l Profit and Lt»ss Account, after makinc; the following 
adjustments — 

(a) Depreciate ihe Machinery and Plant bv 10 per cent, the Fixtures and 
Fittings by 10 per cent, {b) Make up the Rv'^erve for Bad Debts to 7i per ccm 
«;f the Book Debts, fc) Insurances are paid in advance to the extent ol 
.96. {d) Make ont a }3alance Sheet as at 30th June. (Union of Educationul 
/ nsiitntes,) 


■ 21. The North London Engineering Co., Ltd., was registered on Irt January, 
with a Nominal Capital of ^100,000, m Orditiar)' Shares of £1 each. It had 
power to issue ^15,000 Mortgage Debentures of ^flOO each, bearing interest at 
4 per cent per annum , It took over on that date an existing engineering 
business ai;id comiueuced manufacturing. Stock w’us taken and the bool^ 
balanced, and accounts prepared annually ; and at the close of the year Stock 
wii.s taken and valued at /1 4,250, The following adjiistmeiits were necessary 
before clo.sing the accounts — 

(a) Depreciation to be written of! Plant and Machinery at the rate of 10 per 

cent, and off Patents Ac|:ount at 20 per cent. ^ 

(b) The half-year' .s Debenture Interest due on 31st December to be passed 
through the books. 

{c) A 5 per cent provision for Ba^l ami Doubtful Debts to he made. 

Make such acljustfh^nts and prepare a Trading Account, a Profit and LoSs 
Account, and a Balance Sheet from the following balances (31st December) 
after carrying £1,500 profit to the Reserve Account. 


LEDGER BALANCES (31st DkCEtokft) 


■ Share Capital 60,000 Shanks 
of £1 each issued and lOs. 

- per share ealled up * 30.000 

Unpaid Csdls . • ‘ • 300 

{^tientS • « • • 600 


Cash In hand . 
Sundty Credhx^ts 
Sundry Debtoi-s 
Reserve AccOuitt 
Machiudty dhd Plant; 


320 

1 4.095 

^ 7,240 

T «v5d(9 

. I2,480: 
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ADVANCED ACCOUNTS 


LEDGER BALANCES (31st December) — continued 



L 

Mortgage Debentures 

9.000 

Freehold Buildings (1st 


January) 

24.000 

Stock (1st January) . 

17,200 

Manufacturing W ages 

22,100 

Salaries .... 

2,400 

Carriage . . . • 

560 

Rates, Taxes, and Insur- 


ance .... 

252 

Sales .... 

121,580 

'Trade Expenses 

721 

Repairs .... 

240 

Kents Receivable . • 

374 

Purchases . , 

84,604 


Unpaid Dividends 

58 

Mortgage Debenture In- 


terest .... 

180 

Provision for Auditors' Fees 

75 

Bad Debts 

578 

Interest Payable and Bank 


Charges 

138 

Additions to Buildings dur- 


ing the year . 

3,840 

Holdfa.st Rink, Ltd. fj\cr- 


draft) .... 

4,200 

Bad Debt Reserve (1st 


January) 

321 


(Royal Society of Arts,) 


'^22. The Nominal Capital of the L. and C. Engineer! r.Lj Co., Ltd., is: ;^lh,000 
divided into 10,000 Ordinary Shares of £\ each; £20,000 divided into 20.000 
7 per cent Cumulative Preference Shares of £l each; and the Company is 
authorized to issue £10,000 divided into 200 5 per cent First Mortgage Deben- 
tures of £50 each. From the hillowing Trial Balance pri'pare a Trading Ac- 
count, Profit and Loss Account, and Balance Sheet as on 31st March. 


Ordinary Share Capi- 
tal . 

£ 

10,000 

s. d. 

Preference Share 
Capital 

20,000 


Arrears on Ordinary 
Share.s 

70 


200 5% First Mort- 
gage Debentures 
£50 Ccach, £30 paid 

6.00(j 


Sundry Creditors 

5,6('9 


Sales 

24,698 


Returns off Pur- 
chases. 

287 


Profit and Rjss (Cr. 
balance, 1st Apnl) 

169 

10 - 

Plant and Machinery 

15,000 

- - 

Patents . 

3,960 

10 - 

Office Furniture 

127 

- - 

Sundry Debtors 

12,125 

10 - 

Purchases 

15.965 

16 - 

Returns off Sales 

267 

10 - 

Salaries . 

200 

_ - 

Goodwill 

9,788 

5 - 



£ 

5. 

d. 

Stock (1st April) 

2,760 

- 

- 

W'liges, Productive . 

2,576 

K) 

- 

Carnage (Inwards) , 

320 

5 

- 

Carnage (Outwards) 

167 

10 

- 

<.oul and (.uk'*. 

Loose 'loots (1st 

250 



April) 

1,890 

- 

- 

RenV, Kates, etc. 

236 

10 

- 

Suudr/ Expenses 

157 

10 

- 

I>iscounts Allowed . 

760 

— 

- 

Bad Debt.> 

127 

10 

- 

Directfirs’ Fees 

Interim Preference 
Dividend paid 

200 



15th Octoljer 

665 

- 


Bank Charges 
Debenture Interest, 

57 

10 


less tax 

285 

- 

- 

Cash in hand . 

Lloyds Bank, Ltd. 

73 

4 

— 

Cr. 

1,067 

10 

- 

Discounts Received . 

200 

- 

- 


Stock on hand, 31st March, £3,025 10s. l^sc Tools, 31st March, £1,870. 
Write off Plant and Machinery, 10 per cent per annum. Write off Office 
Furniture and Fittings, 5 per cent per aim uni. Write off Patents, 20 )!cr cent 
per annum. Reserve £200 for future Discounts, and £150 lor Bad Debts. 
{Lancashire and Cheshire Union.) 


^'^3. The Loamshire Manufacturing Co., Ltd. ,was registered with a Nominal 
Capital of £70,000, divided into 50,000 Ordinary Shares of £1 each and 20,000 
6 celfit Preference Shares of £1 each. 

From the Trial Balance extracted from the books of the Company as on 
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30th June, 19. you are required to prepare Manufacturing and Profit and 
Lf'.ss Acrj)unts for the year ended 30th June, 19. and a Balance Sheet as on 
that date. 

When preparing the necessary accounts the following ipatters must be taken 
into consideration — 

( 1 ) Bad Debts Reserve is to be adjusted to 5 per cent of the Sundry Debtors 
at 30th June, 10. . . 

(2) The following v.i Illations were made as on 30th June, 19..: Stock, 
j£21,342; Loose Tools, £195. 

(3) Depreciation at 10 per cent is to be provided on Machinery, 

(4) Rent due in respect of Office sublet (£50) for Quarter to June has not 
been received. 

(5) Ollice Salaries £127, and Factory Wages £325, were due as on 30th June; 
10. ., and had not been jiaid. 

((>) Insurance paid in advanced amounted to £64 (Factory, £48 ; Office, £16.) 


Dr, Cr. 


1 

L 

s. 

d. 

/ 

1 

s. 

d. 

Ordinary Shares ..... 




5o";ooo 

_ 


Prcferouce Shares ..... 




20.000 



Unpaid Calls- - Preference Shades . 

20(1 

- 

- 




Freehold Premises . . . . . i 

30,000 

- 

-i 




Debtors and Creditors . . . 

■1,320 

- 


0,728 

— 


Rate-s, Taxes and Insurance (Factory, £1,025 ;:j 







Office, £135) 1 

1,160 

- 





Machinciy aiKj Phnit . 

19,580 


- 




Rent of Ofiice.s .sublet 




150 

- 

- 

Factory Wages . . . . . . : 

13,24:) 


... 




Office Salaries and Directors’ Fees 

6,421 

- 

J 




tffirrha'=?os 

42,34.5 

- 

1 




Stock, 1st July, 19,. , . . . . 1 

18,227 

_ 

.1 




Sales 



; 

70,529 

_ 


Discount (Balance) ..... 

982 






Carriage (Inwards, £625; Outwards, £1,216) . 

1.841: 

— 1 

[ 

; 1 

1 { 

1 


Bad Debt Reserve, 1st July, 19. . . 


1 

1 

1 

250 

_ 

i — 

Investment: 15,000 £1 Shares in Loamshire. 

1 


i 

! 


1 

(Components), Ltd. . , . ,| 

15,000 

- 

. ' 




Profit and Loss Account (Balance, 1st Julv,; 



{ 

i 



19..) . . . . . .1 



i 

1 

4,825 

1 - 


Dividend received on Investment 




500 

- 


Repairs to Premises . ^ . 

145 

- 

1 




Loose Tools ...... 

210 

- 

\ 

"! 




Returns (Sales and Purchases) 

927 

1 - 


423 

- 

- 

Cash at Bank ..... 

756 

I - 

— 




Heating, lighting and Fuel (Factory, £3,422; 







Office, £626) 

4,048 

“ 

- 





;£159.405 




[£159,405 





(Doyal Society of Arts.) 


24. On 31st December, llic Trial Balance of John Stephens & Co., Ltd., 
stood as folio W.S. Prepare a Profit and Ix)ss Account, and Balance Sheet, 
after making necessary adjustments. 

The Company was registered on 15th December, and comnicnced trading 
on 1st January. The Capital of (he Company is £80,000, divided into 30,000 
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5 per cent Cumulative Preference Shares of each and 50,000 Ordinary 
Shares of ;gl each. The whole of the Preference Shares and 40,000 of the 
Ordinary Shares have been issued. The Preference Shares are fully paid and 
15s. per share has been called up on the Ordinary Shares. The dividends 


upon the Preference S 

iiiares arc 

payable 1st April and 1st October. 




£ 

5 . 

d. 


L 

s. 

d. 

Mortgages at 4% per 




Bank 

4,493 

2 

8 

annum 

10,000 

- 

— 

Interest . 

408 

- 

- 

Sundry Debtors 

9,507 

3 

9 

Interest on Mort- 




Patent Rights, two 




gages to 30th June, 




3 rears expired 

3,000 

- 

- 

less tax 

190 

16 

8 

Royalties 

294 

8 

11 

Directors' Fees 

350 

- 

- 

Haterim Dividend 




Management and 




paid on Preference 




Office Salaries 

1.530 

- 

- 

Shares, less tax, 




Transfer Fcf^s . 

1 

12 

6 

Ist October 

1,073 

8 

9 

Wag<‘s . 

20.921 

11 

8 

Sundry Creditors 

7,194 

- 

9 

Formation Expenses 

2,397 

18 

2 

Chief Rents Dr. 

12 

4 

8 

Calls in Arrear 

50 


- 

Rent of Cottages 6>. 

102 

9 

6 

Suspense Account Dr. 

1.316 

12 

9 

Dand and Buildings 

17,600 

- 

- 

Sales 

84,326 

10 

1 

Plant and Machinery 

28,896 

14 

- 

Cottages. 

2,000 


- 

Office Furniture 

412 

10 

- 

Trade Expenses 

6,772 

6 

2 

GoexhviU 

10.526 

5 

4 

I^l rebates 

49,793 

4 

10 

Ca.sh in hand . 

78 

4 

6 






The Stock at 31st December was jf3,197 10s. 

Write 2J per cent off Laud and Buildings, 6 per cent off Machinery and 
Plant. 10 per cent off Good^vill, 25 per cent off Formation ICxnenses, and 
per cent off Office Furniture. {Lancashire and Cheshire Untrm.) 


25. Messrs. John Bolton & Co., Ltd., was registered as a limited company 
in 19... The nominal Capital of the Ck)mpany consists of 75,0^0 OnJniary 
Shares of £1 each. The Company is also empn’yercd by its Memorandum of 
Assr>ciation to is.sue 250 Debentures of ;£100 each, carry ing interest at thi- rate 
of 4J per cent per annum. 

The books were balanced as on 3 1st December, on which date the SU't-k in 
hand was valued at 1,840. 

The Ledger Balances were as follows — 


i 

Share Capital (l.ssucd 50,000 
Shares of £l each with 


15s, per share called up . 37,500 

Calls Paid in Advance . 125 

Mortgage DcbeiituTc.s (Issued 
100 Debentures of ;fl00 
each) .... 10,000 

Unpaid Calls (Ordinary 

Shares) . . . 250 

Stoclt (1st January) . . 9,875 

Cash in hand ... 60 

Cash at Bankers . . 3,104 

Purchases . . . 32,960 

Sales . • . . 61,842 

Trade Charges . • * 982 

Wages .... 19,462 

Salaries .... 1,291 

T^velling Expenses . . 871 

Rates and Taxes . . 321 


Insurance (Fire) . . 195 

Keserve Fund . . . 6,800 

Discount (dcl>it balance) , 829 

Ketums from f^ii.stOTners . 1,482 

Returns to Creditors . 3,421 

Bad Dcljts written off . 348 

Interest paid on Debentures 450 

Freehold Land and Build 
ings .... 22,280 

Machinery and Plant . , 17,800 

Patents .... 1,200 

Sundry Debtors . . 20,140 

Sundry Creditors . . 11,861 

Bad Debts Reserve (l.st 
January) . . , 940 

Profit and Loss Acccaut 

(balance 1st January) . 3,286 

Dividend (paid on Ordinary 
Shares on 14th February) 1,875 
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The following adjustments are necessary — 

(1) Provide for Depreciation on the Machinery and Plant at the rate of 
10 per cent, and on tlie Patents at the rate of 15 per cent. 

(2) Make a provision of 5 per cent for Bad and Doubtful Debts. 

(3) Carry forward /50 of the amount paid for the Fire Insurance, repre- 
senting the unexjwreaperiod covered by the premiums. 

(4) It was decided by the directors not to add to the Reserve Fund, but a 
b.>nus of 5 per cent on the net profits for the year, was voted for distribution 
amongst the departmental managers. Provide for this before closing the 
accounts. 

Prepare Trading and Profit and Loss Accounts for the year vaded 31st 
December, and a Balance Sheet as on that date. [London Chamber of 
Comnifitce.) 

20. Yorkshire Tweed Co., Ltd., Nominal Capital ^10,000, divided into 
5,000 6 per cent Cumulative Prefi-rence Shares of £l each, and 5,000 Ordinary 
Shares of jfl each. 


I.EDGEK BALANCES (31st December) 


Prrfcrenco Shave Capi- 

£ 

s. 

d. 

Ratos, Gas, and Insur- 

£ 

s. 

d. 

tal, 3,000 Prelereiicc 




ance 

203 

9 

6 

Shareb fully p:iid . 

3,000 

- 

- 

Profit and Loss Ac- 




OrJitiary Share Capi- 




count (1st January) 




tal, 4,1 IV) Ordinary 




Dr. . . . 

20 

11 

2 

Share.s fully paid . 

4,119 

- 


Repairs . 

176 

14 

2 

Fir.it Mortgage Del)en- 




De benture Interest to 




tures, 4% 

2,000 

- 


30th Juno 

40 

- 

- 

Machinery Account 




Trading Account, 




(1st January) 

4,000 

- 

- 

Stock (1st Jan.) 

3,519 

4 

6 

M.icUinci y (additions 




Dividend Account • 

90 


- 

during year) , 

200 

- 


Commission Account . 


n 

8 

Freehold Mill . 

3,000 

- 

- 

Bank Charges . * 

32 

11 

1 

Engines, Bc.,iIors, and 




Sales 

32,106 

14 

5 

Shafiing (Isl Jan.). 

500 

- 

- 

Sales Ledger Balances 

6,000 

- 

9 

Ctirds, bobbins, etc. 




Purchase I-edgcr Bal- 




(Ibtjauuar)) 

900 

- 

- 

ances . 

4,810 

9 

10 

Do. (additions during 




Di.scount on Sales 

511 

15 

8 

year) 

300 

- 

- 

Bad Dcbi.s Account Cr, 

116 

9 

3 

Materials Account 

18,469 

15 

7 

Bills Payable . 

2,220 

- 

- 

Dyeing and Finishing 

1,216 

3 

6 

Cash 

32 

ll 

9 

Carriage . 

533 

1 

10 

ISank Cr. 

988 

6 

5 

Trade Expenses . * 

195 

12 

4 

Discount on Purchases 

371 

9 

9 

Motive Power . • 

691 

7 

S 





Wages — 




£ s. d. 

£ 


d. 

Mill . 




. 8,437 16 9 




Mechanics and Jomers employed in Repairing 142 1 9 





IR - 


Stock, 31st December, ^3,699 I9s. 7d. Depreciation; write ofi Macliiiiery 
7 i per cent per annum ; Engines, Boilers, and Shafting, 10 per cent per annum i 
Cards, Boboins, etc., 25 per cent per annum; Additions to be depreciated for 
half a year; Reser\'e 3 per cent of Debtors' Balances for Discount and ;^200 
lor Bad Debts Reserve, 5 per cent of Creditors* Balances for Discount. Take 
into account the following: The Rent of Telephone, £\0, hiis been charged 
to Trade Expenses, and paid for year ending 30th September next ; Insurance, 
the Fire Policy for^.OOO at a premium of 10s. per cent expires at ^iidsuminer 
next ; Rates, the District Rate for half-year endix^ 3l8t March next, is not 
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yt't paid or entered in the books, this rate is 2s. in the £ on the rateable value 
of tne mill, ;£200; Preference Dividend ])nid up to 30th June; Managing 
Director is entitled to 10 per cent bemus on the net profit for the year after 
charging Debenture Interest. You are required to pnjpnre Trading and Profit 
and Loss Account and Balance Sheet. {West IH ditig of Yfjrkshire.) 

27. (a) What is an “ Appropriation Account ” ? Prepare such an account 
and enter tlierein items which in your judgment properly Ixdong to it. In 
this connection, would “ Preliminary Expenses " and “ amounts written off 
goodwill ** be proper items to place on its debit side ? 

{b) Explain the following terms — 

(1) A charge against jirolits. (2) An appropriation of profits. 

Support your explanations by practical examples of how accountants view 
and interpret their meaning. 

{c) Under the Companies Act. 1929, Assets are to be distinguished, as being 
** Fixed ** and ** Floating.” Assets not falling under lhe.se headings are 
numerous. Name a few of them, and discuss the circumstances in which 
they arise. 


28. Draw up a Trading and a Profit and L>ss Account for the year, and 
Balance Sheet as at 31st December, of the Oil and Gas Motor Co., from the 
following information — 


BALANCES (31st December) 


Land and Buildings. • 5,000 

Machinery and Plant . 8,800 

Patterns. . . . 3,300 

Stock-in-Trade (1st Jan.) . 9.O00 

Office Furniture and Fit- 
tings .... 400 

Loose Tools (1st January) 2,500 

Patents .... 1,000 

Sundry Debtors . . 10,500 

Cash in hand . . . 100 

Profit and Loss Account 

(1st January) Dr. . 4,270 

Subscribed Capital . • 2(i,000 

Debentures 6% . . 15,000 

Sundry Creditors . . 7.000 

L. and N. Bank, Ltd., 

Overdraft . . . 900 

Sales .... 40,000 

Purchases . . . 19.000 

Manufacturing Wages . 11,800 


Erecting, Fitting, and Car- 
riage .... 2,400 

Repairs, Renewals and 
]\faintcnance . . 800 

(‘oal, Coke, Gas and Water 450 

Printing, Advertising, and 

Sla+ionery . . . 250 

Rent, Rates, Taxes, and 

Insurance . . , 280 

Travelling and Commission 1,400 

General Expenses . . 450 

Discounts and Bad Debts 

Reserve (1st January) • 2J‘0 

Directors' Fees . , lOo 

Interest on Debentures . 900 

Bank Interest and Com- 
mission ... 70 

Legal and ‘Accountancy 
Charges . . . 150 

Royalties Paid . . 200 


Write off depreciations from ; I.And and Buildings 3 per cent. Machinery and 
Plant 5 per cent, Patterns 10 per cent, Patents 10 per cent, Office Furniture 
5 per cent, and make a provision of 6 per cent on the Sundry Debtors for Dis- 
counts and Bad Debts, 

On 31st December, the Stock was valued at 7^9,500, and the Loose Tools 
at /2.300. {Chartered A ccoiintants ) 


KimSION EXERCISE XII 

1. Prepare a ruling of a Purcha.se Invoice Analysis Book of any business 
you are acquainted with, and show how a Purchase Ledger may thus be 
d spensed with for a busine.ss which pays all accounts on a fixed monthly 
pay-day. {Chartered A ccountau is . ) 



JOINT STOCK COMPANIES 


425 


2. E, F and Co., Timber Merchants, of Liverpool, sell a quantity of timber 
on Ist February for ^£350 to J., J. & Co., Builders, of Mimchester, and draw on 
them at three months, charging interest at 5 percent per annum and bill stamp. 
E, F & Co., after one and a half months, discount the bill at 4 per cent, with 
their bankers, and the same is duly met at maturity. Show how the bill should 
be drawn and accepted, and make the Ledger entries as they should appear 
in the books of the two firms. [Chartered Accountants.) 

' Jones A' Co., of London, consign to Smith & Co., of Melbourne, 50 tons of 
steel at ;£12 10s. per ton plus insurance and freight, which cost 15s. per ton, 
and in due course receive from Smith & Co. an Account Sales dated 31st 
December, as follows — 

Account Sales of 50 tons Steel, ex ** Ormuz " 

Capt. Robinson, from London, sold on account of Jones & Co., 31st 
December, 19.. — 

Sales — 10 tons Steel @ /16 10s. pci ton £16.5 - - 

20 ,. (^. £16 „ ., 320 - - 

10 @ £15 lOrf. , 155 - - 

i:640 - - 

Charges — Customs Entry and Stamps 15 - 

Unloading, Weigliing. Stoimg, 

Rent . . . . 15 - - 

Fire Insurance , , . l - - 

Commission 5% £640 . , 32 -- - 

48 15 - 

£591 5 - 

Stock of Steel on hand, 10 tons, ■ ■■ 

E. & O. E. 

Melbourne, 31st December, 19. . 

Smith & Co, 

Write up ihe Consignment Account in detail in Jones & Co/': Ivj^ks to 31st 
December, 19, and show the profit to that date. (Chartered Accountanih ) 

4. W. Lone and T. Stanley are trading as partners in the jfirm of Lone, 
Stanley & Co., profits being shared as follows: Lone, frds; and T. Stanley, 

ird. The following is the Balance Sheet of Lone, Stanley & Co., 31st 
December — 

i £ 

W. Lone, Capital Account 2,000 Cash .... 200 

T. Stanley . , , 1,800 Sundry Assets. • • 27,600 

Sundry Creditors • • 24,000 

£27.800 £27,800 

On the 1st January next, they admit M. Maxwell as a partner, on the 
following terms — 

(а) Profits are to be divided as to gths to W. Lone, Jths to T, Stanley, 
and (th to M. Max:well. 

(б) M. Maxwell to bring in £1,000 as his Capital. 

(c) A Goodwill Account is to be raised for £1,800, this sum to be credited 
to the old partners. 

(d) W. luone is at liberty to withdraw £400 of his c«ipital on 1st January. 

(tf) M. Maxwell to have a salary of £400 per annum out of profits. 

(/) Interest to be allowed on p^irtners' ^pital Accounts at the rate of 
5 per cent per annum. No interest on ordinary Drawings to be taken into 
account. Each partner is at liberty to draw £40 a month in anticipation of 



426 


ADVANCED ACCOUNTS 


profits (in the case of M. Maxwell the £40 is in anticipation of profits and 
salary). 

. Assume that aU transactions mentioned above have been carried out. The 
profits for the year ended the 31st December, before making any allowance 
for M. Maxwell's salary or for interest on partners' capital amounted to £2,510. 

Show the partners' Capital Accounts at 31st December. [Lancashire and 
Cheshj^e Union,) 

A and B, without being in partnership, enter into Joint Ventures outside 
their respective busine-sses for the purchase and sale of imported fofKl-stiills. 
Each conducts part of the transactions after conference with the other, and 
they agree to have half-yearly settlements, on the basis of cash transactions 
bearing interest at 5 per cent. 

The following items represent their dealings for the half-year ending 30th 
June — 

Jan. 2. B buys on two months' terms, Currants, £400. 

,, 3. A pays Dock Dues on same, £10. 

„ 30. A buys for Cash, tinned Salmon. £180. 

Feb. 1, B sells Currants and receives Cash. £480. less 24 per cent. 

„ 2. B pays for Currants, less one month's Intere.si at 5 per cent 

per annum. 

Mar. 7. A sells for Cash. Salmon, £100, less IJ per cent discount. 

„ 12. A selij on Credit, Salmon, £40. 

,, 17. A buys Almonds, £200. 

April 1. B buys Figs, £100. 

„ 2. B pays Freight cm Figs, £5. 

„ 6, B pays Railway Dues on Salmon. £4. 

„ 18. A sells Almonds, £80, less 2§ per cent. 

„ 21. A sells Almonds, £35. 

„ 21. A receives Cash for Almonds, £78. 

May 1. B sells whole consignment of Figs for Cash, £95. 

„ 3. A sells for Cash balance of Salmnn, £30. 

,, 15. A sells for Cash balance of Almonds, £90. 

Prepare Accounts showing how matters stand i?et\veeii A and 13 on 30fh 
J une . { I ncorporated A ccountants.) 

6. How would you recommend the organizing of a book-k<;eping systei;) 
of a manufacturer's business, so that the Personal Account Dedger.s could be 
separately agreed? (Chartered Accmtyitants.) 

7. What is the percentage rate of Gross Profit on — 

(1) The sale price of goods purchased for the sum of £1,000, and sold 
for £1,333 6s. 8d.? 

(2) The purchase price of goods bought for £783 6s. and sold for £979 
2s, 6d. ? (Chartered Accountants,) 

8. Describe the system of book-keeping most suitable to one of the fol- 
lowing businesses: Manufacturer, who pays for his materials by Bill at end 
of eitch month, pays for all items of the nature of expenses by cheque wec^kly ; 
occasionally hands over to his creditor a customer's acceptance. Or Retailer, 
whose sales are almost entirely for cash ; he pays all his accounts at end of 
following month ; ail cash goes through Bank ; he wishes to ascertain in one 
set of Books the gross results of bis trading, separating the goods into three 
departments. (West Riding of Yorkshire,) 

9. From the following particulars compile the. accounts for the year ended 
31st December, to be submitted to the Annual Meeting of the members of 
a Golf Club, 



JOINT STOCK COMPANIES 


427 


Entrance Fees and Subscriptions received on account of 
last year (these were estimated at 9s.) . 

Sub.scriptions received ...... 

Entrance Fees received 

Entrance Fees and Subscriptions received on account of 

nexi. year 

Locker Rents received 

Creen Fees received ....... 

Expcnso.s, including Rent, for current year (of these j£800 
have been paid) ....... 

Liabilities of last year, paid this year (these were estimated 

,atpO) 

Subsc riptions owing for current year taken as 
Stock (House Account) 

Capite! Exjienditure. including Lease, last year 

.. tliis year ..... 

M ,, written . 

Profit on House Account, iiuluding Refreshments, after 
providing for the btatf ...... 

Ca.-Nh ill hand ........ 


Renewals ill 
Interest paid 

Loan on security of I^.ase 
Surplus from last Account 
Fee to Treasurer's Clerk lt>r 


current year, not paid , 


1,050 - - 
73 10 - 

52 10 - 
35 - - 
120 - - 

900 - - 

60 - - 
. 12 12 - 
150 - - 
1,000 - - 
200 - - 
250 - 

50 - - 

12 4 KS - 
01 3 - 

20 ~ - 
500 - 

494 - - 

20 - - 


(C 'hariered Accountants.) 


10. Ihe following was the iial.iiicc Sheet of a firm upon dissolution of 
partnerslup. '*A'' retiring, '* B " continuing the business. The partners* 
shares as to Capital and tVofit.s wore A, threc-lourths ; B, one-fourth 


Capital A 
Capital B 
Ix>an from A 
Creditors 
Reserve . 


/ 1 

j 

£ 

9,000 

Freehold 

12,000 

3.0(K) 

Debtors . 

3,000 

2,000 

Ca.sh 

1,000 

1,800 

1,200 

Sit^ck . • 

. . 1,000 

£17,000 


£17,000 


A agreed to buy the Freehold for £10,000. The Stock was taken over by 
B at 10 per cent discount. The debtors realized S6 per cent of their value. 
The costs of the licjuidatiou exclusive of the above deficiencies were £470. 
What did each partner receive? Show Cosh Account, Liquidation Account, 
and Paxtners* Accounts. {Chartered Acconntants.) 


Explain the difference between a Trading Account and a Profit and 
.>^poss Acaiunt, and state in which account you wxiuld place the followiug 
items, giving your reasons — 


Purchases, 
Debenture Interest, 
Wages, 

Sales, 

Discounts, 
Directors* Fees. 


Carriage ami Freight, 

Allowances. 

Coininissioii, 

Stocks oil hduad. 

Fuel, 


Dej>rPciation, 

Batl Debts, 

Advertising, 

Returns, 

Packages, 

{Chartered Accouniewls.) 
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12. The Speedy Motor Cab Co., Ltd,, was registered with a Nominal C;ipital 
of ;£30,000, divided into 10,000 Ordinary Shares of £\ Ocich, and 20,000 6 per 
cent Preference Shares of £\ each. 

From the following " Trial ]5alaiioe ” prepare 'Pradjug and IVofit and Loss 
Accounts for the year ended 3 1st December, and a Balance Sheet as on that 
date — 

TRIAL BAT..\NCK 

Dy, Cr, 



t ' 

s. 

d. 

£ 

i. 

d. 

Ordinary Share Capital Account 




10,000 

- 

- 

Preference Share do. 




18,267 


- 

Calls in arrear on Preference Shares 

8 

10 

- 




Stock in hand (1st January) . 

1,305 

8 

7 




Oish in hand .... 

28 

9 

^ 1 




Bank Overdraft .... 



1 

603 

5 

4 

Cab Earnings .... 



i 

18,697 

19 

5 

Salaries ..... 

1,187 

10 

3 ■ 




Tyres 

4,906 

3 

11 




Insurance ..... 

1.521 

8 

_ 




General Expenses .... 

278 

9 

- 




Plant and Macliinerv • 

1,451 

9 

- 




Fixtures and B'ittings 

1,126 

17 





Taxicabs ..... 

28,000 



1 



Debtors and Creditors . 

89 

17 

3 

710 

o 

* 

Reserve for Renewals (Lst January) 




500 

- 

- 

Profit and Loss Account (Balance, 







1st January) .... 

748 

3 

5 




Rent of Taximeters 

465 

10 

- 




Licences ..... 

312 

8 





Petrol (less Payments by Drivers) . 

874 

8 

6 




Training Drivers .... 

103 

5 

4 




Washing and Cleaning Cabs, etc. 

2.606 

8 

2 




Repairs . . . . . 

1,810 

12 

5 




Rent, Rates, and Ta.xes 

953 

8 

7 




Lighting . . . . . 

189 

5 

4 




Directors’ Fees .... 

250 

— 

- 




Preliminary Expenses . 

458 

9 

6 




1-ogal Expenses and Audit Fee 

102 

5 

3 





£48.778 

6 

9 

£48,778 

6 

9 





Before preparing the Accounts, the following adjustments are necessary— 
Charge Depreciation on Plant and Machinery, and Fixtures and Fittings, 
at 10 per cent per anmiiri. 

Cliarge Depreciation on Taxicabs at 5 per cent per annum. 

Reserve for Renewal.s, ;£500. 

„ „ Rates owing, ;fl8 7s. 6d, 

„ „ Insurance paid in advance, £170 Is. 6d. 

The takings of the cabs on 30th and 31st December amounted to £171 8s. 3d., 
but were not paid in by the Drivers until 1st January. 

Write off one-third of the Preliminary Expenses Account. 

Tlic value of the Stock in hand as on 31st December was agreed at £1,488 
lOs^ 9d. (Royal Society of Arts,] 




CHAPTER XIII 

(2) JOINT STOCK COMPANIES {contd.) 


Having in the previous chapter treated of the constitution and 
incorporation of companies, of the provisions of the Companies 
Act, of the statutory requirements up to and including the allot- 
ment of shares, of the kinds of capital, shares, and debentures, of 
the various methods of issuing shares and debentures, and finally 
of the elements of joint stock company book-keeping, including the 
Trading and Profit and Loss Account and Balance Sheet, it is pro- 
j^osrd now to deal with matters usually considered somewhat more 
difficult — matters which will require the student's close and careful 
attention. 


j 


PURCHASE OF A BUSINESS 


Vendor, Purchase Price, Going Concern. In numerous cases a joint 
stock company is formed for the purpose of acquiring and working 
jin old-established business. The person w'ho sells the business to 
the company is termed the vendor, and the money paid for the 
l)nsinc‘ss is called the purchase price. A company could not pay to 
the vendor all the cash it receives for its shares and debentures ; 
it must retain some as working capital. The purchase price is, there- 
fore, generally paid, partly in cash, and partly in shares. If die 
prospectus showed that the vendor was taking the purthaso price 
wholly in cash, it would give rise to suspicions on the part of the 
public; it would look as if the vendor had little faith in his own 
business, and was glad to be rid of it. In a good business, there- 
fore, it will generally be found that the vendor takes a large number 
of «ihares in the company, thereby fostering the c:mfidence of the 
general public. The shares issued to the vendor may be valued 
either at par or at a premium, according to the agreement made 
with him. When such shares are allotted to the vendor they may 
be either fuHy or partly paid (usually the former). Sometimes, the 
business is taken over by the company as a going concern, i.e. 
exactly as it stands, all the assets including the cash, and all the 
liabilities, and without any stoppage of business. Sometimes, the 
cash of the old business is not taken over ; sometimes, the liabilities 
are not taken over, but left for the vendor himself to discharge. 
These matters, however, are arranged by agreement. 

Goodwill. A company usually purchases, not only the assets, but 
alscHft»‘'^fWliwill of the business, that is, the right to the volume of 
trade connected with the business. In some cases, the amount pajd, 
for goodwill is stated, in other casfe&' it haS to be siBC^rt^ed. It 
the ctnnimnyHNriteet then the goodwill will be 


m 
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the excess of t|iie purchase puce over the value of the assets. Thus, 
if the assets amounted to /lO.OOQ, and £15,000 was paid for the 
bttsmess assets and goodwill, then £5,000 would denote the value 
of the goodwill. If the company takes over both assets and habil- 
fties, the diScrencc between the assets and liabilities will show th- 
capital value of the busmess. The elfcess of the pui chase prio> 
over the capital value of the business will give the atnQ)p;d. paid 
foi goodwill. Thus, if the assets amount to £LS,000 and tmh>Vnbii- 
itics to £6,000, then £9,000 would denote the capital value of th< 
busmess. If the putcha.se ]ince ot the busmess is £13,000, then 
£4,000 woald be the amount to debit to a Goodwill Accouitt 
Business Purchase Account In loumalumg the tntiics leferrun' 
to the piafchase of a busintss, the piocediue is griatly sunphhed bv 
opemng a Busmess l^chase Account. '1 ius accouut is debited with 
the purchast price ut the business, and tin accouut of the vendor is 
credited with the same This has th( advantage of luting th(‘ liabil- 
dy to the vendor. All the assets, including tin amount fer goiKl- 
wtU, aie then debited to their respective auounts, and the total 
credited to the Busmess Piu chase Accouut The Busmess I’urchase 
Account IS then debited with tlie total of the habihties taken ovii, 
and the habihtics arc ct edited to their p<titicular accounts When 
these entius are posted, the Buoinoss Piudiiise Ac if .uni will b« 
found to balance; and all tlic assets aud li..bituus will have bi in 
brought mto the books. It is possible, of couib'. to avoid iut*s. 
Aree entries and to sluow the transaction by means of one Joiiinal 
entry, namely, by debUtn^ all the assets, including the goodwill, 
and crediting the habihtics and also the amount due to thi> veneior 
Students, however, are oiten confused when they attempt thus 
metliod, that it is advisable to follow the Busmess Puichasc Account 
method for preference. Aneitbnr very good method is to have otte 
Journal entiy for the asset accounts and one for the habihty aceount^ 
This IS very sunple and leaves the vendor’s dccount m ciedit foi 
the amount due to him. 


U Formula for Purchase of a Busijpess. The folk^wing detailed steps 
ouid prove useful to the student-^ 

1. Debit Busmess Pmehase Account and credit Vendor vyidi die 
wreed purchase pnee. » 

z. Debit each asset, mduding goodwiH, and credU Busmess^)^' 
chbsc Account with t^ total. 

3. Debib Busmess Purchase Account with the total of the liabdr 


itids taken over, and credit each separate habihty. 

4. Debit Vendor, and cradtt Share Capital Aecoufit and Debeitr 
tures Account, with the shares and debentures, issued to hun in 
imH payment of the pturchase 'price of the busmess^ 

5, fmU AppU^tba an^ Auotment ^y^unt (or Shareholders 
,WDtdy. debenture Boldecs Acemmt) with, we amounts doe Ceom 
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shardiolders and debenture bold^, and credit Share Capital 
Account and Debentures Aectoo^. 

6. Debit Cash Accouai'with t&s balance taken over (if any) and 
the amounts received from shareholders and debenture holders; 
credtl Cjish Account with any sums paid to the vendor. 

,V^.SKatnple. A Joint Stock Company wnth a Registered Capital of 
;fI50,00t), consisting of 75,000 Ordinary Shares of £l each, and 
75,000 (k^r cent Preference Shares of £1 each, and also ;(^,000 
Debentures in bonds of ;fl00 each, purchased as a going concern for 
£100,000 the business of Messrs. Rowell & Co., as per the following 
paiticulars^ 

BSL\NCF SHEET 


/ uibtitties 

5,000 

s 

d 

Assdts 

i » 

H 

BiUs tbit 

-> 


C«is,h 

t.000 1 


bufidry Creditors 

15 000 

- 

- 

BiUs Kcci'ivaMe 

1.510 I - 


Capital 

70,000 

- 

- 

Book Debts 

■uKTTiVHil 


j £00 000 

-- 

- 

1 rechold Kreimses 

Plant and Macbiuery . 

S^xk 

bumiture and Futures 

i| 

9 


The purchase pict was to be paid thus' £25,000 in 
Ordinary Shares, £25,000 m fully-paid Preference Shares, £m0>^ 
in Debfntiues, and the balance in Cash The remainder « the 
shares and debentures were offered to the public, and were all 
subscribed and fully paid up. Make the necessary Journal '’nil 
CAsh Book entries, and show the Tompany's 'Balance ^For 

Journal entnes, see next page ) 


Dr evSH BOOK Cr 


Receipts ^ 

Bank 


Payineuts 

Banl 

- -= 

To Ablance 

3,000 

$ 

d 

» 

HvKoacJi&Ca 

4 ’ 3 

.i5,000 , - 

d. 

OidiiUKy Sbaicholdf^rs , 

'*0 (H)0 

- 

- ' 

, Bakuoec/d , 

w 000 ' - 


„ I’ll ftu at e blureboldf rs 
„ Of Uoture Uoldtn 

% 

■>t* ouo 

o,000 

£rOft.OOO 

.. 1 . 


* £ 

i 

109 000 l~l 


To Ba4£Ukett b/d 





1 

l“~ 


BAI ANCE SHLl f 


C afiHd MHd Ludnhftri 
Nouuual and Is^^iied Capital . 
OrdiiunsSbare Capitol-- 
75,000 of 41 each. 

Plrefcreno0 Sbara Capital — 
75.060 Sbm of each . 
OebentuenH-* a 

5^Bofu3Bof4lOOeae]i . 
aond» Ctediton 

BiiSs Pay^ . 

c 

75,000 

75.000 

30.000 

15.000 

5 000 

s. 

•V 

d 

Property and Atfsdi 
breehold Prtuiises 

Goodwill * 

JHaut and Machiiiory . 
Piaturm and Fittings . 

Stock . . . 

Sund;^ Debtocs 

Bdls Kficdvable 
CaakatBaak • 

ao.&)o 

30.000 

15.000 
2,000 

12.000 
26,500 

1,500 

53,000 

1 

s. e. 

■| ■ 

€ 

mSSf: 

kJL 


^ t 

200,000 1 

□z 
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JOURNAL Dr, Cr, 



£ 

5. 

d. 

£ 

s. 

d 

Business Purchase A/c . 

100,000 

- 





To Vendors 




1(10,000 

- 


Purchase price of business 







as per Agreement dated 







Cash 

3,000 

_ 

_ 




Bills Receivable . 

1,500 

- 

- 




Sundry Debtors . 

26.500 

- 

- 




Freehold Premises 

30,0(t0 

- 

- 




Plant and Machinery . 

15,000 

- 





Stock .... 

12.000 


- 




Furniture and Fixtures 

2,000 

- 

- 




Goodwill .... 

30,000 

- 

- 




To Business Purchase A/c. 




120,000 


- 

Sundry Assets acquired as 







per Agreement dated 







Business Purchase A/c . 

20,000 






To Bills Payable 




5,000 

- 

- 

„ Sundry Creditors. 


* 


15,000 

- 

- 

Sundry liabilities as per 







Agfeement dated 







Rowell & Co, (Vendors) 

75,000 

- 

- 




To Ordinary Share Capital 




25,000 

- 

- 

(25,000 Shares of £\ each.) 







To Preference Share Capital 




25,000 

- 

- 

(25.000 Shares of each.) 







To Debentures 




25,000 

- 

— 

(250 Bemds of ;fl00 each.) 







Shares and D^ ljentures issued 







as fully paid m part payment 







of the purchase price, as 







per Agreement dated 







Ordinary Shareholders . 

50,000 



1 



To Ordinary Sfiare Capital. 




50.000 

- 

- 

60,000 Shares of £\ each. 







Preference Shareholders 

50,000 

- 





To Preference Shar(» (Capital 




50,000 

- 

- 

50,000 Shares of £\ each. 







Debenture Holders 

5,000 

- 





To Debentures 




, S,00() 

- 


50 Bonds of £\0i> each. 





... .'.41 
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NOMINAL CAPITAL SHOWN IN THE BOOKS 
Special Procedure of Certain Companies. In the Colonies, par- 
ticularly Australia and New Zealand, and also with some British 
companies, mostly Scotch, the practice obtains of opening accounts 
in the Ledger to record, not only the Issued and Called-iip capital, 
but also the Nominal Unissued, and Uncalled capital as wdl. 
English criticism takes the line that such a method is a needless 
elaboration, and also a violation of principle, in that it turns the 
double entry books into statistical records. 

Example. A Limited Company was registered with a Nominal 
Capital of £150,000 in shares of £1 each. Forty thousand of these 
shares were issued to the vendor as fully paid in part payment of 
the purchase price of the business. The public subscribed 60,000 
shares, payable 2s. 6d. per share on application, 2s. 6d. per share 
on allotment, and 5s. per share on a first call. All the money was 
duly received except the call of 5s. on 100 shares. Record the whole 
of these facts in the company ‘s bo(^ks, and show how the Capital 
would appear on the Balance Sheet. 

lOVKVAL Dr. Cr. 



Unalk)Ut‘d Shares A/c . 

To Nominal Capital A;c . 

150.000 Shares of /! each, 
as per Memoranda lu of 
A^.^ociatiori. 

Vendors .... 
To Unallolted Sliarcb A/c.j 

40.000 Sliares of /I o.tcli, . 

i'.saod as fully pa:d, as per 
Aijreeinerit dated 


Uncalled (’a[)dal A/c . 

To UnaH(;tt(*d Shares A/c.' 
60.000 Shares of /I each 
subscribed b^ Ihe public. 

Aimlication A/c . 

To Uncalled Capital A/c . 
2s. 6*.l. per share on 60,000 
shares. 

Allotment A/c . 

To Uncalled Capital A/c . 
29. 6d. per share on 60,000 
shares. 


First Call A/c . 

To Uncalled Capital A/c - 
5s. per share on 60,000 shai'es. 


£ 

150,000 


150,000 


40.000 


60.000 
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LEDGER 


Dr. NOMINAL CAPITAL Cr. 


t 1 

i 


1 


1 By Unallotted ! 

j Shares . .j 

i . 

150,000 . - 

i 

i. 

Dr. UNALLOn' 

ED SHARES Cr, 



i 


d. 

I 

! 

^ !». 

d. 

To Nominal Capital 

150.000 

- 

- 

1 By Vendors . .■ 

40,000 ! - 

> 




j Uncalh'l Capital I 

(iO.OOO j - 

** 


Ur. 

UNCALLED CAPITAL 


Cr 



To Unallotted 

Shares . 

(HI.OOO 

s. 

d. 


By .Application A/e 
Allotment A/c . 

„ First Call A/o . 

r 

7.S00 

1^,000 

$. 

4. 

Dr. 

APPLICATION ACCOUNT 


Cr 


To UuL oiled Capital 

7.500 

B 

B 

■ 

j 

By Cash . . j 

7,500 

1 

5. 

■■ 

t 

4. 

Dr. 

ALLOTMENT ACCOUNT 


Cr 


1 To UriC{iiled Capital | 

7,d00 

4 . 

4. 

By Cash . . j 

1 1 

i 

7,500 J 

i ‘i 
i 

d. 

Dr 


FIRST CALL ACCOUNT 


Cr. 


( 

j To L itcaUed Capital 

1 

15,000 

*1 

B 


•1 £ 

By Cash . . • 14,975 

i! 

I : 

4. 


BAI.ANXE SHEET 


Capital and Liabilities 

i 

s. 

d. 

£ 

s. 

d. 

Ntitninal Capital — 







150,000 Shares of £i each . 

150,000 

— 

— • 




Less Unallotted Shares — 







50,000 Shares oi £i each 

50,000 

- 

- 




Issued Capital . . • . 

100,000 






Less Uncalled Capital — 







lO^r; per share on 60,000 shares . 

30,000 

- 

- 




Called-up Capital .... 

70,000 

1 

- 




Less Calls in Arrear . 

25 

— 





Paid-up Capital .... 




69,975 

1 

- 


KotB. The balance of the UnaJiotte4 Shares Account is deducted from 
iftjt Nomiiuii Capital in the Balance Sheets 
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If ^ company has different kinds of shares, then separate accoants 
must be opene d for each kind, tlius : Unallotted Ordinary Shares, 
Unallotted Preference Shares, Uncalled Ordinary Capital, Uncalled 
Preference CapiUil, etc. 

INTEREST ON CALLS 

Interest on Calls in Arrear. The Articles of Association usually 
empower the directors lo charge interest on calls not paid within 
the specified time. 

Provisions of Table A. Article 13 of Table A, Companies Act. 
192J), reads a.s follows — ' 

If a siiJii called iii respect of a share is not paid before or on the day ap- 
pointed for payment therec^f, the person from whom the sum is due shah p.T.y 
interest upon the sum at the rate of five pounds per cent per annum from the 
d.'iy appointed for the ]xiynit‘nt tluTeuf to the time of the actual payment, 
but ilie diivctors shall be at liberty to wiiive payment of that interest wholly 
or in part. 

The same or similar provisions are usually contained in special 
Articles. 

Entries in the Books. Where tlie Share Ledger does not contain 
any columns for inlerest, accounts will have to be opened in the 
General Ledger for tlie sharolioldtTs concerned. The folkwing 
Journal entry will be necessary — 

SlMiohCiulLi' Df, 

To latero.Nt Keceivable C¥\ 

llie IntcruM Keceivable will be taken as a profit to Profit and Los;5 
Account, and the shareholders w'dl appear as Debtors on the Bal- 
ance Sheet. Where the Share Ledger Accoimt is in two parts, a 
Casli Account and a Share Account, tlie interest will be shown in 
the Share Ledger itself, being debited to the shareholders ainccmed ’ 
from the Inten>st column in the Call Book. In the General Ledger 
the interest will be treated impersonally, i.e. the shareholders’ names- 
will not appear. following Journal entry will be required — 

Outstanding Interest Dr-. 

To Interest Receivable Cr. 

The Interest Receivable will be treated as a profit in the Profit and 
Loss Account, and the Outstanding Interest will appear as an asset 
in the Balance Sheet. 

Interest on Calls paid in Advance, llie Articles of .^sodation 
usually give the directors of a company power to allow interest on 
calls paid in advance. 

Provisions of Table A. Arjicle 16 of Table A, Companies Act, 
1929, reads as follows — 

The directors may, if they think fit, receive Rom any member wfiiing to- 
advance the some, w or any part of the moneys uncalled and unpaid upoik 
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any shares held by him ; and upon all or any of the moneys so advanced may 
(until the same would, but for such advance, become presently payable) pay 
interest at such rate (not exceeding, without the sanction of the company in 
g<mcral meeting, six per cent) as may be agreed upon between the member 
pnying the sum in advance and the directors. 

The same or similar provisions are usually contained in special 
Articles. 

Entries in the Books. Wlicre the Share Ledger is not provided 
with columns for interest, accounts will be opened in the General 
Ledger for the shareholders concerned. The following Journal entry 
will be required — 

Iniorest Payable Dr. 

To Shareholder O. 

Tiic Interest Payable will be a loss in the Profit and Loss Account, 
and the shareholders ^^iJl appear as Creditors on the Balance Sh(?et. 
Where the Share Leilger Account is in two parts, a Cash Account 
and a Share Account, the interest will be shown in the Share Ledger 
itself, being credited to the shareholders from the Interest column 
in the Call Book. In the General Ledger the interest will be treated 
impersonally, the following Journal entry being made — 

Interest Payable Dr. 

To Outstanding Interest Cr. 

The Interest Payable will be transferred to Profit and Loss as a 
loss, and the Outstanding Interest will be a liability on the Balance 
Sheet, In many cases, however, interest will be paid on the due 
date, and only the following Cash Book entry (payments side) will 
be required. 

By Interest on Calls in Advance 

This amount will be debited to an account of the same name in 
the General Ledger, and, at balancing time, will be transferred like 
other losses to Profit ^and Loss Account. 

O^OOTEITURE OF SHARES. 

What Forfeiture Means U It has been shown in the previous chapter, 
that It a siiareholder /ails‘ to pay the sums due from him when the 
directors make a call, such sums are treated as calls in arrear. 
Should the shareholder not pay the money within a further stipu- 
lated time, the direct <>rs generally have power conferred on them 
by the Articles of Association to cancel such shares, after due notice 
has been given to tlie shan'holder, and to appropriate to the com- 
pany's own use any money already paid up on them. Theise shares 
are then said to be forfeited, and the shareholder censes to be a 
member of the company The articles must be Strictly complied 
with, otherwise the lorfeiturc may not be valid; and particulars of 
forfeited shares must be given in the Annual Return. 
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Provisions of Table A. As regards forfeiture of shares the follow- 
ing provisions of Table A, which are typical of most Articles of 
Association, sliould be carefully noted — 

23. If a member fails to pay any call or instalment of a call on the day 
:i]>poiuted for payment thereof, the directors may, at any lime thercaftei 
cliiriiij? such lime as any part of such call or instalment remains unpaid, 
serve a notice on him requiring? payment of so much of the call or instalment 
as is unpaid. t<\i?ot]ior with any interest which may have accrued. 

24. The notice shall name a further day (not earlier than the expiration 
of fourteen days from the date of the notice) on or before which the payment 
recpiired by the notice is to be made, and shall state that in the event of non- 
payment at or before the time appointed the shares in respect of which the 
call was made will be liable to be forfeited 

25. If the requirements of any such notice as afore.said are not complied 
w ith. any share in reqject of which the notice has been given may at any time 
llier< alt(.‘r, before the payment required by the notice has been made, be 
forfeited by a resolution of the directors to that effect. 

26. A forfeited .share may be sold or otherwise disposed of on such terms 
and in such maimer as the directors think 6t, and at raiy time before a sale or 
<lispositi<.ii Die foi fedure may be cancelled on such terms as the directors 
think fit. 

27. A pcTson whose shares have been forfeited shall cease to be a member 
in icsptH’t of the forfeited shares, but shall, notwithstanding, remain liable 
to pay to the company all moneys which, at the date of forfeiture, were pre- 
s<*ri1lv pat ablc by him to the company m n sped of the shares, but his liability 
shall ( vaso if and when the company receive payment in full df the nominal 
amount of the shares. 

29. The provisions of these regulations as to forfeiture shall apply in the 
case of non-payment of any sum, which, by the terms of issue of a share 
becomes payable at a fixed time, whether on account of the amount y, the 
share, or bv way of premium, as if the same has been payable 1 » trtue of a 
call duly made and notified. 

Note re (24) Above. Students must not be of the opinion that — at the 
expiration of fourteen days — the secretary of the company must proceed to 
send a notice re Calls iii Arrear with a view to their forfeiture. There may be 
considfuable delay, and careful inquiry is prosecuted before the notice (hinting 
foi ftMtnre) is sent. 

( 'ire um stances occasioning delay in payment of calls arc often extenuating, 
and the secretary of a company is ddfidcut of taking steps to enforce the 
payment of arrears. 

Liability of EX'Shdreholder. The cx-shareholder is, strictly speak- 
ing, still liable, even after forfeiture, for the sum owing on the 
shares. But the amount is, for all practical purposes, a bad debt, 
and is usually written off. Moreover, a shareholder of substance 
cannot simply abstain from paying calls and expect his shares to 
be forfeited. It is the duty of the directors to compel payment if 
it can be obtained. The ex-shareholder ‘s liability ceases, however, 
so soon as the company receives pajmient in lull for the particular 
shares forfeited. 

Entries Req uired when.ShaBKi lare iforfeited. The full amount 
called tlfion thesnares hai, df"^!(J0rS6',Ufcfefr credited to Capital 
Account in the expectation of receivhig the money ; these sums must 
now be debited back to the Share Capital Account in order to caned 
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them. The amount actually paid on the forfeited shares, i.e. on 
Application, or on Application and Allotment, mxist be transferred 
to a “ Forfeited Shares Account," or to a " Cash Paid on Forfeited 
Shares Account.*' Again, the amotmts owing on the shares have 
been debited to the Allotment Account and to the Call Account 
when the money was called up ; these amounts must now be credited 
back to the Allotment Account, or Call Account as the case may 
be, in order to cancel them. 

An alternative method also obtains in practice. This procedure 
is to debit the Share Capital Account with the full amount called up 
on the forfeited shares, and to credit the same amount to a ForL-itcd 
Shares Account. The Forfeited Shares Account is then debited 
with the amounts owing on the shares, and these amounts arc 
credited back to the Allotment Account, or Call Account, as th.e 
case may be. This method is not recoinircnded by the editor. 

Example. A Limited Company has an Issued Capital of £60,0(MJ 
in shares of £l each, 15s. per share called up. The directors resolve 
that 160 shares, on w'hich the first and second calls of 5s. per shart^ 
each had not teen paid, should be forfeited. Make tlic neecssarj' 
Journal entries and show the effect on the Company Balance Sheet. 


First Method- 


JOURNAL 


j^hare Capital A/c (full amount 
V ' called up) . . . . 

To Forieited Shares A/c 
(amount paid) 

,, First Call A/c (ofnouni due) 

, , Second Call A/c (amount due) 

160 Shares Nos lo 

forfeited by order of the Board 
for non-payment of calls. Reso- 
lution No dated... 


Alternative Method — 

JOUitNAL 


Share Capital A/c . . A 

To Forfeited Shares A/c . 

160 Shares of l\ each, 15s, called 
up, forfeited, as per Kcsolutioii 
dated 

Forfeited Shares A/c . 

To First Call A/c . 

„ Csdi Ate . ' .r 

Amount ei impaid calh* written 
Mcfc. 


!| £ ■; 

&. j 

1, 

1 


40 


40 

- 

40 

\ 


r. 

Cr. 


£ 

120 - 
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Eoth Methods — 

BALANCE SHEET 


Capital and Liabilities 

Issued Capital — 

60,000 bhs. of /I ea., 15s. called up 
Less 160 „ ' „ forfeited . 

L 

45,000 

120 

5 . 

d. 

L 

44,880 

s. 

d. 

59.840 

i 





Forfeited Shares A/c , , 




40 

- 

- 


In the Share Ledger a note would be made in red ink, in the 
shareholder's account, stating that the shares were forfeited, and 
giving the date of the directors' resolution. 

If the Nominal Capital has been entered in the books, the follow- 
ing Journal einry wih be requin d — 



JOURNAL 


Dr. 

Cr, 



i 

i 

Unallotted Shares A/c 

To Uncalled Oipitai A/c 
Forfeited Shares A/c . 

First Call A/c . 

,, Second Ciill A/c . . ! 

160 shares Nos to ’ 

ffjifeiied for non-payment <>» ! 
calls, as per Resolution N<». J 
dated ! 

L 

160 

1 

i 

i 

s. 

^ i 

"■ t 

i ' i- 

4(» i - 
40 i - 
40 ! - , 

10 i - 

I 1 

; ] 

d. 


What is Done with the Cash Received on Forfeited Shares. The 
money received on forfeited shares is, as we have 5>een, plac^ to 
the credit of a Forfeited Shares Account. This money is, of . 

a profit to the company, but it is a capital profit, and must not Isle 
taken to Profit and toss Accoimt. It is suggested that the money 
rnayj>e treated as divisible profit, but such procedure is imusual, 
and IS condemned by the great majority of accountants; The 
amount may be transferred to a special Reserve Account, to be 
used to write down capital exi>enditure or losses. If it is proposed 
to re-issue the shares, the amount is left in the Forfeited Shares 
Account, to bo dealt with whenever such re-issue takes place. 

ISSUE OF FORFEITED SHARES 
Poyiwr to Re-issue. As the forfeiture of shares is not a redaction 
of capital witlim tbe~m»;hmg.jQf the Compauies Act, tlie Artides 
of Association of., a company usiiidly give the directors poww to. 
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re-issue forfeited shares. Such shares may be issued at par, at a 
premium, or even at a reduced price. The reduction, however, 
should not exceed the amount already paid up on the shares, as 
otherwise this would be tantamount to the issue of shares at a dis- 
count, wliich is only legal under special conditions as stated on 
page 384, 

Treatment of Forfeited Shares Account Balance. Any balance 
of the Forfeited Shares Account, after the re-issue of the forfeited 
shares, may be transferred to a special Reserve Account, or even to 
the Profit and Loss Account unless the Articles forbid it. The latter 
procedure cannot, however, be recommended, as such profit is not 
a revenue profit, having never been earned ; and it is not, therefore, 
in the true sense, a profit available for dividend. By some account- 
ants, the balance left in the Forfeited Shares Account is first shown 
as a premium on the re-issue of the shares, and then transferred to 
a special Reserve Account. 

Entries on Re«issue . On re-issue, a Journal entry is made, debit- 
ing IhepeK^^ the shares have been re-allotted with the 

amount he has agreed to pay for them, debiting Forfeited Shares 
Account with the reduction in price (if any), and crediting Share 
Capital Account with the called-up value of the shares. By some 
accountants the Forfeited Shares Account is debited with the full 
amount standing to its credit, thus closing the account ; the diffti*- 
ence between this amount and the reduction in price allowed to the 
allottee of the shares is then credited to a Premium on Shares 
Account. Other accountants prefer to deal with the matter imper- 
sonally in the General Ledger, and open a Forfeited Shares Re-issued 
Account. 

Example. The directors of the aforesaid Company resolved that 
the previously mentioned shares, namely 160 shares of £l each, 
15s. per share called up, 5s. per share paid up, should be issued to 
John Smith, credited with 15s. per share paid, for £100. Make the 
necessary entries in the company's books. 

First Method — • 


JOURNAL Dr. Cr. 



i 

5 . 

d. 


5 . 

d. 

John Smith (personal account in 







General Ledger) • 

100 

- 

- 




Forfeited Shares A/c 

20 

- 

- 




To Share Capital A/c 




120 

- 

- 

Re-issue of 160 Shares of £1 each, 
credited with 153. per Share paid, 
for £100, as per Resolution 
No dated 




j 
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Dr. 


Keceipts 




To John Smith . 


'' I 5- i 

joo j - ; - 


Noth. As £120 of Capitril (| of £\C^0) is hojT.^ for 'fhti balance 

of £20 must be made good out of the Forfeited Sluires Account. 


Second Method — 


JOURNAL Vr. Cr. 



j 

1 i 

s. 

d. ’! £ 

5. 

d. 


john Smith .... 

100 

- i 

- 



1 

F«jrfeit('d Share** A/c . .* 

40 

-i 

1 - ;i 




To Shan' Capital A/c . ,( 


1 

1 1 

’! 120 

- 

- 


,, Pronmnn on Shares A/c .! 

i 


; ‘-J0 

- 

— 


Ht'HssiK' of IdO Shares of £1 »*ach. • 

1 






cp'diled witli 15s, p<'r Siiaro paid, < 
for £100, as per Resolution dated j 

! 

i 

1 

{ 


i' 

ji 




i 

i 

1 


'' 

1 


Dr. 

CASH BOOK 






Reev pts 




liR 






li i 

i 

1 5 . 

d. 

To John Smith ..... 

• 

• 

.tj iro 

! - 

j 



Third Method — 


JOURNAL Dr Cr. 



£ 

T 

d. 

1 i 

5. 

d. 

Forfeited Share.s Rc-issued A/c . 

120 


- 

1 



To Share Capital A/c 




1 120 

- 

- 

R«’ issue of 100 Shares of £1 each. 




1 



ISs. per share credited. 

j 



i 



Forfeited Shares A/c . 

j 20 


1 

; 



To Forfeited Shares Re-issued 



t 

If 



A/c ..... 

1 



j 20 

- 

- 

Amount transferred to makQ good 







reduction in price of shares Issue,!, 




1 



£120 issued for £100. 
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Dr. 


CASH BOOK 


Receipts 



j< 

ii 

Ikink 

• 



Ii 

L i i 

To Forfeited Shares Re-issiu J A/c 

i 

• 

• 

il 

100 j - 1 - 

i « 




DEBENTURE INTEREST 


. Defmition. Debenture Interest is the interest payable each year 
on the 'money borrowed by the company on debenture bonds. It 
is usually paid half-yearly, and is subjt^ct to deduction of income 
tax at the current rate for unearned income. 

Entries for Debenture Interest. The interest is debited to a separ- 
ate Debenture Interest Account. Entries are made as follows — 


JOURNAT- Dr Cr. 



L 


j i 

5 i 

Dt‘f«iriture Interest . 

800 

- 



To Debenture Holders , 



(HO 

- 

„ Income Tax A/c 



1 


Haif-year's Debenture Interest, 

1 


11 


less tax at 4s. in the 

1 

ll 


i 



CASH BOOK 


Payments jj Bank 





1 

1 ““ 1 - 

d. 

By Debenture Holders 

• 

• 




Sometimes, however, a Journal entry is not made. A cheque is 
drawn for the net amount of interest payable, and is entered as 
follows — 

CASH BOOK C>, 


ll 


Payments j 

i liank 

1 

By Debenture Interest less tax . 

• 

• 

• 

O 

s. 

d. 


The Debenture Interest Account is closed, at balancing time, by 
transfer to Profit and Loss. 

Deduction of Income Tax. A limited company is empowCTed by 
law to deduct kteome tax at the current rate in the from all interest 
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paid to debenttire holders. The amount of the tax is not remitted 
direct to the Revenue Authorities, but is placed to the credit of the 
Company’s Income Tax Account. Later on, before calculating the 
profits on which the company paj’s tax, the amount of the deben- 
ture interest will be add^ to the profits shown in the company’s 
accounts, and thus the Inland Revenue Authorities will recover the 
tax deducted by the company from its debenture holders. 

Debenture Interest Charged in the Appropriation Account. Some 
limited companies charge the debenture interest in the Appropriation 
Account. From an accountant’s point of view this is certainly not 
correct. Such interest is undoubtedly a charge against the profits, 
and not an appropriation of it. 

How the Dei^ture Interest is Paid. In large companies, a cheque 
is drawn for the net amount of tlie interest payable, and posted to 
the debit of the Debenture Holders Account, thus closing it. The 
cheque itself is paitl in to the credit of a separate Debenture Interest 
Account at the company’s bank, and a separate Debenture Interest 
Pas,s Book is kept. Cheques or w’arrants arc then drawn on tliis 
account for each debenture holder’s portion, and sent to the deben- 
ture holders concerned. When the debenture holders clear their 
cheques, the amount will be debited by the bank to this particular 
Debenture Interest Account, and eventually this account will be 
closed. ^\^JCn the number of debenture holders is not very large a 
separate Dcbimtiirc Inlere.^t Bank Account may not l>c opened; 
the debenture interest cheques or warrants may be drawn on the 
ordinary Bank .\ccount. 

•Unclaimed or Unpaid Debenture Interest. If at balancing time 
all the debenture holders have not cleared their iuterest cheques, 
there will be an unpaid balance of debenture interest. The double 
entry books themselves will be quite clear. The Debenture Interest 
Account \vill have been debited "To Debenture Holders ” and "To 
Income Tax Account, ” and credited "By Profit and Loss"', or, 
alternatively, it will have been debited "To Cash," and credited 
"By Profit and Loss ” ; in either case the Debenture Interest Accoimt 
will be closed. To "avoid making a one-sided entry, the balance 
of the Debenture Interest Bank Account must, consequently, be 
shown on both sides of the Balance Sheet; on the liabilities side 
as " Unclaimed {or Unpaid^ Debenture Interest,” and on the assets 
side as " Cash at Batik on Deberdure Interest Accotmt." Very often, 
however (especially in exercises and examination papers), there is 
no separate statement of cash ; the money with which to pay this 
debenture interest is included in “ the Cash at Bank," 

Debenture Interest less Tax, In exercises and examination papers 
the student will, sometimes, find in the Trial Balance an item like 
the following — 

Debenture Interest less tax at 4s £640 
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In the Profit and Loss Account the Debenture Interest must be 
raised to its proper sum, as the full debenture interest, not part 
of it, is a proper charge against profits. The amount of the tax 
must be ascertained and added back to the debenture interest. 
The amount of the tax must also be deducted from the l^atcs and 
Taxes Account, or Income Tax Account, if the company lias paid 
its income tax ; if not, it must be shown on the liabilities side of the 
Balance Sheet as “ Income Tax Account Cr. balance.** The amount 
of the tax is found by arithmetical process. Tlie tax is one-fifth of 
the gross amount taxable. The amount stated as “ Debenture Inter- 
est is, therefore, equal to four-fifths of the full amount. To r<iise 
tiie amount to the proper sum, apply the formula : £(340 X J, which 
will yield the gross amount taxable, i.c. £800. 

DIVIDENDS 

What is a Dividend ? A dividend (Latin dividendum from divi- 
dere == to divide) is a share of the profits of a joint slock company, 
the profits being divided among the shareholders. Strictly speaking, 
tlie term dividend applies only to the total sum divisible; il is 
also used, however, to denote the portion rec(‘ived by eacl) indi- 
vidual shareholder. Dividends arc propositi or recoinmeiidtd by 
the directors and declared by the company in general meeting, 
the shareholders having usually to pass a resolution sanctioning the 
proposed distribution. The dividend tlien becomes a lial)ility to 
the shareholders as from the date of its declaration, but does not 
'I bear interest against the company. 

Interim Dividend, An interim (Latin interim == in the meantime) 
dividend is a dividend declared before the close of the company's 
financial period, cither out of profits that are accruing, or out of 
profits brought forward from a previous period. 

Provisions of Table A- The following provisions of Table A, 
which are typical of most Articles of Association, should be care- 
fully noted — 

89. Tlie company in general meeting may declare dividends, but no divid*^iid 
shall exceed the amount recommended by the directors. 

90. The directors may from time to time pay to the rncnilieis such interim 
dividends as appear to the directors to be justified by the profits of tlio 
company. 

91. No dividend shall be paid otherwise than out of profits. 

BZ, Subject to the rights of persons, if any, entitled to shares with special 
rights as to dividends, all dividends shall be declared and paid accordnig to 
the amounts paid on the shares ; but if and so long as nothing is paid u}> on 
any of the shares m the company, dividends may be declared and paid accord- 
ing to the amounts of the shares. No amount paid on a share in advance of 
calls shall, while carrying interest, be treated for the purposes of this article 
as oaid on the s|iare. 

93. The directors may, before recommending any dividend, set aside out 
of the profits of the company such sums as they think proper as a reserve or 
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n?^ierves which shall, at the discretion of the directors, be applicable for meeting 
contingencies, or for equalizing dividends, or for any other purpose to which 
the profits of the company may be properly applied, and pending such appli- 
cal ion may, at the like discretion, either be employed in the business of the 
company or be invested in such investments (other than shares of the company) 
as the dire ctors may from time to time think fit. 

94. If several persons are registered as joint holders of any sliare any one 
of them may give effectual receipts for any divideml or other moneys payable 
on or in respect of tlic share, 

95. Any dividend may be paid by cheque or warrant sent through the 
post to lUo registered address of the member or person entitled thereto. 
(A similar provision is laid down for joint holders.) 

96. No dividend shall lx*ar interest against the company. 

Entries for Dividend. When a dividend is declared on any kind 
of shares a separate Divi(len<l Account is opened. Entries are made 
as fullow.s — 


JOURNAL JJr. Cr. 



i 

Prefer Tif i- Div d'‘'id .i 

To Pn’f. reiiLO SlMKih“ldcr:> .| 
,, Income T ix A/c . .j 

Di\i(leu(l ios'' Mx 4s :ii the / j 

/• 

i,-i6o 

s. 

u . ; 

- i 

1 

1,120 

280 

i*. 

d. 


.\ppr<M«ii ruoa A;'» . . .Ijl,l<>) 

To Sii'iM 1 )ivi<leiid ,1 

balance traii^h n ed, ,j 


i 

j 1,400 




CASH BOOK 




Cr. 


]\.yin('nts 



1 

■! 

Bank 

- 

By Vrcfcrcnce Siiaroholders 

. 

. 

i! 

ii 

1,120 

s. 

d. 

Sometimes the entij^ is made direct to the Appropriation Accoimt 
thus — 


JOUlilNAL 


Dr, 


Cr. 



Appropriation A/c . . J 

I'o PrcftTence Share Dividend 

Dividend on Shares at 

«»/ 

1,400 

s. 

d. 

£ 

1,400 

s. 

d. 


l*reforcnco .Share Dividend A/c . 

To Income 'tax A/c 

Tax on 1,400 @ 4s. in the / 

280 


! 

! 

280 

- 

- 
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CASH BOOK 

Cr.^ ^ 


L i 

1,120 1 

i 

How the Dividend is Paid. In large companies a cheque is drawn 
for the net amount of the dividend (i.e. less tax, if any), and thife 
amount is posted to the debit of the Dividend Account (or Siare- 
holders' Account, as the case may.be), thus closing it. The cheque 
itself is^paid in to the credit of a separate Dividend Account at the 
company's bank, and a separate Dmdcnd Pass Book is kept. 
Cheques, or dividend warrants, as they are called, are then drawn 
on this account for each shareholders' portion, and are sent to the 
shareholders concerned. When the shareholders clear their dividend 
warrants, the amounts will be debited by the bank to this particular 
Dividend Account, and eventually this account will be clos^. When 
the number of shareholders is not very large, a separate Dividend 
Account may not be opened at the bank ; the dividend warrants 
may be drawn on the ordinary Bank Account, 

Deduction of Income Tax. A limited company is empowered by 
law to deduct income tax from all dividends paid to its shareholders. ^ 
There is a notice attached to the dividend warrant, stating how 
much tax has been deducted, and showing how tlife amount of the 
dividend cheque has been arrived at. The amount of the tax de- 
ducted by the company is placed to the credit of its Income Tax 
Account, to reduce any debit already thcrcif A limited company is 
under no obligation to remit to the Revenue Authorities the "tax 
deducted on any particular dividend. The company pays tax on 
the whole of its profits (the assessment being based — ^for any ^ven 
yeaj;r-on the preceding year's profit). 

or Unpsud Dividends. If, at balancing time, thcre^; 
'any balance in the Dividend Pass Book, it will arise from the fact 
!that jSpme of the shareholders have not^ presented their dividend 
;i«rkrraAts for payment. Tins, balance must be shown as a liabiKiy 
company's Balance Sheet; for the company yrill still he 
iiabje to pay the money, at any rate for a period of twenty years, 
which time the dividends may be forfeited. 'Flic double entry 
hooks themselves will be quite cleajjr Fof the Dividend Account 
"will have been credited "By Appropriation Account'' and debited 
j^i'To Cash'* and "To Income Tax Account**; or, alternatively, 
it wUl'have^^^ debited "To Sharekold^s' Account" and/' To ^ 
and credited " By' Appropriation Ahc0mt'' 
the Dividend Account will be closed To 
' lOToid makii^* a oife-sidcd entry, the, unpaid the divideiWi* 



Payments 

By Preference Share Dividend A/c 


B;mk 






JOINT Sipcjp'^MVANIES' <^47. 

^ ^st consequently be shoiwn on both sides of the balance %eet. 

* On the liabilities side it wUl appear as “ Unclaimed {or Unpaid) 
Dividends”', on the assets side as "Cash at Bank on PHvideiid, 
Account.” Very often, however (eq)eciaUy in exercises and exam* 
ijiatiob ^pers), there is no separate statement of cash the money 
with which to pay the dividend is included in the general " Cash 
at Bank." 

,, Dividend “ Free of Tax.” A notice sometimes appears to the effect 
that dividends are free of tax. This statement does not mean that 
sucl**dividends are not taxed ; since, as a limited company is taxed 
on the whole qf its profits, it is indirectly taxed on any dividend it 
pays away. A limit^ company is not, in any case, oWig«i to deduct 
income tax from any ordinary dividend it pays to its shar^olders. 

It may do so if it likes. The statement that an ordinary dividend is 
to be " free of tax " simply means that the shareholder will receive 
the gross dividend instead of the net; in other words, that the com- 
pany and not the shareholder will boar the tax. 

l{ should be noted that “ free of tax " dividend is very seldom 
paid on preference shares, and such a payment would be irregular 
unless the shares were issued on those terms. If dividends on 
preference shares not so issued were paid " free of tax," the ordinary 
shareholders, who are entitled to receive all surplus profits, would 
' be deprived of the amount represented by tlie tax. 

vyPreference Dividend less Tax. The Trial Balances of ^ercises 
■ and examination papers sometimes contain an item similar to the 
following — j 

Preference Dividend less tax ai As £1,600 

In the Appropriation Account the amount of the tax should be 
ascertained and added back again. The amount of the tax must 
also be deducted from the Taxes Account if the comply has paid 
its fiicome tax ; if not, it should be shown on the liabilities side of 
,idi&.Balance Sheet as “Income Tax Account Cr. valance.” The full ^ 
mVidend should be debited in the Appropriation Account, ^nd the@ 
iunbunt of the tax written back to the credit of the Taxes Accorntfe.'^;. 
The Income Tax .Account of a limited company should, generally 
speaking, show on the debit side the amount of tax pajrabl^by the 
company, and on the credit side the amounts of tax recovered 
from the shafcholders, debenture holders, and others. The tax is 
one-fifth of the gross dividend payable. Tliercfore, fihe amount shown 
£1,600 » 4 gross ambunt.-,A To raise the Preference dividend tp^ 
its full'amount, invert the fraction f and proceed as follows t f pf 
£1,6Q0 £2,000 being the gross dividends upon which tax i^ - 

cl^eable. : 

^f^yiaesad E(pialh!atioA.Ftuid or Reserve. In prosperon^yea^lhiet- 
' ' profits of a, lici|ited cpmpany axe vu'ually not all 
; pfoportfon *is''put. fisido as a proyisiup for less- pro^peri^ 
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tliat is to say, a portion of the profits is transferred to a Dividend 
Reserve Account or a Dividend Equalization Fund. The company 
is then able to draw upon this fund in order to make good the 
shortage of profit in a bad 5 ’’ear. The surplus of prosperous years 
are tluis used to level up the less profitable years; this is sound 
business policy. It is far better for a company to pay a normal 
di^^dend every 3 ^ear, than to pay a very large divid< nd one year 
and the next year a verj' small one, or perhaps no dividend at all. 
The effect of good, regular dividends will be to keep the market 
prio' of the shares steadj", and to enable the company to obtain llie 
necessarj" credit, without which its business operations will be 
seriously restricted. A “ Reserve Account *' built up out of profits 
can likewise be drawn upon for this purpose. 

Scrip Dividend. Financial and other companies sometimes take 
power in their artick'S to pa\^ free of tax “ Scrip " dividends, that 
IS, to distribute, by wa\^ of dividend, shares or de1;enturos in olln r 
companies. 

A companv" is obliged, under penalty of jflO for each offi nee 
(maximum £100), to issue with the dividend a statement in writing 
showing the gross dividend, the inciauf' tax deducted, and the net 
apiount payable. 

V Example. Tlie accounts of the Excelsior Trading Co., Ltd., show 
a net profit of £20,060 for the year ended 3lst Decduber. The 
directors resolve as follows — 

1. To pay a dividend of 5 per cent (less tax at 4s. in the £) on 
the Preference Shares (£80.000). 

2. To pay a dividend of 10 per cent, free of tax, on the Ordinary 
Shares (£100,000). 

3. To transfer £3,000 to the Fund. 

4. To transfer £2,000 to a Dividend Reserve Fund. 

5. To carry the balance foiward. 

Make the necessary entries to carry" out the above, and show the 
Ledger accounts affected. 


JOURNAL T)r. * Cr. 



Profit and Los:? A/c . . | 

To Appropriation A/c . j 
Dalance Iransfc-rrcd. j 

Appropr-ation A/c . .! 

To Prcferonce Share Divi- 
dend A/C 
on ^80,UO0. 

Prr fercncc Share Dividend 
A/c ... . 

To Income Tax A/c .! 

Tfist at 4b. in the £ on £4,000. | 
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JOUKNAD— 


Df, 


Cr. 



Appropriation A/c 

To Ordinary Share Divi- 
dend A/c 

10% on ^100,000. 

i 

10.000 

s. 

d. 

£ I 

i 

( 

10,000 

s. 

d. 


Appropriation A/c 

To Reserve Fund A/c 
Amount transferrod. 

3,000 



3,000 


- 


Appropriation A/c 

To Dividend Reserve A/c 
Amount transfcrrctl. 

2,000 



2,000 


i 

i «. 

: 

) 

1 


CASH liOOK 




Cr. 

P,iynirnt.s 

B.vnk 


By Prcforcnco Share Dividend A/c 
„ Ordinary Share Dividend A/c 

• « 

e • 

• 

, 

£ 

3,200 

10.000 

s. 

i ''• 

{ ”■ 

i 


T.EOOER 

I)K PROFIT AND LOSS ACCOUNT Cr. 



To Appropilation 
A/c 

£ 

20,060 

1 

1 

1 

BBH 


s. 

4 , 

Dr. 

APPROPRIATION ACCOUNT 


Cr 



To Pref Share 

PividPTiA 
„ Or^I, Shjrc 
PivMt'iul 

^ Rr.VTvc Fund . 
,* DivM Reserve . 
„ Rnlnnce c/f 

£ 

4.000 

10,000 

3.000 

2.000 

s. 

i. 


By Preftt and Lose 
A/o . 

€ 

20,060 ' 

t. 

i. 




- 

i - 



£20,060 

- 

! ^ 



1 





Dr PRFFERENC^ SHARE DIVIDEND ACCOUNT Cr, 



To liKy>me Tax A/c 
Caah 

800 

3,20i) 

1 

1 

I 

mmrh 

IB 

I 

1 



£4,000^ 

X. 

B 

3 


HhI 

[ £4,000 

-1 

B 


Dr, ORDINARY skARR ^VIDliND ACCOUNT ^ 


To Cash . . 


E 

iL’"' 


By Avpieoriatkiii 

£ 

I 


B 



y. A/o . * 

io«opo 

B! 
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Dr. RESERVE FUND ACCOUNT Cr. 


1 

1 : 

1 ! 


1 

i ! » 1 

1 

1 

1 { 


By AppruprirUioa 

; 1 

j 

! 

! 1 


A/c 

3,0(K) 1 - j - 

1 ' 


I)f> DIVIDEND RESERVE ACCOUNT Cr. 


!l 

ii 

! 

j 


5 

i 

By Appropriation > 

i 

\ 

■;] 

!l 

1 ■■ 1 

; 1 

! i 


1 A/c . .* 

1 1 

; 2,U00 

1 

1 


Dr. INCOMI*. TAX ACCOUNT Cr. 



! ■ 1 

i ; 

! 

! 

! 1 : 5. «' 



1 

1 By Tref. Share- Div. 

'! < 

i 

1 i 

! 

Ajn 

1 : 800 J - ! - 

!i ' 1 


PREMIUMS ON SHARES AND DEBENTURES 

Nature of these Profits. Premiums received by a limited com- 
pany on the issue of its shares or debentures are capital profits, i.,c. 
not profits available for dividend, and are retained in the busini ss 
as working capital. Unless, however, the Articles of Association 
( Xpressly forbid it, there seems nothing to prevent a companj^ from 
taking such profits to its Profit and Loss Account, as divisible 
profits, Although such a practice is strongly condemned by all the 
leading accountants. The term " capital profits is used in contra- 
distinction to revenue profits," which are gains made by trading. 
v-^How Dealt With. 'Diese premiums are usually transferred to a 
Capital Reserve Account, and are then available for writing off 
capital losses, or for writing down the value of intangible assets, 
such as Goodwill. Tlie ordinary Reserve Fund is often drawn upon 
Uji the purpose of dividends, hence the necessity for putting sin'h 
jirofits to a special Reserve Account. In the case of a debenture 
premium, the expenses of issue (if any) are a first charge against it 
b<;fore it is transferred to a Capital Reser^t^ Account. Where the 
debentures are redeemable, the premium is often transferred to a 
Debenture Redemption Account, thus forming the nucleus of the 
fund for repaymer^t. 

■^ DISCOUNT ON DEBENTURES 

Nature of these losses. The discount allowed by a lltnited com- 
[xiny on the issue of its debentures is a capital loss. The latter term 
IS used in contradistinction to " revenue loss,” which is a toss 
sustained by tra^ng. In many cases there are other expenses con- 
nected the issue, such as brokers' commission (where the 
application'form bears a broker's stamp), underwriting commtosion, 
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etc. ; the whole is then debited to a special account entitled '' Cost 
oOssne of Debentures.** 

‘'^^ow Dealt With. Section 44 of the Companies Act, 1929, enacts 
that the amount of such commission and discount must be separ- 
ately stated on the Balance Sheet until the whole is written off. 
If the debentures arc irredeemable, the amount of such expenses 
shouhl, none the less, bo gradually written off like Preliminary 
llxpcnses but over a long period. Where the debentures are redeem- 
able. the amount of such expense is generally written off over the 
period of the debenture loan, c.g. if the debentures are repayabi': 
at the end of five ye ars, then one-fifth of the cost of issue, *or dis- 
count, will be written off each year. Wierc, howrver, the deh' ii- 
turcs are redeemable by annual drawings of a fixed amount, th? 
discount must be written off each year in proportion to the amount 
of debentures outstanding; so that thost years which enjoy the 
larger portion of the debentures shall bear the larger portion of tliC 
discount. The debentures themselves will ho shown on the Balance 
Miec t at their nominal or face value. 

” Example i. A Limited Company issued £8,000 Debentures nt 
a discount of 5 per cent, n payable at the end of five years. Sliow 
Jhe Discount Account in the Ledger for this period. 
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^'^HEacample 2. A Limited Compasny issued £8,000 Debentures at a 
discount of 5 piT cent, repayable by annual drawings of £1,600. 
Show the Discount Account in the Ledger for the period of dura- ^ 
tion of the debentures. * 
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The Debentures outstanding 1st year will be 

£8,000 

»* »i 

„ 2nd „ „ 

6,400 

ff *1 

,, 3rd ,, ,, 

4,800 

IS l» 

.. 4ih „ 

3,200 

»> tl 

5th „ „ 

1,600 



£24,000 


Therefore ^i^ths of the Discount must be written off in the first 
year, /i^ths the second j’ear, and so on. Or, more shortly, the 
Discount must be written off in the ratio of the years taken back- 
wards. Now 5-i-4-t-3-f-2-|-l — 15; and the proportions will 
therefore be i^ths, -i^th-s, f’^ths, ^ths, and j*sth respectively. 


Dr. DEBENTURE DISCOU.NT Cr. 
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ARREARS OF DIVIDEND ON CUMULATIVE 
PREFERENCE SHARES 

Treatment in Books and on Balance Sheet. As has previously 
been stated, the difference between a cumulative preferonee. sliare 
one that is not cumulative is, that with the latter the dividend 
is payable only if there arc sufficient profits available during the 
particular year in which the dividend accrued; whereas with tie 
cumulative preference sliare the dividend, if it cannot paid out 
of the current year's profits, bccotaes .a first charge on the subse- 
quent years' profits, The question then arises as to how sifeh armurs 
^ dividend should be treated. Siould they be brought into tlie 
/jbq^ as an ordinary liability, ch: should they b^ kft imtil there 
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arc sufficient profits available to pay them? Some accountants 
bclic\x' in bringing them into the books as an actual liability, and 
journalize them as follows — 

^ Arrears of Preference Share Dividend Dr. 

^ To Outstanding Preference Dividend Cr. * 

Th(.‘ arrears then appear on the assets side of the Balance Sheet, 
as a loss carried forward, while the Outstanding Dividend figures 
on the liabilities side. When there are sufficient profits available 
to pay them, then the "Arrears of Preference Share Dividend 
Acouunt *’ will be closed by transfer to the Appropriation Account, 
and the payment of the arrears will be debited to the " Outstanding 
Preference Dividend Account," thus closing it. The great majority 
of accountants, however, think that no entry should be made in 
the books at all; that the liability does not accnie until there are 
sufficient profits available to pay it. Therefore the arrears are best 
lr<*at<'d as a coniingent liability, a note being appended in the Bal- 
i?i)re Sheet to that eifect. 

/ PRELIMINARY EXPENSES 

i J 

' J Nature. All cxjwnjses incidental to the formation, registration, 
* incori)oration, flotation, and commcnctimcjit of Imsmess are, in 
the case of a joint stock company, debited to a special account 
entitled “ Preliminary Exixnises.” Tlicy are also called '' Forma- 
tion Expenses ” and '' Promotion Expenses.” They comprise the 
foliowng— 

1. Fees of accountants for investigating the liooks the busi- 
ness and giving a certilicate of profits ; fees of valuers for making 
professional inspections and rejxirts. 

2. Solicitors’ fees for drawing up contracts, prospectus, Memor- 
andum and Articles of Association. 

3. Registration fees, stamp duties on the nominal cajiital, stamp 
duties on the Memorandum and Articles of Association, on con- 
tracts, and on letters of allotment. 

4. Cost of printing prospectus, application forms, Memorandum 
and Articles of Association, share certificates, debenture bonds, 
letters of allotment, letters of regret, call notices, etc. 

5. Cost of advertising, postage of allotment letters, letters of 

share ccrUlicales, notices of call, etc. ; cost erf Share Regis- 
ters, seal, etc. 

6. ' Commission on placing shares, i.c. for obtaining subscriptions; 

commission to tmderwriters ; brokerage, i.c. an allowance to brokers 
fur all ajiplicaiions made on forms bearing the brokers’ stamps or 
names. , , . \k'' 

How Dealt with in title Books. Where die Preliminary Expenses 
ore not bcrfttc by the Vcndit^,,the amount will apjieat in the wm- 
pany’a books. It is in ft^we of Capital Expenditure, and It has 
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been suggested that as a matter of laxv it might be upheld as an 
Asset permanently. It is, however, the universal practice to write 
it off against Revenue over a period of ye ars, usually three to five, 
according to the size of it. In examination work, Preliminary 
Expenses should not be written off unless specific instructions arc 
given to do so. The balance of the account not written off appears 
on the assets side of the Balance Sheet until the w'hole amount has 
been finally extinguished. 

; DEBENTURES AS COLLATERAL SECURITY FOR LOAN 

i^Uateral Security,. A collateral security (Latin collateralis ■= by 
the slde"df)ls a subsidiary or secondary security, that is, a security 
in addition to the principal security. A collateral security is not 
intended to be realized except in the event of the principal security 
pro\’ing insufficient. Some joint stock companies issue debentures 
as collateral security for a bank overdraft or a bank loan, c 

Entries in the Books. The amount of the Dcbentun\s so issued 
is entered '‘.short'* on the P^alanco Sheet, i.e. not extended into the 
money columns, and a note is added explaining that the Debentures 
have been issued as security fur a bank loan or oviTdralt as the 
case be. It is tlie practice of some accountants to credit 

the amount of such debentures to the Debentures Account itself, 
and to debit it to a Debenture Suspense Account, the JatbT apptjar- 
ing temporarily on iho assets si<l<j of the Balance Sheet. AVIi^-n fhe 
loan has been repaid, or the overdraft extinguished, and the Deben- 
tures released, then a Journal entry is passed crediting the Deben- 
ture Suspense Account, thus closing it, and debiting the Debentures 
Account, thus reducing tlie latter to its original amount. 

Example. A Limited Compan}' has an authorized Debenture 
issue of £80,000 in bonds of £100 each. £50,000 of such bonds have 
been issued at par to the public, and the money has been duly 
received. £10,000 of the remainder has been issued to its banker.s 
as collateral security for a loan of £8,000. How should these facts 
be recorded m the company’s Balance Sheet ? • 


/ First Method — 
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Alternative Method — 


BALANCE SHEET 
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PROFITS PRIOR TO INCORPORATION 

Nature./ A Limited Company frequently taki?s over a business 
from a drfte pri(Dr to tlio date of its own incorporation. If tlic com- 
pany, and not the vendor, is entitled any profits earned prior to 
Its incorporation — and this is often the case in modern agree- 
ments — such profits are not available for dividend. A company 
cannot legally earn profits before its official existence, and a public 
company nut until it has a certificate entitling it to commence 
Inisiuess. Such ju'ofits are, therefore, copilal prt»fils, / 

How Dealt With, I'hese pri»fits should be put to a Special or 
Capital Re,.^et\e Account. Tliev should not be transferred to the 
general or ordinary RcstTve Lund, i.e. the one which is formed by 
accumulations nut of Revenue. Profits arc often transferred from 
this Res( rv*' to the Profit and Loss Account in order to make 
up the pr‘iib of less .successful years, so that a normal dixhlcud 
may b** paid. If, tlun fore, capital profits are put to tno General 
Reserve Account, they might inadvertently be paid in dividends, 
and the directors would be liable to nfimd the money. Wliere 
the vendor has waived Ins claim to tlie profits earned pricer to incor- 
}K>ration, he is usually entitled to interest on the purchase money 
until such time as it is actually paid. Sucli interest should certainly 
b(* a first charge on any profits prior to incoiqiuration. The balance 
of the profits may then be used to make good any depreciation of 
the fixed assets originally acquired by the company, or to WTite 
down Goodwill. It is not considered correct to use such profits to 
WTite off Preliminary Expenses, as this relieves the new company's 
profits of a burdtu whicli they should equitably bear. 

How A.scertained. Strictly speaking, there should^ of course, be 
an actual stocktaking in order that such profits may be accurately 
ascertained. But where tins cannot, without very great inconveni- 
ence be done, such prufits are ascertained approximately. The first 
year's trading must be divided into two periods, before and after 
incorporation. The profit of the first year is then api^rtioned 
either according to time, or according to turnover) that is, either 
in the ratio which each period of time bears to the total period of 
time* or in the ratio which each i)eriod's turnover bears to the 
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total turnover for the year The profits available for distribution 
will be only such profits as have been tamed subsequent to the 
date of incorporation Of these two methods the apportionment 
according to turnover is considered to jicld the fairer result he 
apportionment accordmg to time is based on the assumption, 
wholly unwarrantKl, that the turnover is constant month by 
month Tins miiy be in some businesses, but m many others 
there are considerable fluctuations m the monthly volume of trade. 
Another methoil, howe\er, has recently been advocated whith, par- 
takes of both the former methods. This is, to apportion the gross 
profit according to turnover, and the expenses according to time. 
It IS claimed for this method that it gives the best results of all 

Example i. A Joint Stock Company was incorporated on the 
1st May to take over a business as a gouig concern from the 1st 
January of the same yi ar The total tumovt r fot the year ( nding 
31st December was jflOOfKX), namely £30,000 for the first pcrntl 
up to 1st May, and £70,000 tor the following period The net profit 
for the year was £10,080 How should the profits earned prior to 
mcorporation be ascertained ? 

Apportioning the profits, m the first place, according to the 
respittne periods of time, we get ^ths of £10 0f*0, or £3,360 is 
tlu profits earned prior to im orporation ; and ,“>*hs ot £10 0(.l), 
oi £6,720, as the company’s own net profits to l\, appropiiated or 
divulid among the shareholders m whate\<r nay it (booses. 

Apportioning the profits, in the second place, an oi ding to the 
ri'sptctiitc tumoveis, we have o'" ^ £10080, namely 

£3,024 as the profits prior to mcorpoiation, and or -j^oths, 

of £10 OSO, namily £7,056, as Uie comp<iny's own net profits avail- 
able for (hstribution by way of dividend if the dinttois so resolve. 

Exanqile 2. A Jomt Stock Company was in(j)rporatcd on 1st 
May to take over a busmess as a going concern from the pre- 
vious 1st January The total turnover for the year ending 31st 
Decerabei, was £100 000, namely £30,000 for th( period to 1st May, 
and £70,000 foi the following p< nod The gross pnjfit for the year 
was £25,060 Tlie expenses for the year amounted to £14,982, which 
included £750 for directors’ fees How should the fiist year’s profit 
be apportioned? 

Gross Profit for the first period = tVWft £25,060 *= £7,518. 
Gross Profit for the second period -= 1 %",''' , of £25,060 *=■ £17,542. 
The total Net Profit foi tlu yt ar is £25,0b0 - £14,982 *= £10,078. 
Ihe prints prtor to mcorporation will be — k 

Gioss Profit .... .... 7.$^iS 

Lest Wxpttaite of £I4,2S2 (£14 982 - £750) . . 4 744 


£2774 
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The profits suhsequent to incorporation will be — 


Grcjss Proiii . . . , . 

Expenses Mhs of £l4/!32 . 
„ Directors* rces • 


. ;i9w88 
• 750 


I 

17,542 


10,238 


/7,304 


LOSS PRIOR TO INCORPORATION 

How Treated. Where a company takes over a business from a 
date prior to its ov\ti incorporation, and the trading results for tliis 
prior period show a loss, such loss must be added to the Goodwill, 
being in reality an increase of the purchase price. Should there 
be no account for Goodwill, one must be opened and debited 
with this loss. Alternatively, however, such loss could be put to 
a special Suspehso Account, and extinguished by capital profits, such 
as j^remiiims on sliares or debentures. The objection to tliis latter 
inolliod is that the new company’s profits would te used to make 
good a loss which they should not legitimately bear. It is con- 
si>lent, that as a Profit made before the company’s incorporation 
is Capital, a loas may be so treated, but some doubt has been 
e.xpressed whether the company should not “ err on the safe side,’* 
and write off such a loss over a jxriod of years, 

INTEREST ON CAPITAL PAID OUT OF CAPITAL 

Non-Revenue Earning Period* During the construction of works 
or buildings whicli take a long time to complete, a company is 
unable to earn any income with Which to pay dividends on its 
shari!S, In such cases it is legal for companies to pay interest on the 
paid-up slu^c capital during this j^eriod, called the non-revenue 
caniing period, and to capitalize the interest, i.e. treat it as part 
of the cost of the works or buildings so constructed. Certain 
restrictions are imposed, however, as will be seen from tlic follow- 
ing paragraph. * 

Provisions of the Companies Act. Section 54 of the Compimies 
Act, 1929, enacts as follows — 

Where any shares of a company are issued for the purpose of raising money 
to defray the expenses of the construction of any works or buildings or the 
provision of any plant which cannot be made profitable for a lengtliened 
period, the company may pay interest on so much of that share capital as 
i^iur the tune hoing paid up for the period and subject to the conditions and 
restrictions in this section mentioned and may charge the same to capital 
us part of the cost of construction of the work or building, or the provision 
of plant — 

Provided that— 

(1) No guch payment shall be made unless the same is authorised by the 
Artie tes or by special resolution. ^ 
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{2) No such payment, whether authoiized by the Articles or by special 
resolution, shall be made without the previous sanction of the Hoard of Tn de. 

(3) Before sanctioning any such payment the Bt)ard of Trade may at the 
expense of the company appoint a person to inquire and repoil to them as 
to the circumstances of the case, and may, before making the appointment, 
require the company to give security for the pa 3 'ment of the costs of the 
inquiry. 

(4) The payment shall be made only for such period as may be determined 
by the Board of Trade ; and that period shall in no case extend beyond the 
close of the half-year next after the half-year during which the works or 
buildings have been actiiallx' completed or the plant ]irovided. 

(5) The rate of interest shall in no c«ise cxcee<l 4‘ per cent per annum, or 
such lower rate as may for the time Ixung be pn‘scrd>ed bv^ Order in Council. 

(6) The payment of the interest shall not operate as a reduction of the 
amount paid up on the shares in respect of wdiich it is paid. 

(7) The accounts of the company shall show the share capital on which, 
and the rate at which, interest has been paid out of capital during the periocl 
to which the accounts relate. 

(8) Nothing in this .section shall affect any company to which the Indi.in 
Railways Act, 1894. as amended by any subsequent eiiaotment, .applies. 

Other Cases of Interest Paid out of Capital. Parliamentary com- 
panies, which are incoiporaied under special Acts of Parliament, 
such as railway, dock, harbour, and canal companies, usii.dh- hat e 
similar powers conferred on them. It is aL-o legal ( Hinds v. Buenos 
Ayres Grand National Tramways Co,, Lid., 190b) for joint stock 
companies to capitalize Debenture Interest, or a portion of it, in 
those cases where the debentures have been issued for the purpose 
of raising money to defray the cost of construction of works or 
buildings, or the provision of plant, which will not be ready for use 
until a much later period. The Debenture Interest capitalized is 
added to the value of the Property or Works Account. Interest on 
Calls in Advance may be paid wliethf-r there are profits available 
(X not, 

^ The aiguments in favour of charging Interest 

on Capital to Capital are bri<Sy as follows — 

1. If a company engages wdth a contractor to erect buildings 
for it for a certain price, the contractor will include in his price not 
only the actual cost of construction but also interest on the capital 
outlay up to date of settlement, and also his customary profit; and, 
therefore, if the company erects tiie buildings for itself, and the 
buildings cannot be made j)roductive until they are fuiished, the 
company is entitled to charge to ( apital not merely the actual 

^capital outlay, but also the interest paid on the capital during the 
period of construction. 

2. That the payment to shareholders of a low rate of interest 
during the construction of the work is the least expensive method 
of financing it. 

* Tbe amount was raised to 6 per cent by the Companies (Interest out of 
p-^pital) Older, 1029. 
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3. That as interest can be paid out of capital in the case of loans 
and debenture^, it ought also to be payable in the case of shares. 

4. That if interest has not been so charged a false idea is given 
of the cost of the undertaking. It can scarcely be fairly said that 
a concern has cost only £50,000 if the £50,000 has been outstanding 
for a ptTiod and interest has, therefore, been lost on it. 

Argiraents The counter argiimonts, i.e. against charg- 

iiig mfereslbh Capital to capital, arc the following — 

1. The law makes a distinction between capital contributed 
by '>liari‘hoI(J( rs and capital obtained from leaders and debenture 
holders. 

2. Intirt'St u) loans and debentures is rightly payable out of 
capital ; for lh‘ company’s capital exists for the purpose of paying 
its <Tcdiiur.s. 

3. Inh rest on capital during construction of works is not part 

the cost of sucli \\(irlvS, but merely an expense in the obtaining 

of capital mon<jys; and should be treated in the same way as com- 
nuNidoii and brokeragt: on tlie placing of a company’s shares, or 
di^ciMint on the ut a company's debentures. That is, it 

sh'iiild be tcinjioranly capitalized, and written olf against Revenue 
pcriodncally. 


PROFITS AVAILABLE FOR DIVIDEND 

Ankle 91 uf Table A of the G)mpanies Act, 1921^, directs — 

(1}\ uiend shall be payable otherwise than out of profits. 

The (pu'stion immediately ;mse^: What are profits within the 
meaning of the Act? 

Systems of Ascertaining Profits, There arc now four rocogiiize<i 
.systems of ascertaining profits. The first two, tenued “ Single 
Account Systi'in ” and Double Account System ” respectively 
have long been known to accountants. The other two are quite 
recent systems, and are primarily due to lawyers, but have been 
legally sanctioned* by the Court of Appeal. They are, however, 
regarded by professional accountants as unsound. 

Single Account System. Under this system a Balance Sheet is 
drawn ap to n'jucsent the tine financial position of the company. 
If the assets side of the Balance Sheet exceeds the liabilities side, 
that is, if the total of the assets (after propfir provision has been 
made for depreciation) exceeds the tol^ of the paid-up capital, 
liabilities, and all proper reserves, the excess is considered profit. 
And the theory is, that so long as the capital of the company is kept 
intact (for the creditors and others concerned), i.e. is represented 
by tangible assets, this excess may be treated as profit available for 
dividend. This system has been approved by legal authorities in 
numerous cases. 
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In Lubbock V. The British Bank of South America, Ltd., the 
*autT sold its goodwill and property in Brazil at a considerable 
profit, which it proposed to distribute in dividend. An action was 
brought by some shareholders to restrain the company. The Court 
however, held that the profit was really profit on capital and not 
part of the capital itself ; it was the surplus of the assets side of the 
Balance Sheet after the paid-up capital and the current liabilities 
had been deducted ; and that the directors, having complied with 
all the requirements of the Articles of the company, were justilud 
in distributing the profit by way of dividend. 

In Foster v. The Nez& Trinidad Lake Asphalie Co., Ltd., a book 
debt of 100,000 dollars was taken over by the New Trinidad Co. 
It was considered practically worthless at the time, and was not 
even shown on the Balance Sheet. It was subsequently recovered 
with 27,000 dollars interest. The directors then proposed to treat 
the w'hole of this particular sum as profit available for dividend. 
An injunction wa.s obtained against them. Mr. Justice Byrne's 
words were — 

When it in said, and said iruJy, that dividends arc nc>t to be paid out of 
Capital, the word Capital ** means money subscriljrd pursuant to the 
Memorandum of Association, or what is represented by that ni<^jiey. Accre- 
tions to that capital may l»e realized and turned into money, which may be 
divided among the share hf>lders, as was decided in Lubbock v. British Bank 
of South America. . . . The cpiestion of what is profit available for dividend 
depends upon the result of the whole account fairly taken for the year — 
Capital as well as Profit and Loss . . . and I do not think that a nalized 
accretion to the estimated value of one item of the capital assets can be deemed 
to bo profit divisible among the .^har(■hold<i^s withc/ut n-h rence to the result 
of the whole account fairly taken. 

/ ,yD<wble Account S3rstem. In the Double Account System the 
^cdStit^liife divided into two parts. Capital Account and Revenue 
/Account. All moneys received from shareholders, stockholders, and 
'{debenture holders are entered on tlie receipts side of the Capital 
|Account, and the assets pxirchased, acquired, or constructed with 
{this money are shown on the expenditure side of the Capital Account, 
toic Revenue Account shows on the one side the current year’s 
Incd^e, and on the other side the current year's expenses in earning 
|t : and the excess of such income over such expenses is considered 
profit available for dividend. 

> Lord Justice Buckley in his work on the Companies Acts, writes — 

I The laagoi^e of Table A of 1862, Article 73, wa.s *' out of the profits arising 
firom the business of the company." The present Article (No. 91, Companies 
Act, 1929) is wider. There may be profits arising not from the business, but 
front other sources. . . . 

Theta is nothing in the general law to forbid the distribution in dividend of 
pn^^whetisoevier arising. Whether it shall be divided or not is for the 
ree^loas to determine. . . . 

, profits d tiie business are the credit balances Of a Profit and Loss 
ftapvtiy pKfiared, having regard to the definitkni of the business in 
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the Memorandum of Association. They are the excess of revenue receipts 
ovvx expenses properly chargeable to Revenue Account. As to what expenses 
are punpcrly diargcable to Capital and what to Revenue, it is necessarily 
impossible to lay down any general rule. In many cases, it may be for the 
shareholders to determine this for tlierosclves, provided the determination be 
honest and within legal limits. ... 

For the purpose of ascertaining profit available for dividend. Capital 
Account and Revenue Account are to be treated as separate accounts. The 
cn;dit balance of Revenue Account is applicable for dividend. Under some 
forms of articles appreciation of capital, or what may be called credit balance 
of Capital Account, may also be applicable for dividend. But if there has 
been loss on Revenue Aca)unt, not compensated by appreciation on Capital 
Account, there is not under any form of Articles profit available for dividend 
until that loss has been made good. The Articles may, however, allow.declara- 
tiOTi and payment of dividend without bringing into Revenue Account, or 
providing for, loss on Capital Account. 

Suppose that a Tramway or Railway Company lays its line when materials 
and labour are both dear, that both subsequently fall, and that the same line 
could be laid fur half the money. ... Or suppose that a Company has sunk 
£250,000 m establishing a newspaper which could not be sold for £10,000, 
or has sunk £900,000 in investments, and that they have depreciated by 
£250,000, it has in the like sense in each case sustained a loss. Yet if the 
company’s object was not in these respective cases to traffic in tramways or 
newspapers or securities, but to own them, and to make a profit by their 
owners] up and working as distinguished from their sale, then the loss is a 
loss on Capital Account, leaving Profit and Loss Acc^junt unaffected, and the 
credit of Profit and Loss Account may be divided in dividend. 

In some cases the distinction here pointed to has been conveniently ex* 
pressed by the use of the terms “ fixed capital ** and ** circulating capital." 

, . . The appreciation or depreciation of " fixed " capital (property acquired 
and intended for retention and employment with a view to a profit) nera not 
in every company, but that of " circulating capital ** (property acquired or 
produced with a view to re^saie or sale at a profit) must the sub^evi of entry 
in the Profit and Loss Account. . . . 

The creditors of the Company are entitled to have the Capital Account 
fairly and properly kept ; but they are not entitled to have losses of capital 
oil Capital Account made good out of Revenue. It is no doubt true that, 
before arriving at Revenue at all, there are payments which must, in the 
abse nce of power in the memorandum to invest the Capital in a wasting 
property, be made good to Capital, on account of the capital wasted or lost 
m earning the revenue. For instance, in the common case of leaseholds, 
which are a wasting property, the whole of the rental may not properly be 
income; in the case ol*co]liery properties, the difference between the price 
at which the coal is sold and the cost of working and raising it may not all 
be income; ... in the case of a Tramway Company you may not have 
arrived at net profit before you have set apart a sum to make good deteriora* 
tion. But when all proper allow'ances mve thus been made in favour of 
Capital, the balance is Revenue applicable for payment of dividend. 

third System. The third system of ascertaining profits is the one 
approved by the Court of Appeal in Lt* v. Neuchdtd AsphaUe 
Co., Ltd. An action was brought by the ordinary shareholders to' 
restrain the payment of a di^dend. on the ground that the cofii- 
pany had lost part, of its capital and had not made it good out of 
profits before declaring the .dividend. The Memorandum and 
Articles of Association were pecdliar. They gave the dkectodi pov^.,, 
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to invest the capital in a wasting asset (concession for obtaining 
bituminous rock and mineral products), and expressly exempl(d 
them from any obligation to provide for the renewal of any lease 
or concession or wasting of any asset. The Court held that tlu‘ 
excess of the current year’s income over the expenses propeTly 
chargeable to rc\’cnue could be treated as profit available for divi- 
dend, without providing for depreciation of fixed assets. 

Fourth S3rstem. The fourth system of ascertaining profits is tlu- 
one adopted in Verner v. The General and Commercial Investment 
Trust, Ltd., and approved by the Court of Appeal. 'Fhe Memoraii* 
dum allowed the company to invest its capital in speculative 
securities. At the date of the action the company’s Balance Sheet 
showed there was depreciation of investments, when compared with 
market price, to the extent of ^240,000, ^5, 000 of which appeared 
to be a total loss. Tlie current year’s profits, ignoring this diprecia- 
:ion, were £23, OW, that is, excess of actual income over actual 
expenditure. The directors proposed to pay a dividend oiil of ihi^ 
suqjlus. An action was brought by the stockholders to roarain the 
jjayment, on the ground tliat no provision had been mailo for this 
.‘^75,<XX) loss of capital. Tho action was dismissed, Lord Justice 
Lindley’s judgment being as follows — 

It kas been Jilrcady 4>aid that dnidcnds prc-supposc profits of &c>it, 
•iiicl this is unquestionably true, Dut the word '* profit^ " is by no 
fnie from ambiguity. The Jaw is much more accurately oxprc\v^t d by sayintj 
that dividends cannot paid out of capital tliaii by Siiying that they I an only 
l)e paid out of profits. The last expression >.ads to the inference that Ilic 
capital must always be kept up and be represented by assets which, tf sold, 
would produce it, and this is more than is req»iiud by l.iw. Perhaps the 
shortest way of expressing the di^tinction which 1 am tinleavoiiring to e.vplain, 
is to say that fixed capital may be sunk and l<»st, and yet that the cxce.ss of 
current receipts over current payments may be divided; but that nr 

circulating capital must be kept up, as othenvi.se it will enter into and h u j 
]iart of buch excess; in which case to divicle such cxccr,s. without deducting 
the capital which forms part of it, will be contrary to lav.-. 

In Wilmerv. McNamara & Co., Ltd., an action was brought by 
the ordinary shareholders to restrain the c(>wipany from paying a 
dividend, on the ground that loss of capital had iif^t been raad(? 
good before arriving at profits. Lord Justices Stirling de livered judg- 
ment to the following effect — 

Tlie Articles provide that ** no dividend shall be payable except out of 
profits arising out of the business of the company.*' and appear to contern- 
j'date profits as the excess of receipts over all expenditure properly attri- 
butable to the year. There is nothing in the Articles to show that the capital 
of the company (or. rather, assets of the value i»f those acquired by the ct/in- 
pany at its formation) must be kept up. 1 am of tjiiinion tliat tlu‘ deprcuaiion 
of leaseholds and Goodwill is to be treated as a loss of '* fixf'd " capital, and 
isfjt as a loss of ** floating " or circulating " capital. And having regartl 
to the decision.^ in Lee v. NeucMtel Co, and in Verner v. General Investmrnl 
Trust the injunction must be refused. 
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QUESTIONS ON CHAPTER XIII 

A 

1. Explain the terms '* vendor/’ “ purchase price/’ '* going concern.” 
How is the vendor usually paid ? 

2. How is Goodwill ascertained when a company takes over (a) only assets, 
(i») I>oth assets and liabilities? 

3. What is the object and use of a " Business Purchase Account ” ? Suom t 
a formula for the purchase of a business, 

4. What companies enter the Nominal capital in their l^oks? Submit 
pro forma Joiinial entries in such a case. What objection is raised to th’^ 
priu lice ? 

5. Can Interest be charged on Calls in Arrear? If so, what entries ar ? 
Ti^'cessary ii\ the books? 

fi. Can Interest be Viaid on Calls in Advance? If so, what entries’ will be 
required in the books? 

7. What is meant by ” Forfeiture of shares ? What is the ex-sharehoh.h'r’s 
liability for the money owing? 

8 State briefly the provisions of Table A with reference to forfeituo' of 
shares. 

9. W hat entries are rcqu.rod m the Ixxiks when shares are forfeited ? 

10. What liappcns to the Cash \vhich has actually bt'tu received on f<«r* 

lied sliares? Would it be correct to carry it to the Profit and I>os3 Account 

as a divisible profit? 

B 

1. Can forfeited shares be rc-issued? If so, at what price? Kcuv should the 
balance (if any) on Forf“ited Shares Account after redssue be treated? 

2. What entries are necessary in the books when forfeited sliarcs ar * 

re-i‘^sn*M! ? 

What is Debenture Interest? What entries arc necessary to record r 
in the Ixjoks? 

4. What dcductirm docs a company usually make whem paying 
Interest? Should the Interest lie debited to Profit and Ar* •.‘•uju or t(.. 
the A] ipropriatiun Account? Give reasons for y<uir answer. 

5. >Vhat proceduic is adopted in paying I.)cbrntuni Interest {a) m liig ? 
coinpames, (b) in small companies? 

fi. Explain the meaning of ” unclaimed or ” unpaid ” Debentur*^ Interest. 
How shouUl it be treated in the O^mpany's Balance Sheet ? 

7. How should the item ” Delienturc Interest less tuv ” bo ircated in the 
Piofit and Txiss Account, and why? 

8. Explain the terms " dividend,” ” interim dividend,” StJte briefly rhe 
proN'isious of Table A with reference to Dividends. 

9. What entries are re^Juired in the books when a dividend is declared and 
paid ? 

10. Exfdain the procedure adopted in paying Dividends (a) in largo com- 
panies, (b) in small companies. 

11. VVhat deduction liocs a company usually make when paying Dividends, 
and how does it <leal with the amount so deducted ? 

C 

1. Explain the meaning of " unclaimed” or unpaid” Dividends. How 
should they be treated in the Company ’.s Bcilancc Sheet ? 

2. What is meant by the phrase dividend free of ta.x”? What is the 
i ffect of such a dividend to the sharcholdei ? What is a ” scrip ” dividend? 

3. What is a “ Dividend EtiualiKitun^ Fund ” ? l>>es it serve a useful 
purjiose ? 
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4. Explain brit^jfly how Premiums on Shares and Debentuxes are dealt vith. 

5. What is meant by the terms “ capital profits," " capital losses " ? 

6. How should Discount on Debentures be dealt with (a) when the Deben- 
tures are all redeemable at the end of a fixed period, (6) when the Debent uere 
are redeemable, by annual drawings of a fixin;! amount, (c) when the Debcntiirss 
are irredeemable > 

7. State the couditions under which shares may be issued at a discount. 

8. Explain the new class of share sanctioned by the Ckxmpanies Act, 1929. 

9. State briefly how the Arrears of Cumulative Preference Dividend should 
be dealt with (a) in the books, (b) on the Balance Sheet. 

10. What arc Preliminary Expenses, and what do they usually include? 

11. How should Preliminary Expenses be treated in the company's books? 

12. What is meant by "Debentures as Collateral Security lor I-oaii"? 
^^’hat entr.CD are nccessaxy in the company's books and Balance Sheet in 
such cases ’ 

D 

1 . Explain the meaning of the phrase " profits prior to incorporation." 

2. How should profits prior to incorporation be dealt with ? 

3. What methods arc there of ascertaining the profits earned prior to 
incorporatiott ? What are the advantages of the different ways? 

4. How should a loss prior to incorporation be dealt with ? 

5. Wliat necessity is there at times to pay interest on capital out of Capital ? 

6. What are the provisions of the Companies Act, 1929, with reference to 
the payment of interest out of Capital ? 

7. la what other cases can interest on capital be paid out of Capital? 
State briefly the arguments " for " and " against.” 

8. What systems are there of ascertaining profits available for dividend ? 

9. Give some accouixt of tlic Single and Double Account methods of ascer- 
taining profits. Can accrction.s to Capital b*^ considered as profit available for 
dividend ? 

10. Explain the systems of ascertaining }>rafits w'lnch were approved by 
the Court of Ajipeiil in Lee v. Neuchdtel Asphalte Co., Ltd., and m Yertm v. 
The General and Commercial Trust, Ltd., respect iwly. 


EXERCISE XIII 


1 . The business of Bruce Bros. & Co. was registered as a Limited Company 
with a nominal Cajiitai of ;£400,000, divided into 4,000 shares of j^lOO each. 
500 of these shares were is.sued as fully paid txi part payment of the purchase 
price of the business. 3,200 of the remaining shares were allotted to the 
public, and fully called up. 25 4| per cent Debentures of £1,000 each were 
also issued and taken up. • 


On 31st December, the following accounts remained open in the Company's 
Books: Share Capital Account, £320,000; Fully Paid Shares Account, £54), 000; 
Land and Buildings, £282,000; Sundry Creditors, £18,485; Investments, 
£8,450; Cash, £6,200; Prelixxunary Expenses Account (Balance), £1,250; 
GoodbiMrUl Account, £15,000; Calls in Arrear, £525; Debenture Ai^unt, 
£25,000; Stock Account (3lst December), £9,000; Plant Account, £78,580; 
Sundry Debtors, £28,000; Resarve Fund, £8,000; Profit ajod Loss Account 
(undistributed balance), £7,520. Prepare a Balance Sheet as on 31st December. 
(LoguiaH Chamber of Commerce.) 


Cbatenays, Ltd.# was registered with a Nominal Capital of £200, 00^ 
comprising 100*0(0 each of Ordinary and 8 per cent Preference Glares tf 
£t eadx to puidiasc the old-establish^ business of Abel Chatenay . The pur- 
chase price was agreed at £l20,000^^a\^bie as to £30,000 in cash ; £40^000 m 
^iinary Shares of £1 earn, and £l^,u00 in 6 per cent Preference Shares of 
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f\ each. The amipaiiy was to discliarge the liabilities ol the old firm. The 
balance sheet of Abel Chatenay as on the date of purchase was as follows — 


BALANCE SHEET 



£ 


£ 

C apital • / 

. 100.000 

Freehold Works 

. 36,000 

Cifdilors 

14.040 

Macliinery and Plant 

37,860 

Bunk Loan , 

2,000 

Sundry Debtors 

18.764 



Stock . « 

22,440 



C ash in hand • • 

. 976 


£116.040 

i 

£116,040 


Tlio bal-iTtcc of bofh classes of shares was issued to the public and fully 
siibscnbcil and paid up. 

Prepare the accounts necessar>' to record the above purchase in the com- 
pany’s book.s» and giv e the initial balance sheet of t he new company, (i?. S. A .) 

3. X IS a sole proprietor of a retail stores. His balance ^eet at the 31st 
I>cceinlx:r, 19... wfis a.*" folItrw.‘r — 


Creditors 
Capital Account 
Profit . 


I>rawmg.s 


i39.500 

3,590 


/43.090 
" 2,500 

40,590 


Property 
Debtors . 
Stock 

Cash at Bank 


BALANCE SHEET 
. 3.000 


£ 

26,000 

7.000 

8.000 

2.590 


£43,590 


£.43,590 


His average profits for the past five 3 *ears have been £3,500. 

X decides to convert his business into a Private Limited Company. 

(a) Sketch the opening balance sheet of the compiiny with a nominal 
capital which you think i.s advisable, providing for Prchhiinary Exiyenses 
paid from Cash, and for the allotment to X (or his nominees) of shares for 
nib capital iti the business with additional shares for such goodwill as yon 
think reasonable. 

(5) Show hv\y the 4 ^timated sum for Preliminan' Expenses is arrived at. 
(LB.L.) 


/4. W. Brown, a >vine and spint ixterchant, had on 31st December, the 
following assets-** 


Cash at Bank SuO 

Cash in hand 5(V 

Port Wine, S pipes at £60 300 

Sherry, 5 butts at £50 . . . . ♦ 250 

Owing by H. Johnson • . , . , 50 

Bill receivable (J. Smith due 12th January next) . 250 

Odicc Furnitiire . ‘ • • . • . 100 


£1.500 
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His liabilities on the same date were — 

Due to A. Robinson £93 

„ W. Walters ...... 60 

Bill payable (A. Robinson due 6th January next) . 50 


£200 


On 1st January, a company w'as fomied, with a capital of £2,500 in £1 
shares, to purchase W. BroAvn’s business; and it was agreed that the purchase 
price should be an amount equal to his capital in the business on 31st December 
last, to be paid as to £500 in ca^h and the balance in fully paid shares, the 
company taking over ail the assets and liabilities of the business. 1 he remain- 
ing shares were issued to the public and were duly subscribed, allotted, anti 
paid up. 

You are required to make the necessary entries rectirding the above. {Roya! 
Society of Arts.) 


5. In January last a company wras registered with a Capital of £250.000 
^in 25,000 shares of £10 each. 20,000 shares were applied for and duly is:>uod. 
£1 per share being paid on application and £2 per share on allotment. 

, call of £3 per share was made three months after the date of allotnu nt, ami 
a further call of £3 two months after th<‘ date of the fir:>t c;ill. Of the first 
call £55,000 w'a.s received, and of the socoikI cjiII £47,500. These moneys were 
all duly paid over to the bankers of the c^-uipany. 

The company purchased the Glasdalt* Iron Works" from Messrs. Wilst>n 
Co. for £125,000, inclusive of all Plant, Alachinery, Stocks, etc. They 
received on account of Purchase Money an allotment of £25,000 in fully paid 
up shares, and the balance was paid to thc*ni in Cash. 

Make the necessary Journal and Cash R.ok entries, giving effect to the 
abtjvc tran.sactions, and post the same to Ixdgerr Accounts. {London Chamber 
of Commerce.) 


W6. The Weyside Co., Ltd.. w^as formed for the purj^o.se of purchasing tli 
^Id-established business of Richard Blank, and was duly registered wMth 


the 

registered wMth a 

nominal Capital of £200,000, in 200,000 shares of £1 eacii. This capital wa.s 
divided into 100,000 Ordinary Share.s of £1 each, and 100,000 6 per cent 
Preference Shares of £1 each. 

The whole of the Preference Shares and 52,000 of the Ordinary Shares were 
offered for public subscription, payable, in both classes of shares, as follows^ 
2s. 6d. per share on application. 

2s. 6d, „ ,, allotment. 

5s. „ „ 15th January (first call), 

5.S. „ „ 15th February (second c%ll). 

The balance as and when required. 

The whole of the shares offered to the public were applied for and allotted 
in due course. 

The balance of the Ordinary Share Capital was issued as fully paid to the 
vendor as part purchase price of his business. 

500 Ordinary Shares applied for by John Smith, upon which the application 
money only had been paid, were subsequently forfeited in accordance with 
the Articles of Association. 

Pass the entries necessary to record the above transactions through the 
books of The Weyside Co., Ltd,, and show how they would appear in the 
Onnpany's Balance Sheet. {London Chamber of Commerce.) 

7. The prospectus of Messrs. Black & Tan, Ltd., was publicly advertised'^ 
m, 21st January, with the following loan and share issues, bebentureit, 1,000 
. cent Debentures of £100 each ; the whole of which were offered and 
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subsciibcd and paid up. Preference Shares, 20,000 6 per cent Preference 
Shares of £5 each ; the whole of which vrere offered and fully subscribed and 
paid up. Ordinary Shares, Nominal 30,000 shares of £S each; of which 10,000 
shares were issued as fully pairl to the vendors in part payment of the purchase 
price of the business. Of the remaining 20,000 shares the public subscrib<‘d 
for 15,000 .slirirc.s, the whole of which were, in due course, fully paid up. with 
the exception of the last call of £2 per share on 500 shares, which 'were subr;e- 
queiiily forft ilcJ by resolution of the directors. Pass the necessary entries 
llirou^h the Cunqiiiny's bc<oks to record these transrxtions, and state how 
lliey should appear in the B^dauce Sheet. {London Chamber of Commerce.) 


Set out Ixilow \ti the Balanet* Sheet as on Slst December, of Messrs. 
Biack «S' White, who are ecjiial ])cirlncT:> — 


Caim.d— - 


S I 

B.XLANCE bMEET, 31 ST DfXivMCER 

£ 1 

j Emd and Biuldiiigs . 

£ 

. 22065 

1 1'^l.n.k 


£3(f 000 


M.iclr.ncry and Plant. 

. 12, son 

Vx . Whitv 

• 

Utt.OOO 

5O,0MO 

Stock 

Sundry Dcl)t^^r^ 

. 107r0 

4,25t» 

Suiidr> Cml’.iors 


3.700 

£53, 7< »0 

C\i.'h at . 

lijve.-tlTii'Uls . 

. 2.75t> 

. 1.075 

♦ 53.700 


A limited Comj)any ^\lth a nonunal Capital of £100,000 in Ordinary Share > 
of ^1 each, WAS formed to acquire and carry on the business. 

'i he vendors guaranteed the Book Debts, and agreed to pay off the Creditors. 
The t>jm]^au> took over the whede concern with the exception of the 
and iiivcstmems, iho purclia.se price being agreed at £60,000 

The vendors w'cro paid, as to £50.000 in fully paid Ordinary 5>hares, and as 
to the balance in Cash. 

Tlie balance of the Share Ca]ntal was taken by the public and fully paid up. 

Show the entries necessary to close ilie lx>«»ks of the old finn, and to open 
thost' of the new Company. (Lotidon Chamber of Commerce.) 

The Birget Engineering Co., Ltd., j^nrehased ceiiam patents from 
Short & Sharp, under an agreement date4 30lh June, at a cost of £40.000. 
£1,000 of this sum w'as to be paid to the vendors in cash, and the balance 
in fully-naid £10 Ordinary Shares. 

Including the allotted as fully paid to the vendors, the Company 

issued capital to the extent of £75,000. consisting of £50,000 in Ordinary Shares 
of £10 each (£1 on application, £4 on allotment, and £5 at the end of three 
months), and £25.000 in 5 per cent Preference Shares of £5 each (£1 on appli- 
cation, £2 on allotni‘3nt, and £2 at the cud of thi-ce mOTith.s). 

Under the agreement with Short and Sharp, the patents passed to the 
Conq^any on 9th July, which date was also the date of allotment. 

All the shares issued to the public wore fully subscribed and duly paid for 
with the exception of £200 Calls in arrear on the Preference Shares. All cash 
was paid direct to the Company's Bankers. 

Make the ncHiessary entries in the books of the Cxjmpany to give effect to 
, the above transactio!is, and show how they would appear in the Company's 
^,ffr^l,,3s^lance Sheet. {London Chamber of Coimmerce.) 

’ 10. The Timbuctoo Rail'wuy Co. issued its prospectus on 1st January, 
inviting applications for 200,000 shares of £5 payable £l per share 4ja, 
appLcatiou, £1 on allotmcut on 10th Jauuax >'4 and £3 on 1st Starchy 
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lu addition, there was an ibsue of ;£1.000.000 3 per cent redeemable Dt Un- 
lures, payable as to 5 per cent upon application, and 95 per cent on 31-*' 
January. The whole of the ti»iiues were applied for and the cash duly received 
with the exception that, on 25th March, the dirc'ctors resolved that 10 shar( s 
upon which apphcation and allotment money had been paid should be for* 
felted for non-payment of the call of £3 per share on 1st March. 

Give the usual Journal and C\sh J^jok entries for the above transactions. 
{National Unton of Teachers ) 

11 A limited Company has a nominal Capital of ^£250,000, in 25,000 silent's 
of /lO each Of these. 4,000 shares were issued to the \ endors as fully pauh 
8,000 shares were subscribed for by the public, and during the first yeai 
per share was called up 2,000 sh.iics were issiieil, as fully pcvid, to pcr;»ons 
other than the vendors, in payment for propirlv pure hast d On the 8.000 
shai^s subsenbed for by the public there had been paid at the end of the 
first year — 

On 6,000 shares, the full amount called. 

1,250 shares, £4 per sluiie 
„ 500 shares, £3 per share. 

„ 250 shares, £2 per share 

The directors forfeited the 750 shares on which less than £4 had been paid. 

You are required to submit Journal and Cash Book entries recording the 
cap>tal transactions of the company, and to st t out the capital as it should 
apj ear m the Company's Balance Sheet at the end of ^he first year (T ondon 
Chamber of Comnmee ) 

y^l2 On 1st January, the directors of a Company pass a leaolution forfeiting 
100 Ordinary Shares of £\ each, upon which a d< posit of 2s 6d per shaie 
has been paid but upon which 7:» 6d due on allotment and a further call 
of 5s. per share remam unpaid On the same dat^ they re issue the sharts 
to James Brown, credited with 15s per share paid up for £70. 

Show in proper form the necessary entnes m the financial books of the 
Company {National Union of Teachers ) 

13. After considering the audited accounts of the company for the year 
ended 31st December, the directors of the Rayon D'Or Publishing Co Ltd , 
resolved as follows — 

(1) To pay the 6 per cent dividend (less tax) due upon the Piefercnce 

St^k (50,000) ^ 

(2) To pay a dividfrtfd of 8 per cent (less tax) upon the ordinary Share 

Capital {£60,000). 

(3) To transfer £1,500 to the Renewals Reserve Account 

(4) To carry forward the balance • 

The profits shown by the Profit and Loss Account amounted to £11,400. 

Assume the rate of Income Tax payable to be Is. 2d. in the £ Show the 
entnes necessary to carry out the above resolutions. {Boyal Society of Arts ) 

14. John Brown's Balance Sheet showed the followmg assets and liabUi- 
tie8^«» 

Freehold Premises, £75,000; Stock, £50,000; Sundry Debtors, £35,000} 
Patent Rights, £10,000; Cash at Bank, £8,000; Sundry Creditors, £22,000} 
Bills IT^yable, £3,000. » 

The Univerw Machinery Co. was formed to purchase the business lor the 
4(am of £170,000, payable as to £50,000 in Ordinary Shares, £5O«OQ0 in Pceferi^. 
eiice Shares^ £50,000 in 4 per cent Debentures, and the balance in Cash, thw^ 
Company aireemg to take over the liabilities and asseta, of J* Brown with the 
WEcratfoii o| the fcvnV balance, ^ 

. iM of the Comptuiy j£200.000« dtvided mio 
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Ordinary Shares of £1 each, and 100,000 Preference Shares of £l each. The 
Ixilances of these shares were issued for subscription by the public, payable 
5s. per share upon application, 5s, per share upon allotment, and lOs, per 
share one month after allotment. 

The Ordinary Shares were over-subscribed by 2,000 shares, the Preference 
Sli^res were fully subscribed and, including the Vendor's, both classes and 
thu Debentures were duly allotted on 1st February. By 31st May all Cash 
had been received, except the amounts due on Allotment and Call Accounts 
with respect to 100 Ordinary Shares and 80 Preference Shares. The directors 
had paid the vendor the cosh due to him; also £2,S00 on account of pre- 
liminary expenses, and declared forfeited the shares upon which allotment and 
call money were in arrear. 

Give the Journal and Cash Book entries which should appear for the above 
trans^ictious and the Ijcdgcr Account for Forfeited Shares. {Naiional Union 
ofTeachfiys.) 

*^15. The nominal Capital of the Richmond Co., Ltd., consists of 100,000 
sliares of £\ each. The whole of the,se shares were issued and were fully 
called up in four e<|ual iii.stalments of 5s. each. 

On 12th February, after due notice, the directors passed a resolution 
forfeiting the 1,000 shfires held by Mr. W. A. Richardson, the final instalment 
due upon liis holding not having been paid. 

On 1st May, the 1,000 shares referred to aljove were issued, as fully paid, 
to CAptain Hayward, who paid £500 for them. 

Give the entries necessary to record these transactions in the Company's 
Ixioks. (London Chamber of Commerce.) 

16. The Blakewcll Manufacturing Co., Ltd., issued debentures to the extent 
of £10,000 at 5 per cent discount. The underwriting costs, etc., amounted to 
24 per cent on the issue. Show how these transactions would appear in the 
books of the Company and in the Company's Balance Sheet, assuming 
neither the discount on the issue nor the underwriting costs, etc . b^d been 
written off on the date on which the Balance Sheet was prepared. (London 
Chamber of Commerce.) 


17. The Golden Hill Co.. Ltd., has a balance of £18,000 to the credit of 
Profit and Loss Account on 3 1st December last. On 1st February, it was 
resolved to appropriate the amount as follows — 

g 1,600 to Reserve Fund. v 

ividend of 10 per cent (less Income Tax, Is. inthe^£l) on 10,000 Prefer- 
ence Shares of £5 each fully paid. 

Dividend of 15 per cent (free of Income Tax) on 10,000 Ordinary Shares 
of £5 each fully paid, afld carry the balance {orwaxd. 

You arc requested to make out (I) Profit and Loss Apnropnation Account, 
(2) Dividend Account; (3) Income Tax Account, and (4) Reserve Fund Ac- 
count. (Nattofxai Union of Teachers.) 


18. What are the tivo ways of calculating and apportioning profits or 
loss^ prior to incorporation? A company acquired profits up to 30th June 
amounting to £8,000 ; the date of the incorporation of the company being 
given as wth April j whereas, the company took over the assets and liabilities 
of the concern aa on 1st January. Apply the rules of apportionment ami 
detetmine (|>oth waye) what part' of the profit must be capitalized and wliat 
taken * of Profit aM/Loss Account. The turnover Jfor .the 

si^^iiiK>ntbs ended 30th June wsyst£^ 

Back, is in busineis. His assefe. t«m goodwiU. ars valMd •* . 
0, and Ws liabilities a» ^.OQO. White fir ia basiiwse. and his assptpr: 
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apart from goodwill, are valued at ;£20,000. and his liabilities are ^1,500. 
Their profits for the last three years have been — 

Black, £600 first year ; £700 second year ; £800 third year. 

White. £400 .. ; £500 : £600 

They agree to sell their businesses to a Limited Company to be formed wiih 
a Nominal Capital of £100,000, divided into 60,000 5 per cent Prcferouce 
Shares of £1 each and 40,000 Ordinary Shares of £1 each, tlie company taking 
over the assets and the liabilities. It is also agreed that Black and White 
shall each receive fully -paid Preference Shares in consideration of Goodwill 
(based on 2 years* purchase price of average of past 3 years* profits) ; the 
lialance of purchase money to be paid in cash. The public subscribe and pay 
in full for 20,000 Preference Shares and 35,000 Ordinary Sli.ircs. The conijiaiiy 
paid preliminary expenses, £1.50U. Show the Vendors* Accounts in the 
c<«inpaiiy's Ledger and the glance Sheet of the company after lhe.se traii.^iic- 
tions have been completed. (/. D. L.) 


20. The nominal Capital of Messrs. Brownson & Co., J-td., consists of 8,000 
.shares of £1 each, arul 15s. per share lias been called up, all of which ha\e 
been issuotl. l>ut 80 shares w'cre forhuted on the 1st February. On the 31st 
March, the Le<lger Balances were as folkav.-; — 


Capital paid ’U* 

£ 

5,940 

Bills PjL>ab: . 

1,000 

Sundry Creditors 

2,079 

Bad Dt'bts 

220 

„ R<jsme . 

120 

(.^ash .... 

95 

Stock (1st April) 

2,056 

Reserve Account 

500 

Ikink Cr. .... 

900 

Horses, Carts, etc. 

478 

Preliminary Expense.'^ 

500 

Discounts Dr. . 

126 

13illsS Receivable 

1,488 

Forleiled Shares Account . 

iO 

Plant and Machiner>'. 

1,286 


Profit and I-oss Account Cr. 

100 

Intcrjin Dividend 

750 

Prenusi.:> Account 

2.000 

Salaries .... 

1.200 

Sundry Debtors 

3,172 

Directors* Fees . 

200 

Furniture and Tit ting .s 

412 

Wages .... 

5.802 

Sales .... 

11,568 

Purchases , . , 

1.525 

Carriage .... 

2.50 

Travelling E.xpen.ses . . 

Rates, etc., for the half-year 

607 

ended 30th Sept, last 

50 


*1116 Stock at the date of abstracting the above balances amounted to 
£2,456; Wages (unpaid), £50; Interest on Bank overdraft, £36. Bring up 
the Bad Debts Reserve Account to 5 per cent on Sundry Debtors. Also provide 
£30 for Depreciation of Plant and Machinery. 

On the 1st April, it was decided to spread the Preliminary Expenses over 
a period of six years ; the amount originally was £600. 

After making the necc.ssary adjustments, prepare Trading and Profit and 
].»oss Accounts and Baleuice Sheet. (Natianal Union of Teachers.) 


^,21. ITic Welsh Manufacturing Co., Ltd., closed its books on the 3 list 
^I>ecember, with the following balances — 


Stock at 1st January — 
Materials 

£ 

6,420 

Pini.shcd Goods . 

9,400 

Sundries 

530 

Materials Purchased * 

38,000 

Coal and Coke used . 

1,460 

itents^ Rates, and Taxes » 

987 

$iisidfies purchased {less 
: svftuma) . 

$80 




Due to the Ystwyth Bank- 

£ 

ing Co. . . . 

2.478 

Repairs to Machinery 

444 

Wages .... 

15,500 

Salaries , 

3,400 

InsuiSfficc 

m 

Salel .... 

56,800 

Fittings and Fixtures 

650 

Returns Inward . • 

1,740 
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Discount Account Dr* bal- 
ance .... 
Suiulry Debtors . • 

Sundry Creditors 
Plant and Machinery 
General Expenses . 
Premises 

Share Capital ^60,000 
shares at £\ each, 12s. 
called on each share, and 
all piud) 


£ 

448 

4,300 

2.870 

11,750 

2.007 

10,000 


36,000 


Travelling and Exhibition 
Expenses 
Bad Debts 
I3ad Debts Kceetve . 
Reserve Fund . , 

Bills Receivable 
Bills Payable . 

Profit and Loss Account 
(1st January) Cr. balance 
Dividend paid . • 


£ 

948 

542 

500 

10,000 

735 

940 


2,388 

1,800 


Stocks on hand 31st December — 

Materials /10,743 

Fuiished GcK»ds .... 19,430 

Sundries ...... 340 

You arc required to draw up a Trial Balance, a Trading and Profit and Loss 
Account, and Balance Sheet, as at 3 1st December, having made the following 
adjustments — 

Depreciate the Plant ar.d Machinery and Fittings 10 per cent each, and the 
Pr<'miftcs 2 per cent. Insurance paid in advance. £93. Keep the Bad Debts 
Reserve at jf500. 

Comment up<»n the Balance Sheet as to whether you consider the company 
is m a healthy state, and give sugi^e.stkms regarding the various items of 
expenditure, etc. Would you recommend a Dividend; if so, how much? 
{Union of liducalionat hisltMcs.) 

Farndale & MaclA'ocl, Ltd., Wholesale Stationeis, Livetqiool, have a 
rc^isten'd (Capital of 75.000 shares of £\ each upon which 15s. per sliare has 
het-n called up. Owing to default bv non-payment of calls 500 shares upon 
M'hith /lOO has been reoeixed have l)ccn forfeited in accordance with the 
Articles of Association. From the following Trial ILilance f^xtracted tlie 
books on the 31bt Dec.-mlvr, prepare Balance Sheet, Trailing Ati ruut, and 
Profit and Account — 


Sliaie Oipital . 
Forfeitcfi Share A/c . 
Call-^ in Arrear 
Leasehold Premises 
(1st January) 

Plant and Machiiiciy 
(I St January) 
Additions to Plant & 
Machmery during 
year (e.li to be 
taken as made on 
the 1st July) 

• Re.servc (1st Jaii.) . 
Sundry Creditors 
Bad l>ebts ♦ 

Bank Overdraft 
(.'asl\ in hand . 

Office Furaitu^ (1st 
January^ 

Sates . . « 

Stock (1st January). 
Putcliascs » 

i 


£ 

55.875 

100 

75 


30,500 

] 1,000 


600 

2.000 

1,250 

272 

125 

19 

65 

40,700 

3,Bm 

21.049 


s. d. 




i 

s. d. 

Wages . 

10,747 

- - 

Salaries . 

1.020 

— ^ 

C..irriage Inwards 

74 

~ .. 

,, Outwards . 

119 

.» 

Insuranci' 

Postages and Tele- 

87 

« 

grams 

43 

- — 

Kates, Taxes, etc. . 

482 

- 

Ollice Wages , 

389 


.Advertising 

Repairs to Plant and 

58 

*■' - 

Machim ry . 

Pndlt aud Loss Ac- 

61 

- - 

count ( 1 St J an .) Dr. 

100 

- - 

Discounts Receix cd . 

327 

^ - 

„ Allowed . 

2,474 

15 - 

Sundry Debtors 
Debentures, 500 at 

11,650 

— — 

£10 each, bearing 



Interest at 6% per 

5,000 


annum • » 

f wm '' 'im. 


♦ 
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i s. d. £ 

Debcntuie Interest Advertising Places, 

half-year to 30th etc , at stations as 

June, paid less lax 141 5 - at 1st lanuary, to 

Diicctors' Fees . 200 - - be written oil ovei 

Goodwill . . 10,000 - ~ 3 ycaib . . 600 - - 


Reserx'e jJSOO for Wages, allow 2i per cent off Debtors and Creditors for 
discount. Insurance is prepaid £12. Depreciate Leasehold Premises 1 per 
cent per annum ; Plant and Machinery 5 per cent per annum ; Office Furniture 
5 per cent per annum Reserve £125 for Bad Doots Stock on haiU ou 31st 
December, £4,174 {Lancashue 6 Cheshire Union ) 

^ 23 The John Smith and Steel Nib Co , Ltd , was registered on and took 
^ver the piemiscs of John Smith as from 1st January John Smith sold his 
busmess to the Company upon the following \ aJiiation — 

£ 

Buildingd (on Lea:>chold premises with 21 years 
to run from 1st Jail uax)) . . . * , 7,S00 

Machiiieiy and Plant ..... 116S0 

Stock and Materials . . • • • 3,872 

Goodwill 10.000 

# 

The Company took over the Book-debts, which John Smith guaranteed, 
wrbile he discharged the liabilities existing on 31st December last Ihe 
Company was registered with a nominal Capital of £80,000 divided mto 80, OW 
shares of £1 each. Of these 25,000 fully paid shares were allotted to the Vendor 
as part consideration for ihe sale of the busmess, the balance being paid to 
him m cash 20,000 shares were offered to, subscribedL and fully paid b> the 
public, with the exception of 200 shares, on which 10s per share bad bc^en 
paid, and which wore forfeited during the year b> resolution of tlie board of 
directors, owing to the non-payment of the cnal call of 10s per shaie lUe 
books were closed on 31st December, and Stork taken as on that date, amount- 
ing to £6,760 ^ 

You are required to write off one twentieth of the value of the Buiklmgs 
(to provide for the expiration of the Lease) ; 8 per cent of the Machinery atkd 
Plant (as Depreciation) ; one-fourth of the Preliminary Exjienscs ; and 5 per 
cent ftom the Book-debts (as provision against Bad and l>oubtful Debts) ; and 
then to prepare the Company^ Trading Account and Profit and Loss Account 
I >x the year to 3 1st Dccr mber, and Bain nc^ Sheet as on tluit day 1 he bsilancea 
of the Ledger Accounts thin, in addition to those icsultmg from the above 
transactions, were — 


Purchases 

Kent .... 
Kates and Taxes 
Wages . . • . 

Salaries .... 
Manufacturing Expenses . 
Sales .... 
Relumed Purchases 
Discounts Allowed (of 
' which £239 were allowed 
on debts* which were 
^ kuaranteed in full by 
John Smitli, and are 


i 

35,720 

76 

211 

8,241 

917 

2,163 

49.798 

311 


Office Expenses 
Diicctors^ Fees 
Sundry DcbU>rs * 
Creditors * 
PitJimmary Expenses 
Bad Debts (of whiei|i £187 
wore in respect 'of the 
debts guaranty by 
John Smith, find are 
psayable by him , * . 

Ca&atSank. . } 

Auditorf ge«» ^ . 

l^acouolASMeirMl * 


4 200 
12.380 
4.487 
400 


« 

3,880 

A 180 

: 
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?45tatc wlmt (lividenfl you would recommend to be pa'd to the share holders, 
arul what bxlanco of rtofit and Loss Account would be earned forward to 
the next vear {Royal Society of Arts) 

^ 24 The Postford Manufacturing Co, Ltd., was registered in 19.. The 
nominal Capital of the Company consists of 40,000 5 per cent Preference 
Shares of /I each, and 10.000 Ordinary Shares of £l each. 

No dividend was paid for the previous year ended 31st December, on either 
cl i-'S of share 

The Company's bonks were closed and balanced, as on 31 st December last, 
on which date the Stork in hand %ras valued at /9,050 

Ttic balances of the Ledger Account were as follows — 




1 


L 

Purcha-scs 


15,345 

Loan on Mortgage (charged 


Ihnldiugs 

, 

24,051 

on abo\*e pn^misos) 

8,500 

1 url 


H5 

Interest and Bank Charges 

402 

H int and Machinery 


S.h54 

Directors' Fees 

300 

l«j»lei and Heating Plant . 

592 

Stocks on hand (1st Jan ) . 

8 990 
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Sundry C n ditors 

10 960 

Ja'om'To<»1s . 


1.856 

„ Debtors 

9 817 

(jOicf nx|rcnses 


362 

Ooodwill 

4,000 

"‘lies 


37 950 

Pri>fit and Lo^^s Account 


M acos ♦ 


13 671 

f r Ixilince (1st Jan ) . 

206 

i hscount (Debit baHnr< ) . 

83 

Prcfcicnce Shart ( .ip*l d . 

17,520 

R»^ser\e for Btid 

ani) 


Ordiniry *^harc Capittd . 

8000 

Dtmbtful Debts 

(t^t 


1 tnpaid Calls . 

50 

Januar>) 


250 

Bills Pa\ able . . • 

2,100 

Sal ires . 


1,062 

Bank Oxen It aft , • 

2,721 

I*od*igos and Telegrams . 

116 

( ost of Nexv Catalogue * 

300 

Kates ami Taxes 


239 

Cash in hand . 

10 

Travelling Expenses 

• 

317 




Before prepanng the annual accounts the following adjusrments are 
aeces«;*iry — 

Pio\ ision for Bad an<l Doubtful Debts is to be made at the rate of 5 per cent. 

Provide for Deprcculioa at the folhAving rales — 

Plant and Macbmerv Account, 19 per cent ; Boiler and Heating Plant 

Account, 10 per cent; I oosc Tools Account, 20 per cent 

Wiitc of! ono-thinl of the co:>t of New Catalogue and one ii*tlf of the Repairs 
Acrimnt against the •current year, cat lying the balanLCS of these accounts 
forwnni to next year. 

Prepare a Trading and Profit and Loss Account for the vear ended 31st 
December, and a Balance Sheet as on that date [London Chamber of Com- 
merce) 


^ 25. MARTIN HANSON & CO., LTD. 

taiAL Balakcb, 31st December 


Pieference Stkam: 
13,500 /! 5% 

shares folly paid . 
Ordmary Spares : 
58,000 /t sluureB 
fully palSr . 
Debaiijtme Stock 44% 
Fi'eehold » 

Fixed Plantr • ^ * 


13,500 


58.000 

18*500 

»,500 

*"4,400 


s. d. 


Loose Tools, etc. 
Funutuie . % 

Horses, Carts, etc. » 
Patterns and Models 


Gocxlwin 

tMbenturft Interest 
paid to 31st Dec. . 
jtadgmee Dividend 
to31s4D«0>« 



250 

3,200 - - 
53,293 -* - 

877 10 - 
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£ 

s. 

d. 


£ 

s. 


Loan Interest paid 




Discount Allowed . 

1,390 

13 

11 

to 31st Dec. 

263 

2 

10 

Wages . 

18.(S.58 

11 

7 

Directors" Fees 

250 

~ 

- 

Rtd Debt Account Cr, 

408 

1 

9 

Bank Commission . 

26 

18 

3 

(2oal 

1.890 

19 

1 

Subscriptions . 

29 

14 

6 

Insurance 

168 

1 

2 

Bank Interest Cr. . 

179 

17 

6 

I.oans to Workmen , 

5 

12 

2 

Debenture Trustees* 




Horse-keep 

735 

3 

4 

Fees . 

26 

5 

- 

New Plant (Loose) . 

385 

17 

9 

Loans Cr. 

5,530 

- 

- 

New Buildings 

81 

9 

9 

Bank 

6,593 

10 

10 

New Patterns . 

525 

5 

10 

Reserve Fund 

6,100 

- 

- 

Repairs . 

1,594 

_ 

5 

Investments . 

707 

-- 

~ 

Trade Expenses 

635 

7 

2 

Profit and l- 0 '>s Ac- 




Salaries , 

1,307 

1 

6 

count (1st Jan ) Cr. 

6,493 

8 

6 

Debtors . 

11,612 

8 

5 

Stock (1st Jan.) 

8,302 

6 

2 

1 Creditors 

3.363 

19 

)0 

Purchase '■* 

17,315 

10 

7 

Cash 

99 

16 

8 

Discount Received . 

221 

11 

3 

[ New Electric Light 




Returns Outwards . 

51 

10 

11 

Installation (to be 




Sales 

48,701 

17 

2 

spread over 3 years) 

300 

- 

- 


Su»ck, 3l<t December: GckxIs, jC^,60S 18^. 9cl.; Hor:>c-keep, /25. 

Dividend accrued due on Investments, jflSO. 

Depreciation: Fixed Plant, 5 per cent; LcK:)se Tools, per cent; Patterns 
10 per cent ; Horses and Carts, 20 p<*r cent ; Furniture, S per cent. Half Depre- 
ciation to be charged on additions during year. 

Deserve /600 W Bad Debts and £GH7 for Discounts ou Debts duf‘. 

If there is any surplus profit for the year after pa>ing Debenture Intero^l 
and Doan Interest, Preference Dividend and 5 per cent Ordinary Dividend, 
place 25 j;cr cent of such surplus to a Special Re serve Account. 

Prepare Trading and Piofit and D)ss A'^coimt and Balance Sheet, 3Ut 
December (Weit Riding of Yorkshire.) 

26. {!) Prepare a Trial Balance comprising 40 items. The items must tx' 
arranged under each other with a view to showing, .successively, items which 
belong respectively to the Trading Account, Profit and Loss Account, ind 
Balance Sheet. At the foot of the Trial Bakuicn enumerate items which woi Id 
normally call for adjustment at the end of the ** financial " year. 

[The object of this exercise is to gauge how thoroughly .student s liave 
mastered the component dements of final accounts.] * 

(2) On pages 460 to 462 of Advanced Accounts are "legal" views fd 
"profits" and what part of them may be appropriated for dividends to 
shareholders. Carefully study the legal decisions. Close the textbook an<l 
then proceed to write down the salient points of the decisions under the 
following sub-headings — 

{a) Single Acermnt System. 

,(5) Double Account System. 

{c) Third System. 

{d) Fourth System. 

37. The Ludler Electrical Co., Ltd., has a nominal Capital of /lOO.OOO: 
wedialf in £l Ordinary Shares and the remainder in 6 per cent Preference 
Shares of each. There have been issued 40.000 Ordinary Shares (which 
have been fully paid up) and 20.000 Preference Shares, upon which per 
^ore has called up and paid. The directors have also issued /lO.OOO of 
4 pw cent Kedeemajale Debentures, of which, at the date of the Drevions 
^ l»n^ng. £2i000 wj^'interest had boon paid off, * 
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At 31st December, the following, among other balances, appeared 

in the 

moles — 

Wagiis and Salaries . 


1.100 

Machinery and Plant 


/ 

14,100 

Reser\c Account 


2,500 

Purchases 


21.000 

lJndivid(‘d Profits . 


4,000 

Office Furniture 


100 

Stationery 


60 

Goodwill Account . 


15,000 

Sales 


61,500 

Bills Receivable 


2,537 

! )iscounts Account, / 


1,260 

Carriage 


700 

''Tof k, 1st January . 


15,400 

Hors<*s, Carts, etc. . 


500 

( ■ ish in B.ink . 


2,950 

Piook Debts . 


18,500 

Value of Le.vn*. 


5,500 

Jyio.sc Tools . • 


900 

.\dvcvi ising 


45 

Creditors 


11,200 

IVf'durtivc! Wages . 


31.800 

Rent, Itatcs, etc. 


• 320 

Sfabh'- Expenses 


160 

Kciiairs and Replacements 

43 

Accouniam y Fees . 


105 

Travelling Expenses 

. 

120 


TUc fiiii-.lir'd Slock at 31st December amounts to /15.000 ar.d the S*ock in 
/'2,S00 

Of lh(' prtuhiclive W.ip^cs, /lOO has expended in addition to Office 
Fixlnr- s aiul Fittings, and /ISO ni new Tools, and :id]U‘'*linent of these items 
u I!i iv^ necessary. 

V<*\i are n <|nirocl to prepare a Trading and Prc»fit and Loss Account and 
B 'linen Sheet, after having (1) madt* prfn'i?»ion for one yeai's unpaid interest 
on Debentures and PreP^rence Shar s. (2) carried 5 per cent of the orcseut 
\.iluc to a Debenture Redernj)ticn Account, (3) written 5 per cent off the 
pp'sent value of the Lease, (4) written off an ascertnincfl Bad Debt of £200, 
nnd created a IVn] Debt H^ serve <jf 2 per cent on the Iwilance of the delfts. 
Yon will fiirtln r provide £1,000 for Directors' FeCwS, J per cent Commission 
on tin' halos to b(‘ allowed to travellers, and for additional Purchases of £400. 
mmc of which are yet paid. Depreciation must be made — 

On Finished Stock, S per cent: on Stock in process, 12^ per rent* on 
M.vcliiuerv and Plant, 7J per cent; on Ltiose Tools, 74 per cent, {f fi^.jrpcrated 

' *^8. The Eldorado Cigarette Co.. Ltd., was rep.stcred on 1st April, with a 
nrnniual Capital of £30,Vl00, divided into 25,000 Ordinary Shares of £1 each, 
and 500 Preference Shares of £10 each; 22,179 Ordinary Shares werr allotted 
(upon applu atiori). called up and fully paid, with the exception £32 (“ calls 
in arrear "), while the whole of the preference Shares were ailoited and paid 
up liefore 31st March next. 

On 31st March, in addition to the above transactions, following were 
ilio Ledger Accoiitits’ balances of the Company. You are p'quireii, after 
making the adjiisiinent.s i^ated below, to prepare a Tr»ading Account and a 
Profit and Account for the year endeni 31st March, and a Balance Shwt 
as on that date. Thu stock*in>hand as on 31st March, was valued at * !d,455. 

LEDGER ACCOUNTS' BALANCES 


Cash in. hand . . . 129 Sales — 

"Rent . • . . 620 Tobacco . . . 25,693 

fias and Electric Light • 182 Cigarettes . . 61.460 

Kates and Taxes . . 203 Shorts and Sundries . 7.595 

1 .icence and Insurance • 209 * , ^ ^ 

Trade K .-epensea . . 50« Sales Returns- 

Elr'ctric Power . . 63 Tolxacco • . . 427 

.. Interest and Discount (Dr. Cigisrcttes * . * l.OW 

balance) • . . 3,275 Shotts and Stindries * . J93 
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Purchases — 


Printing and Po.stage 

• 

tj 

3i7 

Tobacco . , , 

74.029 

General Expenses . 

• 

93 

Sundries • , • 

2,300 

Plant ajid Machinery 

• 

3,42<» 

Boxes 

3,053 

Fixtures and Fittings 

, 

1,100 

Purchases Returns — 


Advertising and Samples 


fl04 

Tobacco 

1,745 

Profit and Loss Account 


Sundries 

162 

(Debit balance) , 


479 

Boxes 

47 

Legal Expenses 

■ 

53 

Rad Debts (written off) . 

247 

Audit Fee 


lOS 

Wages (Manufacturing) 

7,517 

Stock 


17,532 

Salaries .... 

1 ,537 

Bid Debts Reserve , 

• 

512 

Carriage 

8^> 

Sundry Creditors 


22 9'7'‘ 

Travellers’ Salaries, Com- 

1 

,, ' Debtors 


2i,:vy) 

mission and Kxp*'nses . 

1,479 1 Cash al B inkers 

Anji’srMESis 

/ 

49 

927 

Insurance paxl in a 

dvance 



Rates 



32 


foi Salarie.-^ 

, 


40 


Elv'ctric f.ight 


34 


„ EJoctric Pow^'r 


18 


Decjreciation T^laiU 

and Machinery .... 



Fj.vtures and Fittings 

71% 



Reserve for Bad and DonlHfid 2J per cent on Sundry 

{Chartered Accomitants.) 


REVISION EXERCISE XJII 


Uj)On which side of the L^d^er w'ouhl yon expect to find the 
of the foIJom'ng accounts? Grve your rcrtsojs: Bad Debts, Cash. Goodwill, 
Reserve I'und, (IVesl Ihding of Yorkshire.) 


2. What is the difference, as ordniarily undeii stood, betwcru gioss 

and net profit? Slate some of the advautages to be derived from ainving 
periodically at the gross profit of a business? (Chariered Accountciftis.) 

3, Rule a form of Petty CavSh B<iok which you wuld recommend foi a 
merchant's or manufacturer's bu!>'»ness, w'here all payments not cxcc-t^ding 
£2 are made out of the Petty Cash which is Jr^'pt by a junior clerk, and exphrn 
the method of dealing with it. (Chartered Accountants,) 


A. On 2nd November, William Robinson Si Co,, Etd., drew a bill on IhuiiN 
Jones at three months for /SlK) in respect of goods supplierl. On Cth Noveinlji r 
the company received the bill from Jones duly accepted^ j>ayablc at 1h*^ 
County Bank, Ltd., and on 5th December discounted the bill vrilh its Uiuker.** 
at 5 per cent per annum. Make the entries in rcsi>ect of iliese transactions in 
the f^ks of the company. In the Company's Balance Shr'et at 3J5t DccemlvT, 
bo^, if at all, will the bill appear? {CnarUred Accountants.) 

t jS. Explain, as applied to the Balance Sheet of a Joint Stock Company, 
the fcdlowing — 


8 


Capital Authorized, 

{b) Calls in Arrear, 

Mortgage Debentures. 

Preliminary ICxpenseR, 

On which side of the Balance Sheet would they appear? 


{L^atkin Midi 
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6. Explain the difference between — 

(а) Dobcnlurc Stock. 

(б) Debentures to Bearer. 

(f) Debentures to Registered Holder. 

{l.aneashirg and Cheshire Union,) 


7. Three doctors, A, B, and C, are in partnership in Kensington. The 
partner.'ihip comes to an end at 31st December, at which date the agreed 
figures of the Trial B dance are as follows — 


A Capital Af'umnt at Ist JanuHrv 

» 

Dr, 

{ 

Cr. 

1 

2 500 

B. . 

• 


1,500 

c .. . . 



1,201) 

Dia wine: Account — A at Dee* ;:,ber . 


1,225 

• 

B , 


(>34 


,■ C' ,, • , 

Book Debt.s (m Nortli Kensingtr.n) 


723 


• 



,, (in ShxuUi Kensington) 

4 

2,0S7 


Idab lities 

4 


31G 

l iir.i.ture and Fixtures . . , . , 


12.S 


at Bank' I- ...... 


1 ,500 


J'oifit and I-'v**' balance (l^efore charg.ng Interest 
Ciqntal) ....... 

on 

3,460 






Phch patiner is to be credited with a year’» interest at 5 ]>or c^ nt on his full 
Cap.tnl Account, and the remaining profit is to Ije divided, onc-haU to A, 
on to B, anti one-quarbT l(* A rtiircs from practice; B takes over 

tij'’ furniture and the debtors hi North Kensington, and assumes the liabihtv • , 
a.td (. hikes over the Smth }C‘n.smgton debtors. ICach pariner ^ ihiid 
cf ih*’ Uvsh balanio, and j>ay.s his own costs of coining to a settlement. Make 
ou'w slatenients showing what aru the rt'Spective sums to be received or paid 
by each partner on the final settleinont. {Chartered ^ccounfafiU,) 


S. A. Edwards Co. sold their busim-ss to a Company lor the sum of 
/2-0,000, to be paid for by 125.0<)t) {I Ordinary Shares and fs}3,000 in cash. 
Ih' ir assets consi.3U*d of — 


h'lechold l.and and Builchnga, ^'alucd at . . , , 

M.ichniery and Pxaut, etc., valued at * . . * , 25,000 

Book Debts, certified Jby the Auditors at . . • . 45,000 

S UK ks and Materials in prugress, valued at . , . , 140.000 

Advertising Plates, etc. 25,000 

And their liabilities were — 

Trade Creditors 40.000 

l^oans on Mortgage 45,000 

The Capital of the Company was ;f250,000, consi.sting df 125,000 Ordinary 
Shares of each, and 125,000 6 per cent Preference Shares of £1 each, issued 
at 2ls. a share. 

'the Pnfferciico Shares were subscribed by the public as follows — 

0;i Application, Is. per share; on Allotment, 2s. 6d. per share, 
tin First Call, 10s. per share; on Second Call, 7s. 6d. per share. 

Make the Journal entries for the abtn e ' transactions in the Company's 
bonks, and set tlie Balance Sheet tlf*eroafter. (Chartered Acecuntams.) 


9:‘ A and O, trading in partnership, and sliarmg profits and losses % thfls 
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jToportions of two-thirds and one-third rospf'clively, sold their business to 
f. S. & Co. Their Balance Slieet showed as follows — 


Creditors 


£ 

3.7S0 

Plant .... 

£ 

2,000 

A's C.iipital 


6.000 

Fixtures and Funnture 

650 

O’s Capital 

« 

4,000 

Stock .... 

7.50<t 


£13.750 

Book Debts . 

Hills Receivable 

Cash at Bank . 

2 .500 
.5(K> 
(iOO 

^13,750 


The purchasers ngreed to give £2.0<)<) lor f f/Hvhvjll, but wouM only take over 
the Stock at £7.000, and the Pl.uit at /1. 700. ^^ako up the Crijutal Accounts 
of A and O, carrying out the terms of sale. (Chari. :c(i -IcconHiants.) 


10, The books of the Bntisli Manufacturint' Co., Ltd., at the end of its 
fir>t year’s business on 31 st OecemlxT, .showed the f(»lU)vvincr Ijiilance,--, tie* 
Stock-in-trade at that date ainnunting to £6,000. 


£ 1 

Share Capital . , . 40.000 , 

5% Debenture Stock . 10.(U)0 | 

Interest on Debenture j 

StorJ: paid l^ss tax . 47s 

I3tnldmg.s . . . 20.000 ; 

M •vchnicr}’' . . . 25.000 ■ 

Office and General Repairs 1,500 ; 
Directors' Fees . . 3oo • 




])y. 



TV»'liinir..u V l-.'cpcn.-jes 

• 

.Sno 

Purchases 


49 (KM I 

ilv * , . . 


7i).(MiO 

Waives , • . 


15. DIM) 

c asn 111 hand . 


:i 525 

Debtors , 


h.(KI() 

(’roditj-r-. 


1 501) 


Write off Preliminarv ENPOriSiu-*. /5o0. Di preci.^t.on on Buildings, /loo; 
and on JMachmery, £1,000. Prepare a Tnidmi; and lYuJit and fyi>s .Vr^tuint 
lor the year ended 31st Drcrmber. (C/iarkred A'^co intants ’ 


11. A company made an issue of £100,000 Dobeulure Stork, .secured bv 
trust deed on all the fixed and fh'Mtin:; Assets of the company. Ot this antcMiru 
£50,000 w.xs subscribed at a premium <d £2 per cent, £30,0<)0 was subscrilvd 
at par, and £20.000 tvas issued to the Company's bankers by way of collairrai 
security for a loan of £15,000. Give the entries wrliich sh»>iild aj'pfar in 
the Omipany's RaJance Sheet to record these transactions. (Char ir red 
Accountant.^.) 


12. In the books of the Isle of Wight Tube Co., Ltd., you tmd that the 
shareholders have been paid £1,000 during the cuy(‘ut year, represtnting 
interest on their lioldings at the rate of 5 per cent. A similar sum ha.s bren 
debited to the C<jnstructinn Account as " Interest paid during Construction of 
Works.” Under what circumstanres, if any, is this a proper proceeding? 
Supposing the line to be completed by the following 3 1st December, ancl similar 
transactions to lake pUioe during this year, woukl your answer bc^ affected in 
any way? (Chartered AccoiwtanU.) 

13. Premiums on shares of a company having been carried to a Rosc^rve 
Fund, a portion in a bafl year's trading is transferred to Profit and L/'».ss 
Ac<;iijrunt in onlcrto pay its iVcfcivnce Dividend. Would you see any objection 
to this course ? (Chartered Accaiwtants.) 

%/l4. A Limited (kmipany was fonned in October to ,'U'quire two private 
concerns as on the previous 30th June, adr^ptiiig their trading from that date. 
The purchases wer? completed, and trading by the company cornmencedl On 
I$t .^^ember. It was decided to keep the account.^ of the two bus^irn^ses 
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separate until 30th June. The net profits at 30th June were found to bo 
;f2,100 and ;£3,600 respectively for the year. You are asked to advise the 
directors as to the jxmount of dividend they are justified, apart from financial 
considerations, in paying on the Company's total Capital of £50.000 in Ordinary 
Shares. What points for consideration would this involve? (Chartered 
A ccoimtants.) 

15 Perry & Knowles. Ltd . arc Brewers. At 31st Dcceml^er. after the 
year’s working, their Trial Balance stood as follows — 


Ljccnscil and other 


s. 

d. 

Property . 
Ordinary Share 

526.672 

IS 

4 

Capital 

6% Preforcnce share 
Capital (nominal 

250.000 



£250.000) . ^ . 

Calls paid oil For- 

249.610 

~ 


f«dl«'d Shares 

2S 

„ 


(loodvvill Account . 

22.377 

18 

1 i 

I'urmat Exi^Mcvrs 

I’renminis on, and 
alterations io, 

4.305 

12 

i> i 

{ 

Lca'ie- 

16.111 

19 

4 

Wages . 

3,f> 10 

8 

2 

Brewing Matt nals . 
Moitgage!>ou Licon 

30.214 

ij 

4 

1 

stdProptrly 
'riatu Def<-nce Fund 
(’oiitribution, L>i 
Jan. (half to be 

3.S.50 


I 

wntlen olf) 
Contractois. on a/c 
of C.ijjital All'Ma- 

75 



tioiis to Pr«»jierty 

1.407 

16 

11 

Coininissions 

234 

16 


Diseounta 

314 

4 

2 

Keserxe* Fund 
C)rdinary Sli.ire Du i- 
deiid (Interim. 

10,000 



23rd July) 

3,750 


1 

Invcstnieuts . 
Reserve foe Loss on 

9.611 

• 

18 

i 

In vestments 
Reserve for Doubt- 

M)0 



ful Del>ts . 

200 

- 



4i% Debenture 
Stock (Interest 


payable 1st Jan, 


s. 


and 1st July) 

100.000 

_ 


Sundry Creditors . 

6.325 

4 

7 

Sundry Debtors 
Proterence Sliaro 

28.714 

12 

1 

Dividends . 

14,227 

15 

4 

Plant and Machinery 

7,104 

'1 

9 

1 i It rels 

3,106 

S 

10 

Horjics and DraN's . 
C(“rnpciis;dion Char- 
ges un<ler the 
Lict using Act 
(hail pj ’oc 

2.114 

12 

•> 


874 

10 

- 

Cash 111 hand. 

34 

3 

11 

Cash in Bank 

Inleiest on Deben- 

3.797 

S 

9 

ture Stock 

Railway Claims 

2,137 

10 

- 

written olf 

12 

7 


Iiicore.e Tax . 

i(m 

4 

8 

Direciois’ Fee‘» 
Furniture and Fd- 

5o0 



tU’.gs 

Ainounis received 
oil account of 

207 

6 

4 

ii: bts wiitTen off. 
(knieral 'liade Fx- 

112 

16 

8 

<'.nd D .\i 
count '(I St Jan.) 

8,214 

6 

4 

C>. . 

16,814 

12 

1 

S ih's, /ess Returns , 

49,743 

o 

11 

lv< nt C>. 

Ij'vr Duty paid, /os 
aiiunint charged 

5,614 

13 


out . 

2,823 

•j 

8 


The Stacks auiounie*! to— 

Brewing *\latorials 
Sundries 


£ 5. d. 

7.973 2 4 
614 12 3 


Carry forward £150 as uiiexpired Kates. 

Write 15 per cent otf Barrels; 9 per cent ofl Horses ami Drays; 7i per cent 
ofi Plant and Machinery ; 5 per cent off I'uniiiurc and Fittings. 

l^sebaro Profit and Loss Account and Balance Sheet. [Lancashm^nd 
Cfieshiri Vnion.) . ^ 



CHAPTER XIV 

(3) JOINT STOCK COMPANIES (cov/d) 

\ STATUTORY AND STATISTICAL BOOKS 

.^oks which a Joint Stock Company is Conspelted by Law to Keep. 
The statutory books and documents which must be kept by runi- 
pames incorporated under the Compames Act. 1929, are as follow o — 

I. Register of Members (Share Ledger). 

2 Register of Ihrectors and Managers. 

3 Register of Charges. 

4 Minute Book. 

5. -Annual Return, and a copy of last audited Balance Sheet of 
the company. 

Statistical Botdss kept by a Joint Stock Comply. As mentioned 
on page 5. Statistical Books aie those m which are entered the 
numerous details connected with the business operations; details 
that cannot conveniently be recorded in the financial books Such 
books arc, therefore, kept in addition to, and independent of, the 
ordmary double entry books Tlu statistical books generally t m- 
ploycd are — 

1 Application and Allotmr nts Book. 

2 Call Books 

3 Share Certificate Books. 

4. Registers of Transfi rs 

5, Debenture Interest Book. 

6 Dividend Books. 

7 Sial Register. 

8. Register of Probates. 

9 Directors’ Attendance Book. 

10 Agenda Book, 

II. Register of Debenture Holders. 

APPLICATION AMD ALLOTMENTS BOOK 

Nature and Use. This is a book ruled in tabular form. There is 
no standard ruling, but the book usually contains cohimns to record 
the names, addresses, and occupations of all applicants for shares, 
the number of shares applied n>r and the amount deposited with 
such applications. Provision is also made by means m additional 
colhmns to record particulars of aOotments, vis., the number of 
shares actually allotted and their distinctive numbers, the total 
ammint due on ai^licatkm and allotment 4 >n the shares so aUotted, 
the balance due tm allotment and the amounts subsequently' received 
Separate Application and Allotments Books are kepi for 
4tio 
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each class of shares, Ordinary, Preference, Deferred, etc. The 
Application and Allotments Book is added, and the totals agreed 
with the amounts in the financial books, viz. Journal and Ca.sh 
Book. ^ 

In some cases, extra columns arc provided to record subsequent 
Calls and their payment, and also any calls paid in advance. TTic 
inclusion of too much detail, however, tends to make the book of 
a very inconvenient size. Further, if the securities are much sou^t 
after, the .shares change hands very quickly; and, consequently, 
the original allottees may not be the persons liable for the amount 
of calls. Particulars concerning calls are, therefore, best dealt wth 
in a .separate Call Book. 

Treatment of Applications. A prmted application form is is«ued 
with the pro,spectu.s, and applicants have merely to fill in the re- 
quired particulars as to name, address, numljcr of shares, etc., and 
.send the same, together with remittance to the company’s bankers. 
The bank fills in the receipts and forwards them to the applicants. 
The particulars are then entered in a special Bank Pass Book for 
the company. Separate pass books are kept for different classes of 
.shares. Preference, Ordinaiy, etc., the totals being ultimately trans- 
ferred to the company’s general Bank Account. 

The application letters and the pass books are obtained daily 
from the company’s bankers. The, applications are numbered an.I 
dated ; in large comp.anies by means of a special hand machine or 
“ numerator,” and then entered in numerical order in the Appln j- 
tion and Allotments Book. In some cases, however, the applica- 
tions are sorted into alphabetical order and entered on loose sheets, 
each capable of takuig 20 to 25 names, and separate sheets arc 
used for each letter of the alphabet. Afterwards, the whole of 
the sheets are bound together in book form. This facilitates any 
subsequent reference that may be necessary. Wheie the shares 
arc rnuch in demand, .siwculators often put in different applications 
on ihffcrent dates, and it is not unusual for them to succeed in 
obtaining an allotment on cadi, as, with a very laige number of 
applicants, the fact of double and treble applications from one and 
the .same person frequently passes unnotiew, unless the applica- 
tions have been arranged in strict atobabetical rotation.. In small 
companies, a ready-bound and printed book (obtainable from retail 
law stationers) wiU her doubt suffice. 

When the lists are dosed and it is found tliat the minitmm 
subscrijftioH has W!en received, the directors proceed to allotment. 
Applications bearing the initials of any director are set apart for 
special consideration. Particubtrs of aU allotments will be entered 
in the IMraciCHrs’ Minute Book, and the resolutions passed will 
carefttfly set out the allottees bikI the numbers cd their diar^ 
(probabV by a reforence to the Albtm^at Sheets). The directors 
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WALDRON MANUFACTURING AND TRADING COMPANY, 
Limited. 

([iicorporated under the Companies Act, 1929 ) 

Issue of 30,000 Preference Shares of each at Par. 

FORM OF APPLICATION. 

To the Directors of the 

Wat. i> RON Manufacturing and Trading Company, Limited. 

Gfiit lemon, 

Having paid to your Bankers the sum of I being 

i a deposit of .S/- per share on Preforente .shares of ;£l each, 1 

. agree to take up that number of the said shares, or any smaller number 

j that you may allot to mo, upon the Ivrnis of the lYospi r tus dated 14lh 
December, 19 — , and the Memoranthim and Articles of Association, 
i and I authorise you to place my name on the Kfcgi.->ter of Meml^ers as i 

I tlie registered holder of the said Preference S lie res, and I agree to pay j 

» the amount due on Allotment and further lastalments as and when 

I the same become due. i 

I Signature j 

j Name in fttU 

! (Stair wh<^rh('r '* Mr.,** “Mrs.,” or “M'-.,” ai>d title, if any.) 

I Addiess in lull \ 


Occupation^ 


Daie^ 19. . 

This funo bhould be filk'd up and forwarded E.vtiri„ i )trt'Ui»'r wMli the ixisit of 5/* 

E >r diare on th<‘ number of .Shar<!Si applu d for, to tin* Oirupany’i Haiikm, Tmb .Mi:tko I' ask. 
tMlTGD, ANNoM SIREKT LoSDOW, S.W. 

A it'p irat*’ Clu qui* accompany each application. 


WALDRON MANUFACTURING AND TRADING COMPANY, 
Limited. 


BAXKKKS' RFCEUT. i 

[ No. 

i RECEIVED this ^ilay of ' 

from ... 

; the sum of 

i for the credit of the WALDRON MANUKACTl^DNO AND TRAD- 
j ING COMH.ANV, LlMl'I'ED, VK»ing a dc|)o.sit of 5/- per share on 

i l^refcJciice Shares of each in the above-named Company 

j For ITJE .METRO BANK, LIMITED, 



Cashier, 

This Rftoefpt, when returned by the bankers^ most be preserved and eschanged in due 
for sltare Certificate. 
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WALDRON MANUFACTURING AND TRADING COMPANY, 
Limited. 

(Incorporated under the Companies Act« 1929.) 

LETTER OF ALLOTMENT. 

No JRegisiered Office, 


Sir or M»ulain. 

In accordance with your nppiicalion for Share-s in the abovf5 
Company, I beg to inform you that the Directors have allotted you 

Preference Shares of each. 

'file amount payable on application and allotment in respect of the 
said shares is 

i You have paid on application £ : : 

j Leaving a balance, due from you of / ; : 

which sum must be paid to the Company's Bankcrb, 'I'HE METR<i j 
DANK, LIMITED, Aniion Street, London, on or before th* ! 

instant. I 



j 

i 

i 


I 

1 


Yours faitlifullv, 

'Fo 


. . - - - V 

1 ;i •* form iiiiisl be Cntirc, tof^ethcr wifh remit i.-irscr iv the Compdiiy^ BAnk' - 


WALDRON MANUFAC?rrRL\G AND TRADING COMPANY, 

BANKERS* RECEIPT. 

Received this day of 19.. 

from ,.1 

the sum of 

being per Share payable on aUotinent of IVeterencc 

Shares of i each in the above Company. 

For THE METRO BANK, LIMIVED 


Si0mp>. \ 


£ : : Cashier 

Thi« Receipt, wUeo returned by the B.mkers, mu&t be preserved aad exchanged In 
due course for Sb^re Ceriifioiite. 
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usually initial the Application and Allotments Book at the various 
stages of allotment. The particulars are entered up in the Applica- 
tion and Allotments Book. Allotment letters, giving particulars of 
the shares allotted and requesting payment of the amount due on 
such shares, are next sent by the secretary to the. allottees. Applica- 
tions are merely offers of acceptance and can be wthdrawii, if 
desired, any time before allotment ; but the posting of the letter of 
allotment completes the contract and makes it binding on the 
allottee. Allotment letters, however, do not specify the distinctive 
numbers of the shares. 

Numbering of Shares. Each share must, by law, have a distinc- 
tive nmnber. Different numbers are usually as.signed to diffenmt 
classes of shares, in order to guard against mistakes being made by 
confusing one kind of share with another. Thus, supposing a com- 
pany to have 50,000 ordinary shares, 50,000 preference shares, and 
20,000 deferred shares, the ordinarj' shares would be numbered 
from 1 to 50,000, the preference shares from 50,001 to 100,000, and 
the deferred shares from 100,001 to 120,000. 

Monqr Returned to Applicants. Columns are provided in the 
.Application and Allotments Book to show any money returned to 
applicants. The reason for such rctiun is cither ^cause their 
applications have not been accepted, or because they have applied 
for more shares than have been allotted them. In the latter case, 
the excess paid on application is applied m reduction of the amount 
due on allotment; but, in some cases, such excess is more than is 
required on application and allotment together, and the balance 
not required is refunded to the shareholders concerned. I/itters 
of , Regret, together with cheque and printed form of receipt 
annexed, are forwarded to those applicants to whom no allotment 
is made. 

Shares Allotted to Vendor as Fully or Partly Paid iq>. Besides 
being issued to the public for cash, shares may, legally, be issued 
as fi^y or partly paid up in return for other kinds of valuable con- 
sideration, e.g. property, and also for personal services rendered. 

By Section 42 of tlie Companies Act, 1929, whenever a company 
limited by shares m^cs any allotment cd its shares it must within 
one. month thereafter file with the registrar of joitlt stock com- 
panies a return of the allotm^ts, and, in the case of sirarcs allotted 
as fnOy or partly paid upi a contract in writing constituting tl\e 
title of ^.aUottee to the allotmmit. • . ' 

Letter od Renunciation. In the case of an allotment to existing 
shareholders of further sbar^ iff a successful company, a power ol 
rcnunciatian in favour of nominees is iisuatly 0vcn. The renuncia- 
tion ihnst .be in writing mid be signed by the sharchohter and his 
nominee. The latter most agree to accept such shares and to pay 
any amount due thereon, and must also request to be entered in the 
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I 

WALDRON MANVFACTURINa AND TBADINO OOMPANV, j 

Lfmft«d. I 

(Inooxporatcd uiuler the ComjpvLnles Act* 1028.) 

LETTKK OF REGRET. 

No RegisUred Office, ■: 

19.. ! 

Sir or Madam, J 

With reformce to your application for Shares m the above l 
Company, I beg to inform you that owing to the over-subscription of , 
same, the Directors regret they are unable to make you any allotment. ; 

I enclose herewith a cheque for / : : , being the amount \ 

deposited by you on application for the said shares, and shall be j 

j obliged tf you will kindly sign and return the Receipt at the foot of I 

) this form. ] 

j Yours faithfully, I 

To ; 


Secretary, 


WALDRON MANUFACTDEING AND TBADINO COMPANY, 
Limited. 


RECEIPT. 


No,. 


Date ,19*.. 


RECEIVED of the above-named Company the sum of*..; 

being refund of amount paid on 


application for.:**, 
allotted. 


**Prcfcrepc& Shares in tlie Above Conipmay not ! 


Signaluri,^. 


I 
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WALDBON HANUFACirURINO AND TRADING COMPANY, 
Limited. 

(Inoorporatod under the Companies Act, 1929.) 

LETTER OF RENUNCIATJONT. 

To the Directors of 

The Waldron Manufacturing and Trading 
Company, Ltd. 

I hereby renounce my right the allotment of, 

shares o£ £ each in the above Company, and request you to 

allot the said shares to my nominee ; 

Name 

I 

j Address 



Occupation 


(Siqnf(t) 


Dated Ihi^ day of U) 


WAIIIKON MANUFACTURING AND TRADING COMFANY, 
IJmUed. 

(Incorporated under the Conipanics Act, 1929.) 

LETTER OF ACCEPTANCE. 


I 

I 


! To the Directors of 

I Thk Waldron Manufaciuking and Trading Company, Ltd. 


I 1 hereby agree to accept the shares of £ caf:h 

' in the above Company renounced by a in my 


; favour. I undertake to pay the calls which may be nuxile thereon. I 
1 I also hereby request you to enter m3' name in the Register of Member> ’ 

I in respect of the said shares. ; 

' Dated this day 19 

Signature 1 

Address i 


Occupation 

\ 
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Register of Members. The stamp duty on a letter of renunciation 
is the same as that required on a letter of allotment, namely, Id. if 
the nominal lvalue is less than £5, and 6d. if it is £5 and over; an 
adhesive postage stamp may be used. 

If all the shares are in the first place allotted to the vendor, and 
tlh'Ji transfers are made out and registered in the names of his 
nominees, each transfer would be .subject to an ad valorem .stamp 
duty of 20s. per cent. And even in the case of a ** nominal '' con- 
sideration, a fixed stamp duty of 10s. per transfer is payable. 
Obviously, therefore, th(; execution of letters of renunciation with 
a maximum duty of 6d. per letter is a much more economical 
arrangiiiuent. 

Shareholders* Cash Book. This is a subsidiary Cash Book used 
for the purpose of recording details of all money received from 
shareholders. I'lie totals of this book are transferred eventually 
to the General Cash Book. Tlie compan^^’s bankers keep separate 
\yd« liooks for the receipts on each class of shares. These pass 
books arc obtained from the bank daily, and particulars entered up 
therefrom into tliis subsidiar}? Cash Book, and posted thence to the 
credit of the individual sliarehoklers’ accounts in the Share Ledger. 

Some accountants, howovor, consider those subsidiary cash books 
unnec(\si>ary at this stage, and prefer to keep all the detail in the 
Application and AlIotmentj» Book itself, introducing the Share- 
holders’ Cash Book only when calls are made. 

In small companies, it will no (loui>t be siiHlciont to record lue 
(k tails in an inner coluinti in the Gtuicral Cash Book itself, extending 
only the daily totals into the bank column. 

In addition to the ruling sliown in the worked examples, the 
following niling is also met with — 


SHAREHOLDERS' CASH BOOK 


Date 

Xiimc ^ 

Sliare 1 

i 

Folu) j 

Amounts 1 

Received j 

1 

Totals 

transferred to 
Gimeral 

Cash Book 



1! 

1 


I 

i 

U 

! i ! 

l_l. i_ 


Example i. The Waldron Manufacturing and Trading Co.. Ltd., 
was registered with a capital of jflOO.OiK), consisting of 50,00t) 
Ordinary Shares of ;£! each, and 50,000 6 per cent Preference Shares 
of £\ each. The objects of the^coinpany were inler alia to acquire 
the goodwill and assets of the business of Frank T. Waldron. The 
pui-chase price was to be paid as to £10,000 in easily and as to 
£20,000 in fuily-paid Ordinary Shares of the company, allotted 
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eitlicr to the vendor or to his nominees. Ten thousand of the 
Ordinary Shares were offered on January 1st for public subscrip- 
tion, payable 2$. 6d. per share on application, 7s. per share on 
allotment, and the balance in calls not exceeding 5s. per share. 
Applications were received, and allotments made, as under — 

No. of No. of 
Shares Shacks 
appli<*d for. allotted. 

Jau. 2. Matthew B. Barker, Solicitor, 71 Lime Street, 

Bames (including 1 share as signatory) . . 2,500 2,000 

3. Edward Clarke. Solicitors* Clerk, 120 Mare Street, 

Hackney. London. N.E. (signatory) . . 11 

4. John F. Dalton, H.M.C.S., 194 Mildmay Park, 

London, N. (signatory) ..... 1 I 

4. Fred Evans. Solidtois* Clerk, 96 Rood Lane, Brix- 

ton, Lomlon, S.W, (signatoiy) .... 1 1 

6. Isaac L. Mensper, Surveyor, 25 Leyton Street, 

Boro, I/>ndon, S.E. (signatory) ... 1 1 

6. Ernest O Prince, Accountant, 12 Temple (Cam- 

bers, Holborn, London. E.C. (.signatory) . , 11 

7. Thomas P. Retrop, Solicitor, 2 T.ucas Street, Bexley 

(including 1 share as signatory) . . . 3,000 2,495 

7. Arthur Holdfast, Cotton Merdumt, 726 Lime Street, 

Liverpool ..... 500 nil 

8. James F. Longley, Gentleman, 6 Park Drive, 

Bromfield lO.vt'O 5,500 

8. Mrs. Ruth Oliver, Widow, Halstead Park, Framley 500 nil 

Allotments wi re made on January ISihin order of application, and 
the shares numbered from 1 upwards. No allotments were made to 


21 APPLICATION AND ALLOTMENTS 
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A. Holdfast and Mrs. Oliver, whose deposits were duly returned in full 
with Letters of Regret, Nos. 1 and 2. The moneys due on allotment 
were payable by 20 th January, by which date they were all received. 
Allotments were alro made to the vendor and his nominee as 
follows — 

Frank Waldron, Merchant, 1 Penley Mansions, Sidcnp, 15,000 shares 
(4,501 to 19,500). 

Ellen Goode, Spinster, 1 14 High Road, Sydenham, 5,000 Shares (19,501 
to 24,500). 

Write up the Application and Allotments Book, and Share- 
holders’ Cash Book, recording the above particulaus. 

71 SHAREHOLDERS’ CASH BOOK 71 

Dr. (ORDINAHY SHARES) Cr. 


1 JFolio j| Ani<iunt I Date I Payments iFolio |j Amount 



ihe Jo>iW toW Sli^ tioiiie «od 
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Folio ! Ainoiirit 


Q BaTaoce b/f 
Allotment A/c : 



Barker, M. B. 

lOX 

687 lo! 

Qarke, E. 

loa 

: 7. 

Dalton, J. F. 


1 7 

£vai)A, Fred 

104 

1 7 

Menspcr, I. L. . 


; 7; 

Prince, E. 0 . 

io6 ; 

. ! 71 

Retrop, T. P. . ! 

107 ' 

872.10, 

Uinglt-y,]. F. .1 

Zfo , 

‘ 1.500 - 



1 i i_ij. 

For Example 2, see page 491 


SHAREHOLDERS’ CASH BOOK 


Dr. 


(PREFERENCE STTAKKo.) 


Cr. 

Date 

Receipts 

.1 

SJ„ j 
FoIjo j 

Amount 

Date 

Payments 

S.L. 

I'olio 

Amnnnt 

19— 



1 i 

19— 




Jao. 2 

To Application 



Jan. 15 

By Application 


i i 

A/c— 

! 

I i 


A/c— 


1 

2 

Holloway, P. F. . 

261 1 

675 -■ 

J 5 

Waltm. A. 
Dixon, T. F. 

c. ! 

25 ■ 

2 

Cfxjper, A. O. - 

36a 1 

2.750 ^ 

15 

C, - 

25 “ 

3 

Walters, A. 

c. 

25I - - 

15 

Balance c/f 


9 , 775 . - 

3 

EdwaMs, IT. 

263 

400; -1 - 


il 

A 

Newton, J. F. 

264 • 

I,000| - 


« 

; 

I 1 

T J 

f 

Archer, P. 

265 ' 

I.I25 - 


1 

,! 

1 I 

Greale, E. P. . 

1 Rawlings. G. 

266 1 

« 75 ; - 

1 

1 

i’ 


5 1 

367 fl 

375 ! - - 



!i 

1 i 

6 1 

[ ] 3 rooke, S. L. 

368 ;; 
c. It 

300: - - 
251 - - 



*' 

i 

6 

! Dixon, T. F. 



Ij 

1 

7 

Liptoii, R. 

269 

270 -1 

500J - - 





6 

Penlcy, C. K. 

1 , 375 : - ' 



1 

1 


1 

i| o,82‘J| -I - 

1 'aMMMMMk'wiM mtm 



i 

0.825 - 
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SHAREHOLDERS’ CASH BOOK 

(PREFERENCE SHARES.) 

491 

92 

Cr. 

Date 

Receipts 

SI -i 

Kite ! 

Date 

Payments 

-.li 

"*iq — 



IV— 


. _ „ 

! 1 J 

Jaa. 15 

To Bala.vce b/f 

1 0,775 - 

Jan. 15 

By Allotment 

1 ‘ 

20 

„ Allotment 

f 


A/c- 

5 


A/c— 

1 1 

15 

Cooper, A. O. . 

862 1 250. - 

20 

Holloway, P. F. . 

261 7731 - - 

13 

By Transfer to 

i i 

20 

EdwarOs, H. 

2.05 300; — - 


General Cash 

1 i| I i 

20 

Ni'wtoii, J. F. 

2O4 700 -■ - 


Book 

i X 5 «ooo; - 

20 

Archer, F, . . 

2 h 5 875 



i 1 

20 

Gredle, E. P. 

266 625 - - 




20 

Kaw!uij{<, G. 

267 375 



1 j 

20 

Brooke, S. L. 

1 2ft8 475 - 

1 


! ! i 

20 

Ljpton, R. 

zfy) 225 



! ■ 

20 

Penley, C. N. 

270 1 1,125 H “I 


i 

1 i , 


! 

1 15,250 “! -| 



;j x 5 ,=?o‘ - 


Example 2, Thiiiy thousand Preference Shares of the Waldron 
Manufacturing and Trading Co., Ltd., were offered to the public on 
January 1st, payable as follows — 5s. per share on application, 
5s. per share on allotment, and the balance in calls not exceeding 
5s. per sliare. 

Applications were received, and allotments made, as under — 

No. of oC 

Sha*-' * Sbares, 

applYfd for. allotted. 

Jan. 2. Percy F. Holloway, Baker, 57 Luton Road, 

Bedford 3,5()0 3,300 

2, Albert O. Cooper, Gentleman, The Cedars, 

Farnluun, Surrey ..... 11,000 5,000 

3. Allan Walters, Clerk, 112 Burntwood Lane, 

London, E.C. ..... 100 nil 

3. Henry Edwards, Barrister, 3 Green ]..ancs, 

Mitcham ...... 1,600 1,400 

4. James T. Newton. Butcher, 7 The Meat Mar- 

ket. Readidfe 4,000 3.400 

4. Frederick Archer, Coal Merchant, 777 High 

Street, Cardiff ..... 4,500 4.000 

5. Edward P. Greale, Farmer, 21 Park Fields, 

Buckley 3,500 3,000 

5. George Rawlings, Stock Broker, 114 Maida 

Vale, London. S.W, . . . . 1,500 1,500 

6. Samuel L. Brooke, Brewer, 15 Long Street, 

Burton ...... 2,000 1,950 

6. Thomas F. Dixon, Clerk, 120 Kcale Street, 

Tonge , . * 100 nil 

7. Rufus Lipton, Grocer, 42 Littleton Street, 

Devizes . . . . . 2,000 1,450 

B Claude N. Penley, Colonel, 15 Tothill Man- 
sions. Paignton . 5,500 5,000 
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51 APPLICATION AND ALLOTMENTS 


No. of 
Application 

Name 

Address 

Occupalionr 

No. of 
Shares 
ap|)liedi 

Amount 
, paid on 
Ap^.>h- 
cation 

No. of 
Shares 
iillotted 

1 

HolUxcay, Piny F. 
Cooper, Albert 0. 

57 Luton Road, Bedford 

Baker 

.1.300 

£ 

875 

s 

d. 

3,300 

2 

Phe Cedars, Fatnham, 
Surrey 

iiz Burniofood Latte, 

Gentleman 

11,000 

3.750 

- 

- 

5.000 

a 

Waiters, Allan 

CUrh 

TOO 

25 




4 

Edwards, Henry 

E.C. 

3 Green Lattes, Mitcham 

Barrister 

1.600 

400 



1.400 

3 

Newlon, James T. 

7 The Meat Market, 
Reading 

777 High Street, Cardiff 

Butcher 

4.000 

r,o<x> 

- 


3 HOO 

6 

Archer, Frederick 

Coal 

4 . 5«0 


_ 


4,000 

7 

Greale, Edwatd P. 

21 Park Fields, Buckley 
114 Maida Vale, S.W. 

Merchant 

Farmer 

3.500 

873 



3,000 

3 

Rau'hnits, Gecrge 

Stork 

Broker 

Bfexser 

1,500 

375 

- 

- 

i.500 

9 

Brooke, Samuel L* 

15 Long Street, Burton 

2,000 

500 



1.950 

to 

Dixon, Tkotmu F. 

X20 Keale Street, Totuie 

i U'tk 

too 

as 

- 

- 


XX 

Lipton, Ri^is 

1 42 Liiileton Street, 

Dei'ixes 

X3 Totkill Mansions, 

Grocer 

2,000 

500 

- 

- 

1,450 

J2 

Penky, Claude M 

Colonel 

5,500 

^,375 

1 « 


5,000 



Paignton 


1 39.300 



- 

j JC.fTOO 

i 


Deposits were returned in full with Letters of Regret, Nos. 3 and 4 
to Dixon and Walters. Allotments were made on 15th January in 
order of application, the shares being numbered from 50,001 up- 
wards. The amount over-subscribed by Cooper, after deducting 
itooimt due on allotment, was duly returned to him. 

Write up the Application and Allotments Book, and Shareholders’ 
Cash Book, recording tire above particulars. 

RETURN OF ALLOTMENTS 

l^ovisions of the Companies Act. By Section 42 of the Com- 
panies Act, 1929 — , 

(1) Whenever a company limited by shares or a company limited by gnar^ 
antee and having a share capitid makes any allotment of its ^res, the com- 
pany shall within one month thereafter deliver to the registrar of companies 
iCr re^stratiou — 

a return of the allotments, stating the number and nominal amount 
of the shares comprised in . the allotment, the names, addr^ttes, and des- 
criptioha of the allottees^ and the amount (if any) paid due and payable 
on each share; and 

in th^ case of shares allotted as fally .br partly paid up otherwise 
than in cash, a emttact in writing constituting the title of the allottee to 
the allotmeiit sHth any contract of me, or for services ot other 

consideration in T^a^ct of whidh that aUotiiumt ^ made, such cbntracte 
being duly stamped, and a return, stating the number and nominal amount 
of shares do allofmd, the e^itent^to they are to be treated as paid dp, 
apd the Gonsidcratioa for whii^ i$ioy have been allotted: . 
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BOOK (PREFERENCE SHARES) 51 


Instinctive 

1 

2-2 

fcS 

4 

Amount 
' due oil 


Balaiic« 


Cash 





Si! 

-a t 9 





iS 

rluoon 

Allot- 


paid oil 
Allot- 


retunied > 

^ J 

Remarba 



Allot- 


ment 


rnent 







I'roin 

To 

•5 

t/i 

went 







i 





f 




t 

£ 

s. 

1 

(f.l 

£ 

A. 

{ 

£ 

s. 

d. 

£ 

$. 

d. 




53,300 

261 

1,650 

- 


775 

*- 

— 

775 

- 

» 




501 

Oversub- 
. scrii/fd 
Letter cf R* 

53.301 

58.300 

zCtz 

2,500 

- 

- 



- 


- 

1 

250 


- 

5-02 







- 









i 

"f 

25 

• 

.. 



5S.301 


263 









1 




So. 3 

59 » 7«'0 

700 

- 

“ 

300 

- 


300 

- 

-1 




1 50 , 3 * 



63,100 

264 

1,700 

“ 

“ 

700 



TOO 

“ 

""1 

— 

- 

-J 

504 


6‘?,xoi 

67,100 

265 

2,000 

“ 

- 

875 

- 

1 

S75 


il 


- 


isoi 

? 

i 

1 

67,101 

70,100 

266 

t,5tKJ 


- 

625 


5 

-1 

025 


J 



_■ 

-It 506 



71.000 

367 

730 

“ 

- 

375 

- 

1 

375 

- 

1 

““ 

** 

-! 

1507 


71.001 

73.550 

268 

975 

- 

- 

475 

- 

“1 

475 

- 

-1 


- 

-ii .503 

Lt^Uft of R»‘ 





- 

- 

— I 


m 


B 

— j 

25 

- 

-1 

j 



269 








■ 





\ 

^et. So. 4 

73.551 

75.000 

‘ 725 



225 

”1 

1 


1 

i 

— 



{ 509 

! 


75.001 

So, 000 

270 

a.500 


• 

^.*25 


1 


1 

J 

1 


• 

- 




i 

t 

15,000 


- 

£5,475 

- 


j £5.475 

L 

j 

J 

£300 

- 

- 

1 

I 




1 

! 

ii 

L 

1 




1 

r 

i 

1 



P 




(2) Where such a contract as above mentioned is not reduced to writing, 
the coirip«my shiUl within one month after the idlotment deliver to the^ registrar 
of companies for registration the prescribed particulars of the coutract si 

with the same stamp duty as would have been payable if the coiitr;^ct had been 
reduced to writing, . , . 

(3) If default is made in complying with the requirements of this section, 
every director, manager, secretary, or other oflicer of the company, who is 
Itnowingly a party to the default, shall be liable to a fine not exceeding fihv 
pounds for every day dux-ing xvhich the default continues. 

Example. From the previous examples, Nos. 1 and 2, referring 
to the allotment of ordinary and preference shares, make out on the 
prescribed form the statutory Return of Allotments. (See pages 
494 and 495.) • 

CALL BOOK 

Nature Mid This is a book ruled in tabular form. There is 
no standard ruling, but the book usually contains columns for the 
names and addresses of the shar^oldets, the number of shares held, 
the amount due from each shareholder in re^>ect of the call, and 
also the amounts actually paid, A separate Call Book is kept fox 
each class of shares,, ordinary, i^refie^ce, deferred, etc. 

How Calls are Mlde. It .h^ .gem^rdtlty stated in the pros^tus 
tliat calls will be made at. c^ain spoBified- dates after albtment, 
or at Sudh other times as thd din^tors may appoint in accordance 
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Number of ? _,42014_ 

Company ) 

“ THE COMPANIES ACT, 1929 " 


RKTl KN OF ALLOTMENTS 

the (rt) of Juniiavy 19 

to thet day of 19 

OF 

The Waldron Manufacturing and Trading Company 

Limited 

Pursuant to Section 42, Subsection 1 

[b) Number of the Ordinary Shares allotted 

payable in Cash ...... 19,000 

Number of the Preference Shares allotted 

payable in Cash ...... 3(^000 

Nominal Amount of the Ordinary Shares 

so allotted 10,000 

Nominal Amount of the Preference Shares 

so allotted ....... 30,000 

Amount paid or due and payable on each such 

Ordinary Share ..... 1 

Amount paid or duo and payable on each such 

' Preference Share ..... £ I 

Number of Sliares allotted for a consideration other 

than Cash Ordinary .... 20,000 _ 

Nominal Amount of the Shares so allotted . . £^^ 20,000 

Amount to be treated as paid on each such Share . £^„ 1 

The Consideration for which such Shares have been allotted is as 
follow.^ — 

,^^Part payment of the purchase price of the Goodwill and Assets 

of the business of Frank T. Waldron 


{a} 1. Uhen s*. return inctiKiKd several AllotmnnU made on dii'tcrent dutr'S, the dates oi only tho 
first 4 nd the last of such Allotnunts should be entered at tiic top of the front and the 
rc/'istralioii of the return should W edcctcd within one month of the first d.)t<;. 

2. WheD a return rclares to or.e Allotment only, made On one particular dale, that date only 
should be insi^rted, aiul the $ipac<;s for the second date struck out and the word ''mado'* 
substituted for the word ** from ” after the word “Allotxncnls/’ 

[b) Dhtfr gutsli bctwe<ui pj't'furence, Ortluiary, Kedeemabiv Pt't'ferunce, etc. 

Presented by 
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^enhy f Claude ( 15 Tothill MaHS^om, Paignton . Colonei 
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WALDBON UANUFACTUBINO AND TBAD1N6 COMPANY, 
LIMITED. 

(lacQTporated under the Companies Act, 18294 

NOTICE OF CALL. 

FIRST CALL OF 5/- per SHARE on PREFERENCE SHARES 

(Making per share called up.) 

No Registered Office, 

19 

'r 

Sir or Madam, 

I beg to give you notice that a First Call of 5/- per share on the 
Preference Shares has been made by the l^ard of Directors in 
accordance with the terms of the Prospectus. , 

The amount payable by you in re.spect of the sliarcs in 

this Company of which you are the registered holder is , 

and I have to request that you will be good enough to ]>ay this sum 
to the Company's Bcinkers, The Metro Bank, Limited, Ankon 

Street, I..omdon, S.W., on or before the instant. 

Yours faithfully. 


BANKERS' RECEIPT. 


RECEIVED this day of 19 

from 

the sum of 

being 5/* per share payable on First Call on ? Preference 

Shares in the above Company. 

For THE METRO BANK, LIMITED. 


Secretary, 

lliis Idcin must be forwarded Emtibe, together with remittance, to the Company's Bankers. 


WALDRON MANUFACTURING AND TRADING COMPANY, 
LIMITED. 


•• Slumps 


t ■ ;■ > 


. - ^ ^ 


this Reeeipt, hjr t|is Bankers, mm bd .preaotved and sxebaiiged In due 

eouree lot share bei^tweste; 
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with the powers conferred on them by the Articles of Association. 
Tlie call is made by the Board of Directors, the resolution authorizing 
the call being duly passed and entered up in the DirectOTs’ Minute 
Book. In some cases, however, by the Articles of Association, a 
call can only be made with the consent of the shareholders to a 
resolution passed in gen^l meeting. The directors will be guided 
by the company’s regulations as to times of making caUs, intervals 
britween different calls, and time for payment. 

Procedure after Call has been Made. When the directors have 
met and passed a resolution calling up any portion of the dinpaid 
capital allotted, particulars will be entered in the Call Book. Call 
notices, provided with a printed form of receipt^ will be dispatched 
to the shareholders concerned. Call notices to be legally effective 
must state definitely the amount called, the total amount due, and 
at what time and at what place it is payable. 

• Shareholders are entitled to reasonable notice, and are usually 
given 10 to 20 days. The money is paj'able at the company's bankers 
as in the case of application and allotment instalments; but, in 
small companies, it may be made payable direct to the company’s 
registered office. Tlie company's bankers will keep a separate pass 
book for the calls on each class of shares. The pass book will be 
obtained from the bank, ami the details will be entered in the Call 
Book and the Shareholders’ Cash Book. The Call Book is added and 
the totals agreed with the total amount of call due, in order to guard 
against any names being omitted from the list ; the total of tlie Cash 
Received column is silso agreed with the Bank Pass Book total. 

Interest on Calls. Columns are provided, in the Call book, for 
interest. Some slnireholders may not be able to pay the whole of 
the amount duo from them w'ithiu the time stipulated by tlie Call 
Notice. In such cases, an extension of time is gran ted to such share- 
holders on condition that they pay interest on the sum due up to 
the actual time of payment. Again, some shareholders pay their 
shares in full, not wbhing to be troubled by constant calls. In these 
cases, interest is allowed by the company. 

Exati^ile 1. Op Stlt May the directors of the Waldron Manu- 
facturing and Trading Co., Ltd., made a first Call of 5s. per share on 
the Ordiiiarj' Shares. The Call was payable by the 20th May, and 
the following amohnts were received — 


19,. 

May .9. JS. Clwrko . '. 

„ fl.' F. Evans , • i 

„ 13. f. P. Retmp . . 

„ 14. ' E. O. Prince , . 

IS. J. F. Dalton 
,. 17. J. F-Lo««»cy 
,. 18 . M. B. ■ ; 

,( SO. .1. L Moni^r 


■i/- 


1 share 
I .. 

2,495 shares 
1 Share 

* ^ '• 
5,500 shares 

2.000 „ 

1 share 


- 5 - 

123 15 - 

- S - 

- 5 - 
1,373 - - 

aso - - 

■— < S 
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Barker and Retrop were allowed till 20 th June to pay the balance, 
plus interest at 5 per cent, on which date the sums due (including 
interest thereon) were duly received. Write up the Call Book and 
the Shareholders* Cash Book. (See page 499.) 

Example 2 . On 5th May the directors of the Waldron Manu- 
facturing and Trading Co., Ltd., made a first Call of 5s. per share 
on the Preference Shares. The Call was payable by 2()th May, and 
the following amounts were received — 


19.. 




£ 

,s. 

d. 

Mav 8. 

A. 0 . C.ooprr 


. 5.000 .shares 

. 1,250 

- 

- 

10. 

F. Archor 


. 4.000 

. 1.000 

- 

- 

12. 

E. y Groale 


. 3.000 „ 

. 250 

- 


.. 13 

C. N. Penley. 


. 5.000 „ 

1,250 


- 

.. 14. 

G. Rawlingd . 


. 1.500 „ 

375 



„ 16. 

S. L. Brooke. 


. 1.950 

487 

10 

- 

.. 17. 

R. Lip ton 


. 1.450 „ 

725 

- 

- 

M 19. 

P. F. Holloway 


. 3.300 

. 825 

-- 

- 

„ 20. 

J. F. Xc>\i.on 


. 3,400 .. 

850 

- 

- 


E. P. Greale w^as allowed till 20th June to pay tlu* balance, on which 
date the sum due (plus interest thereon at 5 per cent) was duly 
received. No money at all was received from II. Edwards, whose 
shares w'cre forfeited on 25th June, Write up the Call Book and 
tlie Shareholders* Cash Book. (See pages 499 and 500.) 


73 SHAREHOLDERS* CASH BOOK 73 

Or, (ORDINAKV SHAI?£S.) Cr, 


Ddtf: 


Rf'ccipts 


.S.L. 


I Amount 


19- 




■ 


Li9— 

May 9 

1 0 H rs.t Call A/c — ‘ 




May 20 

9 

( arke, ii. 

102 r 


5 

- 


zt 

Mvaas, F. 
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>4 
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18 
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Retrop, T. P. . 
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SHAREHOLDERS' CASH BOOK 


(PREFERENCE SHAKES) 


10— 
Mdv R 
« 
10 
12 
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id 

I 

^7 


uut Jl^ n 


T-) First Cdtl A^- 
Cooper, \ O 
Archer. 1 . 
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Li()[ju, R. 
lo CaUii m Ad- 
vauw'— - 
Liptoi), K 
To Fit^i Cill V<.— 
Ho'towiy, P- F, 
Xewrun, J. T. . 
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10 — 
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Grealt. V. P. 
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00' - (‘»o«er«u Cd^li 

{ I book 
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REGISTER OF TRANSFERS 

Nature and Use. lliis is a book niled in tabular form. TIutu 
is no standard ruling, but the ])ook usuall 5 ’ contauis columns to 
record the names, addi esses, and wcuoations of both Iraa^feror 
and transferee, the number of shares tiansfericd, their distinclivc 
numbers and the amoimt paid up thereon, the date the transfer was 
registered, and the number of new share certificate is-Micd to tlic 
transferee. Other columns are also met with in some companies' 
books, viz. date the transfer was lodged with the company, numbci 
of old share certificate to be cancelled, number of balance a-rtificate 
issued to transferor, anibunt of consideration receivecl by transferor, 
date and number of minute passing the transfer, etc. 

In large companies, separate Transfer Regibters are kept for each 
class of shares, also a separate department and staff. In small 
companies, one register frequently suffices, transfers of ordinary 
shares being entered in black ink, and transfers of preference shares 
in r^; whue in many such companies the Register of Transfers is 
frequently bound up with the Share Ledger, and thus forms part of it. 

Kow Shares are Transferred. Most companies' Articles require 
transfers of shares to be made by deed; though where this is not 
the case, the transfer cam be made by agreement under hand, by 
both parties affixing their signatures thereto. Generally, any one 
wishing to transfer shares must execute a transfer deed A speci- 
men of such a document is given on page 501. Subject to a few 
eicceptions, iamdmhrm staunp duty of 1 per cent, i.e. 20s. per £100, 
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stamp. 


SHARE TRANSFER. 
I 

of 


in consideration of the sum of. 


paid to me by. 
of 


DO HEREBY TRANSFER to the said 

sliares of £ each, per share paid, numbered 

to inclusive, standing in my name in the books of the.... 

Company, Limited. 


TO HOLD unto the said 

his executors, administrators, and assigns subject to the several 
conditions on which I held the same at the time of the execution 

hereof. And I the said do hereby 

agree to take the said .<'.hares subject to the conditions aforesaid. 

AS WITNESS OUR HANDS this day of 

* in the Year of Our Lord, One thousand 

nine hundred and 


Signed by the above-named 


in the presence of 
Signalitre 
Address.... 


Occi*pation 


I 


Signature 


Signed by the above-named 


Signahtre 


in the presence of 

8 > Signature ... 
gwJddms ..... 

^ ^ Occupation 




is payable by means of ah impressed stamp, as shown in the following 
table. 


Consideration 
not exceeding 


o • 

10 . 
15 . 

20 . 

25 . 

50 . 

75 . 

lOO . 


Amount 



Consideration 
not exceeding 

125 . 

ISO . 

175 . 

.. 200 . 

225 . 

- 250 . 

275 i 
300 . 


Amount 

. f ^5 1- 

. I 10 - 
. 1 15 - 
, 2 - 
. 2 5-. 
. 2 10 - 
. 2 15 - 


i ' 
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and 10s. for every additional £50 or fraction thereof. The duty 
must be paid within thirty days of the signing of the transfer. 
When shares are transferred for a “ nominal " consideration, the 
stamp duty payable is fixed at 10s. irrespective of the value of the 
stock or shares transferred. This fixed duty of 10s. is applicable 
when the transaction falls within one of the following descriptions — 

{a) Vesting the property in trustees on the appointment of a new 
trustee of a pre-existing trust, or on the rctuement of a trustee. 

(6) A transfer, as for a nominal consideration, to a mere nominee 
of the transferor where no beneficial interest in the property passes, 

(c) A transfer by way of security for a loan ; or a rc-transfer to 
the original transferor on repayment of a loan. 

(d) A transfer to a residuary legatee of stock, etc., which forms 
part of the residue divisable under a will. 

(e) A transfer to a beneficiary under a will of a specific legacy 
of stock, etc. 

(/) A transfer of slock, etc., being the property of a person dying 
intestate to the party or parties entitled to it. 

If a traasfer, however, is made on a .sale, or in liquidation of a 
debt, or in exchange for other securities, ad valorem duty i.s payable 
on the value, or agreed value, of the consideration. 

It should be noted that by Section 74 of the Finance (1909 -10) 
Act, 1910, a transfer of any shares, stock, or marketable security 
way of gift completed in the lifetime of the donor is liable to ad 
valorem duty. 

Provisions of Table A. The following clauses of Table A, which 
are typical of most Articles of Association, should be carefully 
noted — 

17. The instrument of transfer of any share in the company shall l>e 
executed by or on behalf of the transferor and transferee, and the transferor 
shall be deemed to remain a holder of the share until the name of tlic transferee 
is entered in the Registrar of Memljers in respect thereof. 

18. Shares in the company shall be transferred in the following form, or 
in any usual or common form which the directors ijl^all approve ; 


I, A. 13., of in consideration of the sum of / paid 

to me by C. Ih, < f (hereinafter called " the said transferee *') 

d't hereby transfer to the said transferee the share [or sharej.] numberod 

in the undertaking called the Company, 

Limited, to hold unto the said transferee, subject to the .several condi- 
tions on which I hold the same, and I, the said transferee, do hereby 
agree to take the said .share [or share.s] subject to the conditions afore- 
said. As witness our bands the day of 


Witnesses to the signatures of, etc. 
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19. The directors may decline to register any transfer of shares, not being 
fully-paid shares, to a person of whom they do not approve, and may also 
decline to register any transfer of sliares on which the company has a lien. 
The directors may also suspend the registration of transfers during the four- 
teen days immediately preceding the ordinary general meeting in cagU year. 
The directors may decline to recognize any instrument of transfer. unless — 

(a) a fee not exceeding 2s. 6d. is paid to the company in respect thereof 
and 

(b) the instrument of transfer is accompanied by the certificate of the 
hliarcs to which it relates, and such other evidence as the directors may 
reasonably require to show the right of the transferor to make the transfer. 

If the directors refus(5 to register a transfer of any share they shall iKithin two 
months after the date on which the transfer was lodged with the company 
send to the transferee notice of the refusal. 

20. The legal personal representatives of a deceased sole holder of a share 
shall be the only persons recognized by the comi>any as having any title to 
the idiare. In the case of a share registered in the names of two or more holders, 
the survivors or survivor, or the legal personal representatives of the deceased 
survivor, shall be the only persons recfignizt^d by the company as having any 
title to the share. 

21. Any person Ixiconiing entitled to a share in consequence of the death 
or bankruptcy of a member sliall. upon such evidence being produced as may 
from time to time bo required by the directors, have the right, either to be 
registered as a member in respect of the share or, instead of being registerc^d 
himself, to make such transfer of the share as the deceased or bankrupt 
pcr.-»on could have made; but the directors shall, in either case, ha\e the 
same right to decline or suspend registration as they would have had in the 
case of a transfer of the .share by the deceased or bankrupt person befon‘ the 
death or baukniptcy. 

22. A person becoming entitled to a share by rea?*on of the death or bank- 
niptcy 01 the holder shall be entitled to the same dividends and other advar* 
tages to %vhich he would be entitled if he were the registered bolde* 'it the 
share, except that he shall not, before being registered as a member in respect 
of the .share, be entitled in respect of it to exercise any right conferred by 
nieinbership in relation to meetings of the company. 

R^:istration of Transfers. Each transfer deed has to be for- 
warded. together with the share certificate concerned, to the com- 
pany’s registered office for approval and registration. The transfer 
is examined with respect to stamp duty, date, sigiutures, etc., and 
the distinctive numbers of the shares mentioned therein are com- 
pared with the numbers stated in the share certificate, also with 
those in the shareholder's account in the Share Ledger. The signa- 
ture of the transferor is compared with his signature on previous 
transfers or on application forms. In some cases the transferor is 
notified by the company of the lodgment of the transfer, as a pre- 
caution against forgery. The transfer is then submitted to the 
Board of Directors. If they approve it, a resolution is passed and 
recorded in the Directors' Minute Book. Particulars are tlien entcr^ 
in the Raster of Tlransfers, the transfer deeds being numbered in 
consecutive order. A new share certificate is made out for the 
transferee. If the shares transferred form only part of a share- 
holder’s holding, it is the practice to issue a balance certificate to 
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the transferor; an alternative method is to note the shares trans- 
ferred on the margin or back of the original certificate, but this is 
very unusual, l^ere balance certificates are issued, the old certifi- 
cate is cancelle^y scribbling or stamping across the signatiues of 
the directors and secretary. The Register of Transfers is often 
initialed by a director up to the date at which the transfers have 
been passed. A registration fee of 2s. 6d. is usually charged in 
respect of each transfer. 

Forged Transfers. If a forged transfer is passed by the directors, 
the transferee acquires no rights to the shares mentioned therein, 
even though he may have received a share certificate from the 
company; and his name may be removed from the Register of 
Members. The company remains liable to the true owner for any 
dividends he may have lost tlirough their action, and it can be corn- 
lulled to re-enter his name on the Register of Members in respect of 
such shares. The Forged Transfers Acts, 1891 and 1892, give power 
to joint stock companies, local authorities, incorporated friendly 
societies, and buildmg or other provident societies to charge an 
additional fee on each transfer registered in order to provide a fund 
out of which to compensate the transferee for any loss sustained 
under a forged traasfer. 

Blank Transfer. A blank transfer is one signed by the transferor, 
but in which the name of the transferee and the date of execution 
are not filled in. It is usually deposited with the lender, together 
with the share certificate concerned, as security for a loan. The 
company will not, of course, recognize a blank transfer ; but it gives 
the holder an equitable right to the shares mentioned thercih. If 
desired, the necessary particulars are filled in ;ind the transfer duly 
registered, thereby giving the holder the legal title to such .shares. 

Certification of Transfers. This is a practice that has grown up 
owing to the dl^encies of Stock Exchange procedure. If a seller's 
share certificate includes more shares than he wishes to dispose of, 
he cannot hand it over to the buyer along with the transfer deed; 
so he takes his certificate and the transfer to the company's office, 
'«nd has his transfer " certificated." If the documents are in order, 
the secretary writes or stamps on them a note similar to the 
following — 

. Certificate No._216 for 500___Shares of.„/l..„ each, 

..per share paid up, iiumberedL__781 to _1280 

inclusive, lodged at the Company’s registered office this 
day of September. 

19l.~, ’ . Briller^.^ Secretary. 

i ^ 

The buy«r^and their brokers then act on the faith of this certifi- 
cation just tiie. same as if the certificate had been lodged with 
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themselves. No fee is charged for certification. The object of it is 
to satisfy the transferee that the transferor can give a good title to 
the shares mentioned in the transfer. The old certificate is at once 
cancelled, a new certificate is eventually forwarded to the transferee, 
and a balance certificate to the transferor. It should be noted, how- 
ever, that in the case of George Whitechurch, Ltd. v. Camnagh it 
was decided that if a secretary fraudulently certifies a transfer 
without having received the certificate, the company can refuse to 
be bound in any way by the certification. 

Example i. The following transfers of Ordinary Shares were 
made, approved, and duly registered in the books of the .Waldron 
Manufacturing and Trading Co., Ltd. — • 

25th June, 500 shares (1-500) from M. B. Barker to I. L. Mensper; 
No. of transfer deed. No. 1 . 

15th July, 500 shares (501-1,000) from M. B. Barker to E. O. 
Prince. 

4th August, 1,000 .shares (24,501-25,500) from J. F. Longley to 
T. P. Retrop. 

I5th SeptemlHT, 200 shares (25,501-25,700) from J. F. Longley 
to J. F. Dalton. 

10th November, 500 shares (25,701-26,200) from J. F. Longley 
to Henry A. Johnson, Gentleman, 65 Old Sleine, Brighton. 

15lh December, 500 shares (26,201-26,700) from J. F. Longley 
to Fritz B. Thorpe, Aticiioncer, 9 Minstrel Street, Hastings, 

Write up the company’s Register of Transfers. (See pp. 506 50/ ,) 

Example 2. The following transfers of Preference Shatet. were 
made, approved, and duly registered in the books of the Waldron 
Manufacturing and Trading Co., Ltd. 

2nd July, JlOO shares (^,001-50,300) from P, F. Holloway to 

F. Archer; No. of transfer deed. No. 1. ^ 

19th August, 500 .shares (53,^1- 53,800) from A. Cooper to S. L. 
Brooke. 

8th September, 400 shares (59,701-60,100) from J. F. Newton to 

G. Rawhngs. • 

22nd October, 1,000 shares (67,001-68,000) from E. P. Greale to’ 
F. Archer. 

ISth November, 1,000 shares (75,001-76,000) from C. N. Pcnlcy 
to Percy Truefitt, Engineer, 12 Street, Wycombe. 

19th December, 1,000 shares (76,001-77,000) from C. N. Penlcy 
to Oswald Vickers, Major, 179 Grccaie Street, Thurston. 

Write up the compan/s Register of Transfers. (See pp. 506-507.) 

* 

SHARE CERTIFICATE BOCHC 

Nature and Uae. A ^are Certificate is a document issued by 
limited companies to their shareholders, showing that the person 
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TRANSFbROR’S 




N’o. oi 
Transfe 

Transifr . 1 

Regiv .1 S.L. 1 

terecl ’ Folio | Name 

i 

Address 

Occupa- 

tion 

S.L. 

Folio 

Ninie 

1 

3 

1 

4 

5 

6 

19— ! i 

Jun.’S^ ; 10 1 ' Barker, M. H \ 
July IS ] io\ 1 : 

/Ik;’. 4 no 1 Loa^lrv, J, F. 1 
Sept. X5 rio : „ „ i 

A*ov. 10 ! no i „ „ j 

ii ! i 

71 Lime St., B.irnes 

6 Park Drive, Bromfield 

H tl $i 

t* •* >* 

; f n >» 

j 

j Solicitor 
Gentleman 

" i 

1 

1 1 

105 

106 

107 
103 
HI 

113 

Mensper, f. L. 
Prince, F. 
Reirop, T P. 
Dalton, J. F. 
John'ion, 

Henry , 4 . 
Thitrpe, 
hrtD B. 
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Transfekok’s 


^ if . Date 1 — — 
Traosfpr ■ 

£%• S.L. 

tered Folio 

i i 

Name 

Addn'ss 

Occupa- 

tion 

S.L. 

Folio 

Name 

{ 1*> ji 




1 

Archer, F. 

I j July 3 , 361 

HollfKjav. P. F. 

57 Lu/nn Rd., Bedford 

Baker 

I 365 

2 i Aui*. TO ; 3^2 

1 Cooper, A. 'K 

The Cedars, Farnham 

1 Genlleman 

! SfivS 

Broohe, S. / . 

5 1 Sept, a ‘1 2f)t 

j Naoton, J. T. 

1 7 The Meat Market, 
i Keadtnn 

i Biiteker 

j 2^7 

Raivltuffi G. 

4 J Oct. 32 [' 366 

Geeale, E. P. 

i 21 Park FteUis, Buckley 

, Farmer 

i 

j 1 

1 Archer, F. 

5 ! Nov. T5 j’ 270 

1 

Penley, C. N. 

15 Toihill Mamions, 
Paifinton 

t 

1 Colonel 

t 

f 1 

j 27 t ■ 

1 1 

Truefitt, Percy 

6 Dec, 19 ji 270 


1 

tt tt n 1 

I ” 

= 7 * ! 

1 

Vickers, 

1 0\walJ 


named therein is the holder of so many shares in the company, and 
specifying the amounts paid up thereon. Share certificates are 
usually made up in book form like cheques, and perforated; so 
that each certificate issued has its corresponding counterfoil, on 
which short particulars are entered for refereace. 

Provisions of the Companies Act. By the Companies Act, 1929, 
Section 67, every company must within two months after the allot- 
ment of any of its shares, debentures, or debenture stock, and 
within two months after the lodgment of the transfer of any such 
sbaffS, debentures, or debenture stock, complete and have ready 
for delivery the certificates of all shares, the debentures, and the 
certificates of all debenture stock allotted or transferred, unless 
the conditions of issue of the shares, debentures, or debenture stock 
otherwise provkle. A certificate under the common seal of the com- 
pany, Specif 5 nng any shares or str)ck held by any member is prima 
facie evidence of the title of the member to the shares or stock. 

Procedure in Connection with Share Certificates. The certificates 
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(ORDINARY SHARES) 4 * 


Tkasspbres’s 


Shares Tran^psrre 

D, 

r" 

c «» 


Addeest 

Occupation 

No. 

Dfatir.ctive 

Numbers* 

|2» 

X ^5 
c '5 

Remark* 

trom 

To 

*5 I evton St., Boro, S.E, 

Surveyor 

500 

. 

500 

.rJj 

“ 

It 


12 Temf-lr CHam**cr^, E.C, 

.4 ccountant 

500 

sot 

1,000 

V5\ 


12 


7 ! Street, Rexler 

Soltciior 

x,ooo 

24 . 50 f 

25,.500 

750; - 

- 

U 


19 1 MtUmav Park, .V. 

H. M. CS, 

200 

25.501 

25.700 

1<0J - 


14 


e-j 0!(t Sterne, Briton 

Gentleman 

300 

25,701 

26,200 

375; - 

"i 

15 


9 Mtmlrei SL, Hastings 

A uctioneer 

\ 

500 

26,201 

26,700 

'■T 

j 

! 

x6 



(PREFERENCE SHARES) 31 


Tranrpbrbb's 


SiiARr.* TaassFKRRiD 

U o\ 

A<Uircss 

Occupaiion 

1 

j No. 

N'nuhcrrs. ' 

From 1 Tt> j 
: i 

Amount c 3 
laid ."-s 
vp 

Remark* 

777 H%i:h St., Cardiff 

C^al 

Meffha^tt 

i 300 

50,001 

50,300 




1 5 I Street, Burton 


i .500 

5^301 

51,^00 

375 

-1 Ml 


114 Mnida yeUe,S.W, 

Stock Broker 

400 


6o,roo 

300 

1 i 


777 Hink Street, Cardiff 

Coat 

Metrhani 

' 1,000 

'i ; 

67,001 

6H,ooo 

j 

750 



17 Hitth Street, Wyrombe 

Engineer 

j 1,000 i 75,001 

76,000 i 

750 

M 5 


170 Greene St., Thurston 

Mapr \ 

1,000 

76,001 

77,000 1 

750 

1 

i 


are usually issued in exchange for the allotment letters, and the 
banker's receipts for instalments paid on application and allotment. 
Where a Call is ma^ after the share certificates have been issued, 
the call notice will notify the shareholders that upon production of 
the share certificate, (cg^^tlier with banker’s receipt for call money, 
the amount of the call paud will be endorsed, by the company, oiv 
the share certificate. 

Distinctive Numbers of Shares. In some share certificates the 
di.stinctive numbers of the shares are mentioned in the body of the 
certificate. In others the number of shares and also their distinctive 
numbers are mentioned in specially ruled columns in the margin. 
By this means several groups of shares can be entered in the same 
certificate. 

Number of Share Certificate. Each shme certificate has a dis> 
tinctive number, and this number is usually recorded in a special 
column in the Allotment Book, and frequently also in the Sh^ 
I-edger; 
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WALDRON MANUFACTURING AND TRADING GOMPANY, 
Limited. 

(loQorporated under the Compatiieft Act, 1929.) 

ISSUE OF 5^10,000 DEBENTURES in BONDS of ^£100 EACH, 
bearing interest at £S per cent, per annum on the amount for i 
the time being paid up thereon, 

SCRIP CERTIFICATE- 

No. 127 

THIS IS TO CERTIFY that 

of 

is entitled upon payment of all instalments when due. and subject ; 
to surrendering all receipts for such instalments, and also this SCRIP ! 

CERTIFICATE, to DEBENTURES of £ each ! 

in the above-named Company. | 

I 

On completion of the payments this Ceifificato is to be surrendered } 
to tlw Company to be exchanged for definitive Debentures. i 
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Duplicate Certiticatses. Companies usually have power by their 
Articles of Association to issue duplicate certificates to replace any 
that may have been defaced, lost,- or destroyed, the holder being 
required to give the company a letter of indemnity. No fee is 
charged for the first certificate, but a small charge is generally made 
for (inplicates. 

Scrip. This t^rm is a Stock Exchange contraction for the word 
'* subscription." It denotes a certificate for shares or 

debentures in a joint stock company, or bonds of a Government 
loan. The scrip certificate is issued when the allotment money is 
paid, and is exchanged in due course for the- share certificate or 
bond when all the instalments have been paid. The terms " scrip " 
and *' share certificate " are often used, however, as if sjmonymous. 

On the bach of the .scrip certificate will appear the dates of the 
various payments, similar to the following — 


Dale 


Description of 
Payment 


! 

heb 15 j Abpluation^ 
,, 25 i AUohmnt . 

May 1 5 j First Call . 
Sept. 15 Sctoiul Cull 


Pate 


Atnount 

Paid 


I Signature of 
J Secretary 


10% 

£ 

10 

s. 

! 

1 

'1\ Briller 

mo 

20 

- 

- i 

1\ Briller 

3>)% ' 

30 

- 

- { 

T. BrUUr 

! ■'('% 

40 

... 

-f 

T, Bnlkf 


Although .n document under seal, a share certificate does not rojuire 
a stamp ; but a scrip certificate entitling a person io become the 
proprietor of .shares requires an impressed 2d. stamp. 


REGISTER OF MEMBERS AMD SHARE LEDGER 

Nature and Use. The Remster of Members is oiie of the statntory 
liooks. It^is rule4’m tabular form, though there is no standard 
ruling, aS tl^ law does not prescribe any particular form. By the 
provisions cf the Conipames Act, 1929 (Section 95), it must contain 
the following particulars-^ 

(a) The tiiaines wid addresses, and the occupations tmy), the members, 
and in the case of accompany Imving a share capital a statmnent of the shares 
held by each member, diatinguishtng each share by its numbm-, and of the 
anmwM paid or agreed to he cohsidmw as paid on the shares of each member. 

U>) The date at.#i<^'Gacb per^ was eoteiedin the Register as a member. 

(c) The date at which any person ceased to be a member. 

In hctual practice, lioweyer,. many c^dition^ particulars are kept, 
and the book is iriofe gener^ knoym as a Share Le<^, In la^ge 
rampani^, separate %are or Ledgers are provided hw 

eachdass<of snamy Oidin^i Deferred, etc. They are 

generally bound in ^ffjerent <^6ured landings to prevent confusion, 
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WALDRON MANUFACTURING AND TRADING C031PAN1l, 
Limited. 

(IncorxiorattMl under the Companies Act, 1929.)' 

CAPITAL :fl00,000. 

50,000 Ordinary Shares of £\ each. 

50,000 6% Preference Shares of £1 e\ch. 

I SHARE CERTIFICATE. I 


THIS IS TO CERTIFY that. 


is the Registered Proprietor of^ Preference Shares of 

£1 each, numbered to inclusive in the Wai.dron 

Manufacturing and Trading Comi’anv, Limiim). subje^ct to tin* 
provisions of the jMcmorcindnni and Articles of A^xSO‘'iation of the 
Company, and that there has been paid in respect to each of the stiicl 
Shares the sum of 


G]VB:N under the common seal of the Company this 
day of..- 19 


hire dors. 


S^nd.iry, 

No Transfer of the above Shares can be made without tlie production 
of thi. Certificate. 
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In small companies, both Registers (and often the Transfer Register) 
are bound in one book. 

Date of Entry as a Member. The date usually entered is the date 
of allotment, which, in many cases, may not ^ the correct date. 
It should be the particular date on which the entry was. actually 
made in the Register, for the law does not recognize a person as 
a " member ” until his name is actually entered in the company’s 
ofheial Register. 

Forms of Ruling. These fall naturally into two divisions ; 
(u) where shares are issued fully paid up, (b) where shares are 
issued partly paid up. In the former case, only a statistical 
record will be neccssarj'. In the latter case, a Ca.sh Account will 
be required in addition to the statistical record, in order to record 
the various instalments due on application, allotment, and calls, 
an<l also the respective payments of same. The Cash Account 
will be used to record only the cash due and paid to (be company, 
not for the consideration money paid on the transfer of shares from 
one person to another. WTicn the shares become fully paid, the 
shareholders’ accounts may be transferred to a new Share Ledger 
in which there may be only a statistical record. In many Registers 
the Cash Account is retained even after the shares have been fully 
paid. This facilitates entries for new shares issued to present 
iioldcrs. 

Further Statutory Provisions. By the Companies Act, 1929, no 
trusts are to be entered on the Register. The Register must be kept 
at the registered office of the company, and must be open to llie 
inspection of any member gratis, and to the insi>cction of an}' 
other person on payment of a fee not exceeding Is. This right of 
inspection only applies to a " going " concern ; after liquidation 
has been decided upon, application must be made to the Court. 
Any member or other person may acquire a copy of the Register, 
or of any part of it, or of the Annual Return required by the Act, 
or any part of it, on pajrment of the prescribed fee. Circular adver- 
tising agencies generally avail themselves of this privilege in order 
to obtain lists of the investing public. A company may, on giving 
notice by advertisement in some paper circulating in the ffistrict 
in which the registered office is situate, close the Register for any 
time or times not exceeding in the whole thirty days in each year. 
The Court has power to rectify the Register in case of mistakes or 
omis-sions. The Register of Members is prima facie evidence of any 
blatters directed or authorized by the Act to be inserted therein. 
A'jomt stock company vffiose objects comprise the transaction erf 
.. kismess in a colony (including British India and Australia) may, 
authorized by its Articles, keep a branch Register of Members in 
colony, and such Dominion Register is deemed to be part of its 
Register. A copy of eadi entry must be transmitted 4o 
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the registered office in order that a duplicate of such Register may 
be kept there. 

Index. Eadi Share Ledger contains in the front an alphabetical 
index in order to facilitate ready reference to the individual share- 
holders' accounts. In sonu cases, however, a general index is pro- 
vided to serve for the whole of the Share Ledgers, Ordinary, Prefer- 
ence, Deferred, etc. This shows at a glance whether the same 
shareholder holds more than one kind of share. Section 96 of the 
Act lays down regulations on " the index of members of the com- 
pany,” which index is compulsory on a company with a member- 
ship above 50. 

Posting of Share Ledger. The Register of Members and Share 
Ledger will be posted up in stages as follows — 

1. The names, addresses, occupations, number of shares, dis- 
tinctive numbers, amount due on application and allotment will l>e 
entered up from the Application and Allotments Book (or sheets) 
into tlie various sharcliolders' accounts. The cash received on 
application and allotment will be posted from the Shareholders' 
Cash Book to the same accounts. 

2. The amounts due on calls from time to time will be credited 
from the Call Book to the debit of the individual shareholders' 
accounts, and the cash received on account of calls will be credited 
from the Shareholders' Cash Book to the same accounts. 

3. The shares transferred from time to time will be posted from 
the Register of Transfers to the shareholders' accounts concerned. 

A debit balance in the Cash Account of any shareholder will 
indicate calls in arrear; while a credit balance therein will denote 
caUs paid in advance. 

At balancing time the total of the balances in the various share- 
holders' accounts should equal the total amount of Called-up Capital 
after adjustment of any Calls in Advance and Calls in Arrear. 

Note re Folios. In posting the Share Ledger folios mu.st, of course, 
be inserted in order to facilitate subsequent reference. In the stat- 
utory and statistical books shown in the worked examples, and 
which have been posted to the Share Ledger, the first .page of each 
book has not been numbered page 1 , but distinctive folios have been 
adopted, viz. 21, 31, 41, and so on. This has been done in order 
to rhake the posting clearer to the student, and to enable him to 
trace the posting references immediately. With a set of model books 
all numbered page 1, there would, to the student, be no ready or 
definite due as to wffich book was referred to. In actual practice, 
however the first page of each book would of course commence 
at page 1, no matter now many books there were. 

BelatioeColaiim. In the mood Share Ledgers Miown in the woriced 
examples, the student will notice a column headed ” Balance,” with 
ttKosw'headings entitled "No. of Shares” and "Amount up” 
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respectively. Each transaction is entered on a fresh line, and the 
balance amended accordingly. The amount paid up is increased 
whenever more money is received, while the number of .shares is 
increased or decreased whenever transfers take place. It is thus 
possible at any time to see, at a glance, how many shares a share- 
holder holds, and also the amount paid up on those shares. This 
also greatly facilitates the preparation of the Annual Return men- 
tioned later on in this chapter. 

Example i. From the particulars given in the Application and 
Allotments Book, Call Book, Shareholders’ Cash Book, and Register 
of Transfers, in previous examples, write up the company's Ordinary 
Sliarc Ledger, (See pages 516-521.) 

Example 2 . From the particulars given in the Application and 
Allotments Book, Call Book, Shareholders' Cash Book, and Register 
of Transfers in previous examples, write up the company's Prefer- 
ence Share Ledger. (See pages 522-527.) 

A Student Difficulty. Students seem nonpliisbed when called 
upon to prepare the forms of statistical books, and to aid them 
in their difficulty a plan of recall " as applied to the rulings of a 
Share Ledger has been subjoined. 

Plan of Recall of Columns Comprising a Share Ledger, Take a 
sheet of foolscap lengthwise (lines being perpendicular ") and 
divide it into two equal parts. 

Having done this, the left half must be headed Cash Account " 
and the right half beaded Shares Account." Next, fill in the " ('<tbn 
Account " with the usual simple ledger account nilings —namely 

(a) date, (b) particulars, (c) folio, (d) amount. This done, the column 
for " Amount called up per share " wiU be remembered and must 
accordingly be placed between columns (c) and ((i). On completion 
of the Cash Account rulings, the student will find particulars 
regarding shares being recalled, and the three divisions regarding 
the statistical records of shares will occur — [a) Shares acquired, 

(b) shares transferred, (c) balance. Once the divisions have been 
made, the appropriate wlings peculiar to them will soon fall in line. 
As (a) and (6) ate ruled alike, the following columns will be 
duplicated^ — (d) Date, (ft) Folio, (c) No. of Shares, (rf) Distinctive 
Numbers (from — to — ), (e) Amount. The " Balance " division will 
easily yield its column.^, because it will readily occur to the student 
that the difference between the number of shares acquired and 
transferred must be shown ; also that the balance of money received 
to date on the share holding is necessary ; hence, the two last columns, 
namely, (fi) No. of Shares, and (ft) Amount Paid-up, will be ruled. 

REGISTER OF STOCKtlOLDERS 

Where shares have been converted into stock, a register of such 
shares will be necessary, and also a register of the stockholders. 
The rulings of these books are similar to those shown on page 514. 



ItBGlSTBR OF SHARES CONVERTED INTO STOCK 

















REGISTER OF STOCKHOLDERS 
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REGISTER OF MEMBERS AND SHARE 


Name : Barker, Matthew B, 

Address; 71 Lime Street, Barnes, London, S.IF. 13 

CASH ACCOUNT 


Occupation: SolicUor. 


Date 


Particulars 


I i! 


i 


Ainouat 

called 


Total 

Amount 


“sUf 


19— ; 1 
Jan. 15. To Apf>l, and Allot. . 

ar'i 

, S' 

10 -• 1,00a - 

[ 

|1 

1 .1 

1 

jl 

\ 1,000 - - 

! 

May 5 To First Call . , 

Jti.ne 20 „ Interest 

6i'i 

6i.i 

11 

5 * 500 > - 

t r 3 

1 

11 

1 ; 

i vor I 3 

i 

, 1 

J . 



Data 


Jan. a By Cash 

*0 o » 

1 

I 

May is! BvCaah . 

so' ,1 II 

BO „ „ (Interest) 


Cr. 


Total 
Amount 
pad up 


7i;. 312 10 

>2 ' 0S7 ro 

1,000 - 


.7.1. “ “ 

I « 250 - - 

i'm « I % 

i r ^ 

irr:r” 
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Clarke, Edward 

120 Mare Street, Hackney, London, H.8 


Solicitor's Clerk, 


*9 1 1 '■ 

Ian. T 5 , To Appl. and Allot. . 2 x 1 

r ' 
1 

10 

1 

! 


1 ! 

1 

1 1 
rv 

19 — 
Jan. 3 
20 

By Cash . . . 

' 

7* 

72 

r' ; j" 

1 ! a; 6 

' 1 7} 6 

i ! 

1 ! 

: 1 



! '"J 




'*“1 - 

May 5 j To First Call • .| 6 i 

; 1 

: 1 

i IJ 

3| 


f 

5j' 

1 

May 9 

By Cash , . # 

”1 

l~Tl~ 


103 

Dalton, John F. ^ HM,C S. 

134 Mildmay Park, London, N, 1 


* 9 — 





"I 

i 

iq— I 

1 



Jnn, 13 

To Appl. and Allot. . 

21 

10 

ro 

Jan. 4 ByCa^h . 

,71- 

a 

6 





; ' 

f 

20| „ „ . . 

.|72,! 

7 

0 


I 

1 



1 

' ''i 

:to - 

*r 

I 

i 'i . 

1 

May 5 

! Tc Pint Call . 

<>1, 

_] 


’ii 

£:i 

I May t5j By Cash . 



L 


104 

Evans, Fred 

06 Hood Lane, Brixton, Londm, S,W,2 


SolieUor's Clerk. 







Jan, IStht 19' 


102 



103 

Jan. 15/A. 19— 


X04 

Jan, 15/A, 19 — 
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105 REGISTER OF MEMBERS AND SHARE 

Name : Mensper, Isaac L, Occupatioa : Suivcyor 

Address : 25 Leyion Street^ 2?oro, London^ S.E. 1 

Dr. CASH ACCOUNT Cr. 


! 

Date i 

i 

1 

t 

Particulars 

U' 

: 

Amount 
called 
up per 
Share 

TO— ' 

Jan. 15, 

To Appl. and Allot. 


» i 

101 

1 • 


1 

’ 

i 

1 

Mav 5| To First GaU . 

J6i,| I 

i r< 

i [ 

3; 

i 

* 1 


1 1 


Tdiua 
Aioount 
called up 



Date 


Particulars 


} 


Jaa< 6 , By Cash • 

20. M .» f 

{ 


j ’! Total 
•S.l Amount 
jg 'j paid up 


i; I 

.\7i z 6 

..72' 7 6 

; ij to - 
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Prwce, Ernest 0. 

12 Temple Chambers, Holhorn, London, E.C. 1 


]au. 15I To Appl. and Allot 


May 5 * To Pirst Call 


. 61 




Accountant 


•10 

1; 

to - 

19— ' 

Jan. 6 By Cash • . 

20 M If 


i 

to - 



rf 

Lli. 

31 

May 14' By Cash « » 

• 


7ix\ 


!«i! 


. 2 6 
' 7 6 


5 • 
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,^5-' , 

Jam 151 


May 5 | 
June 20 


Retrop, Thomas P. 

2 Lucas Street, Bexley 


To Appl. and Allot. 


To First Call 
„ Interest 


21l« 


.6t’ 


iio! i,3i7>o' 

i It 



6t$i7 4 

»«N 

I 


19 — i 

Jan. 7; By Cash 


;io: 


- - j l** 5 ' *S 
2j 2: q June 20 
■ |0 


Soltcifor 


By Cash , . . 

M II ' , • * 

i» ft 



73 ’r «vt3' 

„ j 500 - 

w j! gj g 
1 ! 623 ; iy- ^ 


t08 


Waldfoi^ ^rmh { VsHdor) 

- I PenUy Mansions, Stdcup 


*»— I 

Jolt 15 Share Capital 


Merchant 

I killed as fully paid . |! 15,000' - • 

""J'- * 
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LEDGER (ORDINARY SHARES) XC5 

Date entered ad a Member : Jan, XSiht 19— 

Date ceased to be a Member ; 


SHARES ACCOUNT 



Jai). ts 2X1 I : 
July i5.trj 300 j 

i I 



501 , 1,000 375. ^ - 



Jan. tSth, 19— 


107 
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REGISTER OF MEMBERS AND SHARE 


Name : Goo^c, Ellen (M iss) 

Address : 114 Hif'h Road, Sydenham 


Occupation : Spinster 

( Vendor* s Nominee) 


CASH ACCOUNT 


Date ' Particulars i 


Amount > 
calic-d 


I 


Ian. 15 To Share Capital . J., 


i ' ! ' 

I 5; SfiOO - 




Date 

Particulars 

1 ‘ 

1 

1 

1 

1 

Issued as fully paid 


hm^lev, James F. 

Park Drive, Bromfield 


T9— j 

Jan, IS To Appl. and Allot. . si t 

i t ii 


May s' To First Call , .idil I 51 

_...j i ! M 


to '■! a, 750 - -j Jan. 8 ByCa<ih . 


a.750 - ”1 I 
“! *i375, - Ma> 17 I 

I 111 I 


Gentleman 


. 7* T.aso ■ 
. 7S 1,500 - 

. *.750 - 

. 73 . 1.375 - 

i ii _ Li 


Johnson, Henry A. 

65 Old Sieine, Brighton 


Gentleman 


Thorpe, Fritz B* 

9 Minstrel Street, Hastings 


Auctioneer 
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LEDGER (ORDINARY SHARES) 


109 


Date entered as a Member : Jan. ISth, 19 — 
Date ceased to be a Member : 


SHARES ACCOUNT 


Shares Acquired 

1 Shares Transferred ,, Balance 

1! .. . 

' ' Distinctive ! 

njn.. - ’ Numbers 

3 Shares | 

I**" j From I To 

Amount 
paid up 

1 

Date 

'c 

it* 

No. of 
Shares 

Distinctive 

Numbers 

Ftomj To 

1 Amount No. of ■ Amom i 
paid up ,, Shares , paid up 

i 5 

to— ' 1 

Jan. 25 22 5,000 119,502 24,500 

.1.1 .i..l . 



.1 

;! 

■i 

i 

1 

1 

1 



i 

5,000 5,000 - - 

:i : ! 


Jan. 15/A, 19-- 


110 


19 - , 

Jan. 1521. 5,500 .i 4 i 5 ot 30,000 


I I 


I 1 ■ 5.500 ' 2,750 - - 

;■ 5.500 - 4.125 - - 

, / 9 — ! I {' ! 

Aug. 44r 1,000 24,501 25,500'. 750 - -j 4.500 3,375 - - 

.Sept. 15 4I' 400 25,50125,700^ 150 -!- 4,J0O ’ ^.225 -- 

Nov. 104 1 500 25,70120,200 375 5 '*^ . - 

Dec. .15 4* 500 126,201 26,700 373 - ■ , 2,475 - 

• : Lj !_J : 1..; i i! 


Nov, 10/A, 19 — 


111 


' 19 —' ‘ 
Nov. 1041 


Soo ,25,701126,200 

1 

i 



i 

i 


J 



Dec. 15/A. 19— 


112 


L 


i j 

«i-j. 

_Ji. 


19 — : 
Dec. 1541I 


500 


26 , 201 126 , 700 !! 173 
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261 REGISTER OF MEMBERS AND SHARE 

Name ; Holloway ^ Percy F. Occupation : Baker 

Address : 57 Luton Road, Bedford 

Dr. CASH ACCOUNT Cf, 



262 


Cooper, Albert 0. 

The Cedars, Famham, Surrey 


Gentleman 
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LEDGER (PREFERENCE SHARES) i6i 

Date entered as a Member: Jan. 19— r 

Date ceased to be a Member: 

SHARES AOCOt;HT 
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26s REGISTER ( 

Name; Archer, Frederick 
Address ; 777 High Street, Cardiff 

Dr. CASH ACCOUNT 


REGISTER OF MEMBERS AND SHARE 

Occupation : Coal Metchayil 


Date Particulars 


I Ainnunt Jj , 

!c'! ca]k^l ! 



- ,7^' .fi. i Amount Dale \ Particulars S Amount 

ts I ^ “p I “p 


Jan. 15,' To Appl. and Allot, .'^r* jio 2,( 


I I 15 — 
2,000 - Jan. 4 

1 20 

2,000 ; j 


I i I; I ' i i 

May 5! To First Call « . Sx j 5’ -1 1,000^ -j May lo' By Cash 


I ( 

. 9 X j I,T2S - - 
. .92 , 8;4 - -« 

I ' 2,000 '• - 
.’9i 1,000 - - 


Create, Edward P. 

21 Park fields, Buckley 


10 — 


— — — 

10— 


Jau. 15 

To Appl. and Allot. 

, 5x'- 10 - 1,500 — 

Jan. 5 

By Cibh . 



I '! j ’> 

20 

St ss • • 


1 

i i! ; ; • 1.500 - - 

i 


May 5 

To First Call . 

o‘8i' 5-' 750,-- 

May 12 

By Cash . . 

jeue 30 

1 

„ Intecost 

i 

aSl, 326 

1' 

J line 20 

”i 

1 » Interest 

1 

1 


! -i 752, 




.91 075 - - 

.92 62 s - - 

j : ' 

. 93 '-i.SO -■ - 

.03' 500 - - 

► 93 2 <> 

1 ' 7U 2 


Pawling , George 

114 Maida Vale, London, ^*’.1) 


Stock Brok:^r, 


10- 
Jan. 15 

To Appl. and Allot. . 

rf 

5i| 

1 


to! -!■ 750 *1 1 

I i 1 J 

'to-, ; 
Jan. ! 5 
20| 

By Cash . • 

»» w * • . 





1 ~ 

1 


May 5 j 

To First Call 

81 ; 

i 

j 


Ml 

May 'r 4 

Jj 

BtvCasb . • 


- pt ' 

., 9*1 

375 

371 * 

r 7 v» ■ 

■•93 

.373 - 

1 i 

1 : 


Brooke, Samuel L. 

‘15 Long Streett Burton 


*0— I 1 I I *9^ : I ‘ i 1 

Jaa. rs To Appl. and Allot. . 511 to 97S| *{ -^ Jan. <S; By Cash . » . 01 ! 500 

! I ao| • .foil - • 

j QiS 

Hay 3 < To First CtU . .St 4*7iio! * May ie| By Cash . , .yyj 4S7,><>. 


it I i 
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LEDGER (PREFERENCE SHARES) 265 

Pate entered as a Member : Jan, 15/A. 19 — 

Date ceased to be a Member: 

SHARES ACCOUNT 


Shares Acquired 


Date 

I Shares 


Distinctive 

Numbers 


. From ; To 


Amount 
paid up 


Shares Transferred 


Balance 


Date 


ir>— t” ' - r - j 

Jan. 15 51 4,000 ,6j,ioi 67,100 


IS No. of 
i.o' Shares 


July 231' 300 '50,001 50,300 ! 225 “I .. 
Oct. 2231. 1,000 67,101 6ii,ioo;| 750 -i -Jj 


J>istmetive 

Numbers 




From< To 


jj Amount i No. of '• Amount 
|i paid up ’ Shares ‘| paid up 


Jan, 15th, 19— 


4,000 

4,000 

4.300 

5 > 3 «» 


2,000, 
3,000 H 
3.235. 
3.975 


265 


Jan, 1551 3,000 67,10x 70.100 




I) ! 

. ' 

' ' j 

1 ,1 . ' ( 1 

Ij 

; 3,000 

T,500 - - 

! 1 • ' 

1 

, ; 3.000 

**,250 - - 

1 iQ- : 

63,100 750 

* <1 


’ Oct. 22 f. 1,000 

{ 

<^7,101 


>, 2,000 

ji T.5OO - - 

t , . ' > 

! :! ; ; 


i 


ii 

;■ i 1 

1 ' . 


F 

ii 


)! 

:: * i 


JaiL I5th, 19— 


267 


ig... , ■ •'[ J 

Jan. 1551, 1,500 70.tox ,7t.6oo I; 


Sept. 8jii 


400 5<j,7ox j6o,ior 300 ■ 







r 

i 



•1 

; 

I.?00 

7 .‘^o 









1,500 

l,X 25 





1 

\ ' 

\ 

! 

i 

j 

-i 

1,900 ' 

j 

J .425 

I j 


268 


Jan, 15M, 19— 


to— I I ! ' 

Jiu. 15 51' 1,950 7X.60X 73.550 i! 


Aug. 1931 


500 '53,301 5.3.^ 


375 



(, 1.050 . 975 - * 

1 ; x.oso , 1,462 10 - 
j. 2,450 I *,837 jo' - 

r »: 1 i 
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269 REGISTER OF MEMBERS AND SHARE 

Name ; Upton, R *fns Occupation : Grocer, 

Address ; 42 Littl’iton Street, Deviees 


Dr* 


CASH ACCOUKT 


O. 
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LEDGER (PREFERENCE SHARES) 269 

Date entered as a Member : Jan, 15/A, 19—- 
Date ceased to be a Member ; 


SHARES ACCOUNT 
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REGISTER OF CHARGES 

Nature and Use. This is one of the statutory books. In it must 
be entered all chai|;e5 specifically affecting the property of the Com- 
pany, and all floating diarges on the undertaking or any property 
of the company, giving in eacli case a short description of the 
property charged, Sie amount of the charge, and (except in the case 
of secnrities to bearer) the names of the persons entitled thereto. 
This Register, and also the copies of instruments creating any 
charge requiring registration under the Companies Act, 1929, must 
be open at all reasonable times to the insjjoction of any creditor or 
member of the company without fee, and of any other person on 
pasnnent of a fee not exceeding Is. The book is ruled in tabular- 
form, and the following is a specimen ruling — 


REGISTER OF CHARGES 


Ko. of 
Char^'e 

Date 

Charge 

created 

Mortgagee's 


Particulars 
of l*iojMirty 
i^harged 

Kate 

of 

Kemarks 

Name 

Address 


a 

1 

Interest 



i 

1 


} 

1 

1 

1 

j 


1 

1 




DEBENTURE APPLICATION AND ALLOTMENTS BOOK 

Nature and Use. This U a book ruled in tabular form to record 
the names, addresses, and occupations of all applicants for delx'n- 
tures, the number of debentures applied for, and the amount de- 
posited with such applications. Additional columns are also pro- 
vided to record the number of debentures actuaUy allotted, their 
distinctive numbers, the balance due on allotfncnt, and the amounts 
subsequently received thereon. 

Procedure in Connection with Ai^Ucations and Allotment of 
Debentures. The procedure in connection with applications for 
debentures and allotments thereof is very similar to that adopted 
with respect to shares. uA printed form is filled in, and the requisite 
money ftKwarded to the company's bankers. Allotments are then 
made, and the farther sums payable duly remitted to the company’s 
bankers. 11 any applications are not accepted, the deposit money 
is returned in Certificates are not made out, however, for the 
total numb^. of debentures held by each person, because each 
debmture is represented by a separate bond. An applicant 
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WALDRON MANUFACTURING AND TRADING COMPANY^ 
Limited* 

(Incorporated under the Companies Act, 1929.) 

FORM OF APPLICATION FOR FIRST MORTGAGE 
DEBENTURES. 

Issued in 100 Bonds of ^£100 each, carrying Interest at the 
rate of £S per cent, per annum. 

To the Directors of the Waldron Manufacturing and 
Trading Company, Limited. 

Gentlemen, 

Having paid to the Company's Bankers the sum of £ 

being a deposit of Fifty per cent, on / First Mortgage 

Debentures in the above-named Company, I request you to allot me 
such Debentures upon the terms of the Company's Prospectus, ami 
I agree to accept the same, or any smaller anjount that may be 
allotted to me, and I agree to pay the further instalments as provided 
by and at the dates specilied in the said Prospectus, and I authorize 
you to register me as the holder of the .said Debentures. 

j Signature 

Name in full 


(State wh<*ther ** Mr.,” ” Mr.s.,” or ** Mist,” atid d any.) 


Address in full 




Occupation 

Dale 19.. 

All ClK'quos to bo made payable to the Company's Bankers. A sex>aratc Cheque must 
accompany each st-parute Application. 

'Hus she<*t should be forwarded Entire to the OMupany's Bankers, The MIctro Bank, 
Limited, Ankon Street, London, S.W., together with Cheque. 


WALDRON MANUFACTURING AND TRADING C03IFANY, 
Limited. 

(Imiorporatod uodei thw Compaiik'S Act, IS 29 .) | 

BANKERS' RECEIPT. I 

RECEIVED this ^day of 19 j 

from i 

for the credit of the WALDRON MANUFACTURING'"’ AND i 

TRADING CO., LTD., the sum of £ being a 

deposit of Filty per on £^ First MortgagVDcbcntures 

in the above-named Company. 

For the METRO BANK, LIMITED 


— SCrni^. 

1 

£ * : Cashier. 

This Receipt, when ralonied from iht BEnUers, to be preserved by the Applicant for 
cichauge iti due course for Debentures. 
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receiving an allotment of 20 debentures, will eventually refceivc 20 
sepiirate bonds. If the debentures are payable by more than . two 
instalments (application and aUotnient), the conditions of issue may 
provide that the debenture bond shall not be issued' until fully 
paid up. Scrip certificates (see page 508) will then be made out 
in the meantime, in the same way as is done for shares issued under 
similar conditions. 

Example. Tlie Waldron Manufacturing and Trading Co., Ltd., 
having power in its Memorandum to issue £10,000 5 per cent Deben- 
tures in bonds of £100 each, offered the same for public subscription 
on 1st February, payable 50 per cent on application and 50 per cent 
on allotment. 

Applications were received, and allotments made, as under — 

So. of Debt*nturei 
Apl>lied A*!ot- 
<or. led. 

Feb. 16. Robert O. Stevenson, Solicitor, 65 Seafortb Road, 

Ealing, London, W. ♦ . . . . 25 20 

16. Philip J. Clarke, Cashier, 29 Winter Street, Salisbury . 8 5 

16. John Andrews. Accountant, 78 Burdefct Road, Andover 5 nil 

17. Arthur Beazley, Banlcer, 11 Pel lett Grove, Bristol , 8 5 

i7. Frederick Norman. Merchant, 66 Queen*s Avenue. 

Swindon ........ 10 10 

17, Maurice Baxter, Engineer, 45 Aubert Park, Winchester 10 10 

19, Charles A, Pitley, Printer. 72 Bassett Square, Reading 8 5 

19. David Headlam, Gentleman, 116 Sidney Road. \V. 

Croydon ........ 25 20 

20. Henry Williams, Stockbroker, 78 Walra Lane, 0.x,ford 5 ml 

20. George 1. §toddart, Accountant, 5 Wcodquest Stret^t, 

Leytonstone ....... 8 5 

21 Alfred K, Foster, Tailor, 237 Shirley Road, Yeovil . 10 10 

21. Lionel C. Reeve, Actuary, 111 Francis Street, Tooting, 

London, S.W 10 10 

I.etters of Regret, Nos. 1 and 2, were sent to Andrews and Williams, 


DEB ENTURE APPLICA TION 

AirAount 

Addrew ^ Oecupitioo 


i,iSO -I . 
40® ■ 

sja -I . 
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and their deposits returae<l in full. Allotments were made on 22nd 
February \n order of apphcdtion, the debenture^ bting numben‘d 
Irom 001 upwards. The moneys due on allotment were pa 3 dbl( by 
1st March, on which date they wore diilj' received. Wute up the 
Application and Allotments Book and subsidiarj r^sh Book. 


XXI 


DEBENTURE HOLDERS CASH BOOK 


III 



‘DL 

lolio 


Amount 


Ddtf 


rajjnsfuU 




16 , 
16 ! 
16 

17 
*7 
17 
*9 
19 
so 
so , 

SI 

ii 

Mm 1 


i lo Ajp^tKatum 

St<*voiy« , R O 
Clacks 1 T 
Andrew J 
B axlo, A 
\r»rma» . i 
BasttCg M 

A 

HtAdlJii n 
W illiamjg H 
Stoddort (, 1 

T \ K 

L i 

If All< tniHU A r — 
)n, K O 
Cl4rK* r T 
A 

Nor u w 1 
Bivttr, M 
Pitlovg C A 

btjddix ft I 
Foster A K 
Reove, L. C. 


40 T 

02 I 

I 

v^ 

s 

»s 

-iO'V 

30'* 

3*0 

)C 
0 2 
3‘»3 

Pt 

P* 

3H 

o** 

VO 

3X0 


1 , 2<0 - -J 
400 
2>0 - 
400 - 
^o> 

SOJ -1 

400 

1 

">0 — I 
<oo - 

500 — I 

7>o 
100 - 
100 - 
>>00 - 
«oo -j 
IK) - -4 

7S> H 

I )0 - 

^00 “ -I 

- 4 


TO SOO “ H 


-T — 


JDL 

foiio 


Aiuount 


i; 


17 - , 

Icb as i B> ^^nlicatioa | 

-s j Aii^tnigl 

22 UiUiaiiM Ii 

Mar. i By 1 1 tu * I to 

' r^u 1 1 Cu n 


Bouk 


SAO - 
250 


lUgUOO - 


il 10,500 


ALLOTMENTS BOOK loi 
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i DEBENTURE BOND. 

WALDRON MANUFACTURING AND TRADING COMPANY, 
Limited. 

(Incorporated under the Companie& Act. 19:19.) 

Registered Office ; 208 Lilac Street, London, W.C. 

If;suE OF £10,000 FIRST MORTGAGE DEBENTURES, 
in 100 Bonds of ;£100 each, 

bearing interest at the rate ol £5 per cent, per annum. 

No. 056. DEBENTURE. 4100 

j 1. The WALDRON MANUFACTURING AND TRADING 

! COMPANY, LIMITED (hereinafter called “ ihc Company *'), hereby 
covenants to pay to the Re^;istered Holder, on presentation of this 

Debenture, on the 1st day of July, 19 or at such earlier date as the 

princi^jal mono vs hereby secured shall become payable, at the 
Registered Oflice of the Company or at their Bankers, the sum of 
One Hundred Pounds. 

2. The Company will in the meantime pay to the Registered 
Holder for the time being Interest on the said /,100 at the rate of 
per cent, per annum by equal half-yearly paymetits on tlio 30th of 

> June and the 3lst December in each vtar, the first o^ such payments 
to be made on the 31st December, 19 

3. The Company hereby charges, by way of floating security, 
all its real and personal property (present and future), its .st(»ck-in 
trade, goodwill, and all the undertaking, also its uncalled Capital 
with the payment of the principal and interest. 

4. The principal moneys hereby secured shall immediately become 
payable if the Company makes default for a period of one calender 
month in the payment of any interest hereby secured. 

5. This Debenture is one of a scries of 100 ranking c^iually# 
and is issued subject to the conditions indorsed hereon, which arc 
deemed to be part of it. 

GIVEN UNDER THE COMMON SEAL OF THE COMPANY 
this* day of 19**. 


r Directors. 


Secniary. 
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DEBENTURE CALL BOOK 

Nature and Use. This is a book niled in tabular form to record 
th(‘ names and addressees of the debenture holders, the number of 
(h bontures held, the amount due from each debenture Iiolder in 
n spc'ct of the call, and also the amounts actually paid. The follow- 
ing is a specimen ruling — 


('iill uf £ per i>(‘benturc, modo payable by 


JVh. 



No. of 

Am imt 

; Amo'int ' 

1 


Nfitno 

Address 

Lkbs. 

duo on i 

I pai'l on 


; Rvu.rfrK>. 

holio 



hckl 

Call I 

1 

1 Ull 


, 




i 

1 

! 

i 

! 




! 





D<‘l)' ntures are more commonly made payable on application and 
allotment. When calls are made, however, the procedure is similar 
to that in conn<?ction with sharers. 


DEBENTURE TRANSFER REGISTER , 

Nature and Use. This is a book ruled in tabular form similar to 
the Transfer Register for shares. It records the names, addressr*., 
and occupations of both transferor and transferee, the numl-er of 
il»;bentures transferred, their distinctive numbers, the amount paid 
up thereon, and the date the transfer was registered. The procedure 
in connection witli the transfer of debentures is almost identical 
with that in respect of shares. 

Example. The following transfers of debentures were made, 
approved, and duly registered in tlic books of the Waldron Manu- 
facturing and Trading Co., Ltd. — 

2nd April, 0 debentures (001-006) from R. O. Stevenson to A. 
Beazley; No. of transfer ‘deed. No. 1. 

I4th April, 5 debentures (031-035) from F. Norman to C. A. 
Pitley. 

26th April, 3 debentures (041-043) from M. Baxter to G. I. 
Stoddart. 

15th May, 2 debentures (007-008) from R. O. Stevenson to L. C. 
Reeve. 

27th May, 10 debentiu'es (066-065) from D. Headlam to William 
Marshman, Barrister, 7 Llnion Road, Wells. 

20th June, 2 debentures (021-Offi) from P. J. Clarke to James T. 
Howard, Schoolmaster, 81 Pentoti Street, Bath. 

Write up the company's Debenture Transfer Register. 
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131 DEBENTURE TRANS 



l>«e 

Trjuis- 

■ 


'll in'-frtnwr’E 





f**r 

Rcgia- 

tered 

* l>t b.' 

, l'<l Vame 

^ fil 

Address 

Occu- 

patioa 

TXb. 

led, 

tol. 

Kajji» 

t 

19— 
4pnl i 

1 

301 

SU'vrttson, R, 0 i 65 Stafortk Rd.. f ahne 

Soltctior 1 

303 

Bea-ley, 4 

2 

.1 14 

30+ 

A'onfMTM, F, 

66 Qu^i*s Avenue, 
Swwuhn 

43 Aubat Park, 
Wwuhester 

Alenhaitt 

306 

rtile\,C A 

3 

„ 26 

305 

Baxter, M, 

Engineer t 

306 

SU)ddart,0 U 

4 

May 15 

1, 

307 

Stevenson, R. 0 

6s Seaforth Road, 

Caltng 

tiC Putney Hd , 

\V Croydon 

SdheUor ^ 

310 

Reeve, T, C* 

5 

1 »» *7 

Headtam, D. 

Centleioan 

S« 

Mankman, 

Wtiiut n 

6 

fune M 

30a 

1 

t 

Is 

Clarke, P. /. 

29 Winter Street, 
Salisbury 

Cashier 

3 M 

HomtJ, 

James T, 


REGIST^ OF DEBEirrUI^ HOLDERS 

Nature and Though not specificaUy 'mentioned in the Act, 
it is necessary, in practice, to keep such a register. It is> niled in 
tabular form, simil^ to the Register of Shareholders, and rccoids 
the names, addresses, and the occupations of the debenture holdfi s, 
the number of debentures held, their distmguishing numbers, and 
the amounts paid up on each debenture. Wliere tlie debentures are 
fully paid, only a statistical record will be kept, but where tiie 
debentures are not fully paid, a Cash Account will be kept in addi- 
tion to the statistical record. 

Rj^ister to be Open to Inspection. By Section 73 of the Com- 
panies Act, every Register of Debenture Hdders of a company, 
except when closed in accordance with tiie Articles (not excec’ch g 
thirty days in any year), must be open to the inspection <A. the 
registered holder ot any such debentures, and of any holder of 
shares in the company, for not less than two hours in each day. 
^EVciy such holder may, on payment of tfee prescribed fee, require 
a copy of the Register or any part of it, or a copy of any trust deed 
for seenuing any issue of del^tures. 

Posthig &e Ddienture Register. The R^;ister of Debenture 
Hplders is entered up feom the Debenture Application and AUot- 
m^t Book, Debenture Call Book (if anvL the subsidiary Debenture 
Cash Books, and from the Or Debenture Transfers. The 

Balance Column will show the mimb^ of debentures held at any 
given dute, and the amounts pa^ thereon. 

Exaini^ Frcan the particalara givan in the Apjdication and 
Allotments BpOk, sihbndiaiy Cash B^k, and R^iister ci Transfers, 
in the previous examfifes, ^ com^y*& Register 

Debenttqce Kdldefe. (^ |M|;es 339-^.) 
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FER REGISTER 


Transleree's 


Address 

Occupatioii 

1 1 Petiett Grove, liristot 

Banker 

7: has$ett Sq., Reading 

; Printer 

IVcftdqueU Si., JUrytonttone 

Accountant 

ijt PranuisSt, TotOingt 

S W. 

Actuary 

7 L'niott Roind, tVetb 

Barrier 

Sj Renton Si., Bath 

Scfmhna^ter 



REGISTER OF DEBENTURE STOCKHOLDERS 


Where debenture stock has been issued, or where debentures have 
been converted into stock, a register of the stockholders will be 
required. A specimen niling is shown on page 539. 

DEBENTURE INTEREST BOOK 
Nature and Use. This is a book ruled in tabular form, which 
gm*.*! particulars each half-year of the names of the debenture 
holders, the amount of debentures held, the gross arfflount of 
interest accrued due thereon, the tax deductible, and tl»e net interest 
payable to the debenture holders. 

Example. From tl\e particulars recorded in the Register of Deben- 
tin-» Holders, assuming there to be no further change, write up the 
Delienture Intere.st Book for the half-year ended. 31st December. 


DEBENTURE INTEREST BOOK 
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301 REGISTER OF DEBENTURE HOLDERS 301 

Name : Stevenson, Robert 0. Occupation : Solicitor. 

Address : 65 Seaforth Road, Ealing, London, W, 5 


Debentures Acquired 
! ) Distinctive || , 

C.bJ I I 

Feb. lO in t 1,150' 

A.a; 

&lar. x; loi t 20 ooz 020 { 750 


Debentures Transferred 
or Redeemed 


1; paid up, 


1 Distinctive | 

1 Numbers | 

From 

T" .. 

001 

006 

007 

008 

1 


paid up Debs. | paid up 
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30s REGISTER OF DEBENTURE HOLDERS 305 

Name : Baxter, Maurice Occupation ; Engineer, 

Addrei,s ; 45 Aubert Park, Winchester 


Debentures Acquired 


Debentures Transiwred 
or Redeemed 


Balance 



1 « ' 

No. of! 
Dehs. 

Distinclivc 

Dale 

i c 

Niirub**rs 



i From 1 To i 

19- 1 

C.R 1 
beu. 17 11 1 j 
A.B. 
Mar. I 10 1 

t 

. i 

to 

01 

050 

i 

1 

i 



i 

! 

1 


Amount 
paid up 


Date 


I 500 - 


19— 


IT.R. 


i Apr. 36' X31 


Distinctive l| 


iNo. otj Amcvjnt I No. of - Amount 

Debs, j_ T T, “ ,j up 


{From 


041 


To : 


i i 


,« ,300 :,-, 


10 , 1,000 - 


TOO i- 


306 


Piitey, Chafks A. 

72 Bassett Square, Heading 


Printer, 


306 


19- 

C.B,; 
ivb, 19 III ; 

A.« , 
Mar. I loi 
TR 

Apr. 1 1 131 






\ 


i 


1 ^ 

•1 i 

'' 1 




; \oi - 

■ 




, 

I 




ii I '* 

, 






3 

051 

j 055 

. TOO -’1 





1 



5 !i 500 ' - 



1 

■ -1 





1 


li 

1 

5 

031 

1 035 

; 30) -j 




1 

J ‘ 


i i 

JO I 1,000 - 

*1 i 



1 

' ! ; '! 




i 



! li 

! *' 


1 

i 

! i ; 




j 


i 

1 




I 

! 

'■ ' J . . 

, . . 


‘ 

! 


—Li 


307 


Headlam, Dand 

U6 Sidney Rmd, West Croydon 


Gentletnan. 


307 


19 — i 

CB 

Fi*l) I , 111 
A.B.I 
Mar. 1 lor 


30 ’ 056 


M’ 

1 *' 
i 

-■ -ii 

i 1 I 

1 ' } 

, 

1 

i ! 

i •! 

: 

i,ooo' 

i i!‘»~ ‘ 

f _ - 

) 

;TR ^ ! 


‘ i i 

_ J 



308 


Shddartt George I. 

WooUifuest Street, Leyton stone 


Afcouniaut, 


30 i 


to- ' ! 1 1 1 


' ), 

1 

' 

1 1 

Ffli. ao III ' 1 

i ^00 - 


•ABi 1 ! 1 

1 1 i 

P 

Mir, X tot 1 5 1 07 r» ' 080 

' 100; - 

i 


rw: 

Apr. rO iji 


04t 


OU ; 300. - 
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Name; Foster, Allred K, 

Address: 237 Shirley Road, Yeooil 


REGISTER OF DEBENTURE HCEDERS 309 

"edK. Occupation: Tailor. 


Debeutures Aequired 


Debentures Transferred! 
or Redeemed 





RgGlSTBR OF DEBENTURE STOCKHOLDERS 
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DIVIDEND BOOK 

Nature and Use. This is a book, ruled in tabular form, which 
records at balancing time the names of the shareholders, the amount 
paid up on the shares held by each individual, the gross amount of 
dividend due, the amount of tax (if any) deductible, and the net 
amount of dividend payable to each shareholder. Separate books 
are kept for the dividends on different classes of shares. Ordinary, 
Preference, Deferred, etc. 

Example i. The directors of the Waldron Manufacturing and 
Trading Co., Ltd., resolved to pay, free of tax, a dividend of 10 per 
cent on the Ordinary Shares for the year ending 31st December, 
according to the amounts paid up thereon. From thi; particulars 
furnished in the Register of Ordinary Shares, write up the Ordinary 
Share Dividend Book. 


ORDINARY SHARE DIVIDEND BOOK 


$IST DEC., 19— 


O.S.L. 

folio 

Name 

j 

Amount 
paid up 
on Shares 

Amount 

of 

DtvidrMd 
at to % 

j ; 

1 Amount 
, of Tax 
> at 4S. 

J 

Dividend 




! Ill 

! ! 



♦ 



ii 

101 

Barker, M. B, 


730 - “ 

75 ’ - - 






Free of tax 

103 

Clarke, E. 


- 

. X 6 






If ” 

103 

Dalton, J. P. • 


f 150 1 5 - 

15' X 6 







104 

Evans, Fred 


15: - 

! X 6 






1 ■ 

105 

Mensper, I. L. 


375.15 3711 fi 







106 

lYince, E. O. , 


1 375 X 5 - 

j 37 X 1 6 






){ •• 

107 

Retrop, T. P. « 


a,fci 3, - 

1 20 a 2 6 

1 





1 

toS 

Pairleaf Frank . 


{ 15,000 -! - 

' 1,500 — 






1 

109 

Goode, Ellen . 


> 5.000, -j 

I 500 - 







110 

Uiiglcy, J. F. • 


*. 47 J - - 

1 247 10 - 






11 ** 

111 

' Johnson, H. A. • 


1 375 ‘ - - 

i 37 xo - 






n ** 

112 

Thr/rpe, F. B. . 



$710 - 






•1 ** 


1 


:« 7 . 5 tH> - 

i a ,750 - - 


1 , . i 

1 ! ■ 


Example 3. The directors of the Waldron Manufactiuing and 
Trading Co., Ltd., resolved to pay less tax at 4s. Od., the 6 per 
■ cent dividend on the Preference Shares for the year ending 31st 
December, according to the amounts paid thereon. From the 
particulars recorded in the Register of Preference Shares, write up 
the Preference Share Dividend Book. (See next page.) 
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PREFERENCE SHARE DIVIDEND BOOK 

3Ist dec., 19.. 


1 

! 

ft^io I 

I 

Xjiue 

Amount 
paid up 
on Mt-ip 

Ammiut 

of 

! Dividend 
} at 6% 

Amount 1 
of Tar 
at 4s. 

NX i 

1 n . UiOnd 1 

i 

Remarks 



ii>tUowav, r r. 


f. 

2,2^0 

s. 


i ,s. 
135; - 

d 

f 

^27 

i. 

d.^ 

£ *. 
>08 - 

J 


* A. 


3,375 



202 10 

-| 

40 

to 


1021 - 



! New. Ion. 1. t', , 


2.250 



135i - 


27 



1081 - 

-1 


1 Arclu r, F 


3,975 

- 

_l 

238 10 

J 

47 

14 


19051$ 

- 


■ E V . 


I,5o0 


-i 

ho! - 


IS 



72, - 


2‘w 


. 

1 ,425 



85 10 

—I 

17 

2 

_ 

! 

8 

J- 


Hiookf, > 1 . . 


1, 8371 10, - 

no! 5 


1 221 

1 


< 88 

4 



f ipton. Kiiins . 


1,0«7 

P) 


65| .S 


13. 

, 1 

- 

j 52 

4 



. Pi-nky. ( ^ i'hJp N 


2,250 

- 

_ 

135' - 


27 

1 

_ 

108 

- 

_ 

27! 

( Troffitt, P 


750 

- 


45 - 

1 ""1 

1 ol 

1 - 

- 

3$ 

- 


272 

' Vicktrs, O. 


1 750 

- 

I-. 

4.5| - 

1 -j 


- 

36 

- 

-[ 


j 

1 

C\ 

i 

21,450 

( 

•u. 


l,287i - 



c 

1 

J 

1.029 

12 

- 


XoTi-. Tlio r;Lt>' <,{ (ax obovo is mA how hi. force. 


REGISTER OF DIRECTORS OR MANAGERS 

Nature and Use. Tliis is one of the statutory books. The Com- 
panies .\ci, 1929, Section 144, rc(iuires every company to keep at 
Its registered office a rogisti r containing the names, addresses, and 
occupations and other particulars of its directors or managers, and 
to send to the registrar of companies a copy thereof, and from time 
to time to notify to the Registrar any change among its directors 
or managt'rs. 


REGISTER OF DIRECTORS OR MANAGERS 


llw pri'-* nt * .Anv fonui'f 1 
; Chn>i5.ip .Namr | 

UT N.imoi and f-r Nruiu^ or j 

.Surname . SurrMSH” 

1 Nationality of | ! 

Orij;m (if olht r j IVuaS 
than the prosvnt , Reside: ce 
Nation, ditv) j 

Business 

0< cupafiCHis, if any 
(mcludinf' other 
diivc totships). 

(If no..e. stale soil 

: J ' i 

1 i i 1 

: i i 



MINUTE BOOK 

Nature and Use. Tliis is another of tlie statutory books. Tlie 
('ompanies Act. Section 120, enacts that evcty company must cause 
minutes of all proceedings of general" meeting.s and (where there 
are directors or raana^rs) of its directors and managers to be 
entered in books kept for that^rpose- Any such minute if pur- 
ixirting to b« signed by the chairuan of the meeting at which the 
procc'cdings were had, or by the cJiairroan of the nc.\t succeeding 
niceting, is ^'vidence of the proceedings. 
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In most companies two books are kept : one, called the Share- 
holders’ or General Minute Book, to record notes of the proceedings 
of the members in general meetings; and the other, called the 
Directors* Minute Book, to record notes of the proceedings of board 
meetings. The Wks should preferably be provided with an alpha- 
btlical index, so that minutes may be indexed under suitable head- 
ings in order to facilitate reference. 

SHARE WARRANT REGISTER 
I Vfini tfon. This is a register giving particulars of the share 
warrants which have been issued by the company. It is ruled in 
tabular form as shown on page 543. 

^lare Warrant. This is a document under the seal of the 
comp.vny. which entitles the holder of it to the shares specified 
therein, It is subject to a stamp duty equal to three times the 
amount of the ad valorem duty chargeable on a deed transferring 
shares of the same nominal value, i.e. 60s. per cent. It Ls trans- 
ferable by mere delivery ; and this fact makes it a very convenient 
mstniment, particularly in the case of companies having foreign 
shareholders. The following is a specimen — 


No. 

ZEKO TRADING COMPANY, LIMITED. 

(Zocorppsated uoder tlje Comptnies Act, \92B ) 

CAPITAL £100,000. 

50.000 Ordinary Shares of £1 bach. 

50.000 0% PREr£RB2fCB SHARES OF £1 EACH. 

I SHARE WARRANT, | 

This is to Certify that the Bearer of this Warriwit is the proprietor 

of fully paid*iip 0% Preterence Shar& of £l each* ntimbeffcd 

inclusive in the Zeno TradinO Company, Limited. 

subject to the provisions Of the Memorandum and Articles of Association 
of the Company. 

GxvFN UNDER THE COMMON Sbal of ths Company this 

day 




Dir0cf^s» 
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The bearer of a share warrant is, subject to the Articles of the 
company, entitled on surrendering it for cancellation, to have his 
name entered as a member in the Register of Members. The date 
of such surrender must also be entered in the Register as if it were 
the date at which a person ceased to be a member. 

Statutory Provisions. Section 70 of the Companies Act enacts as 
follows — 

(1) A company limited by shares, if so authorized by its articles, may, 
with respect to any fully paid up shares, issue under its common seal a warrant 
stating th^t the bearer of the warrant is entitled to the shares therein .specified, 
and may provide, by coupons or otherwise, for the payment of the future 
dividends on the shares included in the warrant. 

(2) Such a warrant as aforesaid is in this Act termed a “ share warrant." 

(3) A share warrant shall entitle the liearer thereof to the shares theri’in 
specified, and the shares or .stock may be tran.sferred by delivery ol tlu' 
\\ .arrant. 


STATUTORY REPORT 

Particular of thi.s will bo found on pages 376 am! 377 anil on the 
next page is a .specimen rejMirt adapted to the particulars given 
in the previous exercises in connection with allotment of share.s 
and debentures. 

REGISTER OF PROBATES AND LETTERS OF 
ADMINISTRATION 

Probate. The Probate is the official evidence that the person 
named therein is the executor of a deceased .shareholder, and 
Letters of Administration authorize the person named therein to 
administer the estate of a shareholder wlio has dicfl intestate. 
Both documents bear the .seal of the Court of Probate. 

When a .shareholder dies leaving an e.xecutor, or if, for *ny reason, 
there is no executor and the Court appoints an .Administrator, the 
Probate or I..etters of Administration are bi^cd at the company’s 
office by the executor or administrator. Such person, having Ihus 
become the legal personal representative, has then two alternatives — 

1. He may (unless the Articles give the company the right to 
iijsist upon a personal representative becoming registi'rcil as a mem- 
ber or selling the shares) content himself with simply registering his 
right to deal with the deceased sliareholder’s stocks and .shares in 
the company, 

2, He may, when lodging the probate or letters of administration, 
ask to be registered as a member. 

If the first course is adopted the secretary of the company makes 
a memorandum in the Share Register against the deceased share- 
holder’s name. 
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I 


WALDRON MANUFACTURING AND TRADING COMPANT, 
Limited. 

STATUTORY REPORT OF THE DIRECTORS. 

PuRsrANT to Sertion 1 13 of the Companies Act, 1929, your Directors beg 
to report .is follows : — 

(a) The total number of Shares allotted is 60,000, of which 20,000 are 
allotted as fully paid up, in part considctration of the goodwill and assets 
of the business, and upon each of the remaining Shares the sum of 10s. Od. 
has bmi paid in Cash. 

(b) The total amount of cash received by the Company in respect of the 
Shares issued wholly for Cash is £20,000. 

(c) The Receipts and Payments of the Company on Capital Account to 
20tli M.arch, 19 — , are as follows: — 


Particulars of Receipts 

Particulars of Payments 


I 


f . 1 A. 

1 

i 

i. ’ rf. 

To Application and Allot- 



By Vendor (part pay- 


1 i 

nu*nt instalments — 


1 

ment of purchase j 


! 1 

Ordinary Shares 

5,000 

“ i - 

price) . J 

10,000 

* • j 

lYcfcrcnce Sliares 

1.5,000 

- . - 

„ Preliminary £xpen- 



Debentures 

1 10,000 

- - 

STS . . 

1 3.000 





„ Printing and Sta- 


1 


j 


tionery 

120 

f - 


j 110,000 

•"T I' 


1 J 3.130 

! 1 








The Pridiminary Exjh'iiscs of the Company arc estimated at /;4,000. 

(<f) The following are the Names, Addresses, and Descriptions of the 
Directors, Auditors, Manager, and Secretary of the Company : — 

Directors. 

Frank T, Wai-dron, Merchant, 1 Penley Mansions, Sidcup. ! 

Thomas RsTROr. Solicitor, 2 Lucas Street, Bexley. 

Cooper Albert O., Gentleman, The Cedars, Farnham. 

James F, Longlev, Gentleman, 6 Park Drive, Bromfield. 

Aadltors. 

Frederick Sharpe & Co„ Chartered Accountants, 67-69 Temple Avenue, ; 
Holborn, London, E.C.2 ) 

Manager. 

Frank T. Waldron, Merchant, 1 Penley Mansions, Sidcup. j 

Secretary. I 

Thomas Dunscomue Matthews, Chartered Secretary, 27 Finsbury Park 
Road, London, N. 22 I 

(r) PiirtiouJars of Contact, the modification of which is lo be submitted 
to the meeting for its approval together with the particulars of the 
modification or proposed modification: — 


We hereby certify that this Reptirt is correct. 

Frank T. Waldron,! 

Thomas Retrop, i l^^rectors. 

Auditors’ Report. 

We hereby certify that so much of this Report as relates to (he Shares 
and Debentures allotted by the Company and to the Cash received in respect 
of such Shares and Debentures^ ana to the Receipts and Payments of the 
Company on Capital Account is correct'. 


F. Sh^pk $c CD., 

Chartered Accountants, f ^****"^®' 


Dated thfs 20th day of March, 19— 


i8— (1405) 
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Probate or 

Letters of administration 


to. 


Date. 


^ ^ ETtecutor or 
AdinffiSuator. 


He makes a similar memorandum on the back of the share certifi- 
cate and returns it endorsed to the executor or administrator. The 
advantages of this procedure to the executor are — 

{a) He is only liable to the extent of the estate for any calls on 
the shares. (6) He can transfer the shares by virtue of Section 65 
of the Companies Act. 

If the second alternative is adopted by the executor and he 
desires to become registered as a member, the secretary closes ihc. 
deceased shareholder's account in the Share Register and opens a 
new account in the name of the executor, who becomes thereby 
responsible persomUy> for an}^ uncalled liability on the shares. 1 he 
procedure necessarily depends on the Articles of Association. Some- 
times, a " Letter of Request " is all that is required, but in many 
cases the directors insist upon a transfer from the personal repre- 
sentative as executor to the personal representative personally. 

In large companies, a Register is frequently kept, giving tho 
deceased shareholders' names and folios in the Share J-edger. the 
names and addresses of the executors or administrators, date of 
(lt!ath, date of probate, date probate was registered, and anj'^ fur- 
ther particulars that may be thought desirabk. 


ANNUAL RETURN 

Section 108 of the Comjmnies Act, 1929, directs that — 

(1) Ever>' company having a sJiarc capital shall once at least in every >'ear 

make a return containing a list of all persons who, on the fourteenth day atf er 
the first or only ordinary general meeting in the year, are menibers of 
company, and of all persons who have ceased to be meinb^'rs since the date of 
the last return, or, in the case of the first return, of the incorporation of the 
(X>mpany. « 

(2) The list must state the names, addrest^es, and occupations of all the past 
and present members therein inentioned, and the number of shares held by 
each of the existing members at the date of the return, specifying shan»s 
tmosferred since the date of tlie last return or, in the case' of the drst return, 

the incorporation of the company by persons who are still members and 
have ceased to be members respectively and the dates. of registration of the 
transiBtet And. if the names therein are not arranged in alphabetical order, 
must have annexed to it an index su^cient to enable the name of any person 
in the list tb;he it^iy found ; 

Provided that^ ivdiere the company has converted s«iy of its shares Intd stock 
and given jDbtice of the cohvotsion to the registri&r of companies, the list suist 
state the amount Stock h^ by eadb of the extstihg members instead of . the 
amount of particulars relating to sdmfus.hefwhbidinre required. 

The xatufff also State the ad^ss of tha Registered ofhee of the 
Vdompany and ni^ contain a summary distiugnudung between ehares 
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for cash and sliares issued as fully or partly paid up otherwise than in cash, 
iiti I specifying the following particulars^— 

{a) The amount of the share capital of the cotni>any, and the number of 
thti shares into which it is divided; 

(6) The number of shares taken from the commencement of the company 
up t<^ the date of the return ; 

(c) The amount called up on each share ; 

(rf) The total amount of calls received ; 

(fl) The total amount of calls unpaid ; 

(0 The total amount of the sums, if any. paid by way of commission in 
n'spect of any shares or debentures; 

fe) Particulars of the discount allowed on the issue of any shares issued 
1 a discount, or of so much of that discount as has not been written off at 
tJio date on which the return is made ; 

(A.) The total amount of the sums, if any, allowed by way of discount in 
of any debentures, since the date of the last return ; 

(/) The total number of shares forfeited ; 

{k) The total amount of shares for winch share warrants are outstanding 
at the ilate of tlie return ; 

(/) The total amount of share tvarrants issued and surrendered respec^ 
tively since the date of the last return ; 

(m) The uumlicr of shares comprised in each share warrant; 

{n) All such particulars \rith respect to the persons who at the date of 
the return are the directors of the company, as are by this Act required to 
bt‘ contained with respect to directors m the register of the directors of a 
comuany ; 

(o) The. total amount of the indebtedness of the company iu respect of 
all mortgages and chargCvS w'hich are required (or, in the case of a company 
registered in Scotland, which, if the company heid been registered in England, 
would be requir’d) to be registered with the Registrar of conipantcs undCi 
this Act, or which would have been required so to be registered tf cheated 
idler the first day of July, nineteen hundred and eight, 

(4) The returns shall be in accordance with the form set out in the Sixth 
Schedule to this Act, or as near thereto as circumstances admit. 

'5) In the case of a company keeping a dominion register, the particulars 
of the entries in that register shall, so far as they relate to matters which are 
rcipiivcd to be stated m the return, be included in the return made next after 
copies of those entries arc received at the registered office of the company. 

" ITie Animal Return must be kept in a separate part of the Regis- 
ter of Members as laid down in Section 110 of the Act which reads 
as follows — • 

(1) The annual return must be coutainod in a separate part of the register of 
members, and must be completed within twenty>4ftght clays after the first or 
only general moctihg in the year, and the company must forthwith forward 
to the registrar of Companies a copy signed by a director or by the manager 
or by the secretary of the company. 

(2; Section ninety-eight of tins Act ^all apply to the annual return as it 
appliesio the regis^r of members. , 

Arched to ,tho Annual Reitim must be a copy of the last audited 
Balance Sheet of the contpanji as laid down in Section 110 the 
Act which tt^ds as foQou^ 

i.))'-]SxceptwbefethacoiQ^toyia»ptiveiie<X!te utaaamnutcaoom- 

t^ny l»» cofnpHed vrtth w jsfrovistWM of 4*ibiectfc» (4) ot snction seven 

of the Aa»iitancepcant»nies Atst, the snnnalreturnr^haQ’iftdlude a written 
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copy, certified by a director or the manager or secretary of the company to 
be a true copy, of the last balance sheo-t which has been audited by llie com- 
pany’s auditors, including ever>’ document recpiired by law to be anTioxed 
thereto, together with a copy of the report of the amlitors thereon cert i lied 
as aforesaid, and if any such balance sheet is in a foreign language there slial) 
also be annexed to it a translation thereof in English, certilicrt in the pres< ribt'd 
m -uner to be a correct translation. 

Provided that, if the said last balance sheet did not comply with the requiro- 
m uits of the law as iu force at the date of the audit with respect to the l(.)rm 
of balance sheets there shall be made such additions to and corr^ ctions in the 
S£iid copy as would have been required to be made in the said balance slu rt in 
order to make it comply with the said requirements, and the fact that the 
fciid copy has been so amended shall be stated thereon. 

Section 111 provides that — 

A private company shall send with the annual return required by section 
one hundred and eight of this Act a certificate signed by a director or tlie 
secretary of the company that the company has not, since the date of the l.ist 
return, or, in the case of a first return, since the date of the incorporation of 
the company, issued any invitation to the public to subscribe for any shar( '> 
or debentures of the company, and, where the annual return disclo.'sc.s the fai t 
that the number of members of the company exceeds fifty, also a ccrtificJMi^ 
so signed that the excess consists wholly of per•^<)ns who under paragraph 
(b) of subsection (1) of section twenty-six of this Act, arc not to l)e included 
in reckoning the number of fifty. 

Example. From the particulars recorded in the Ordinary and 
Preference Share Ledgers, Transfer Registers, Register of Directors, 
etc., prepare the company's Annual Return, and draw up a Balance 
Sheet. (See pp. 549-552.) 

QUESTIONS OX CHAI^TKR XIV 
A 

1. What books is a joint stock company compelled by law to keep ? 

2. What statistical books are usually kept by a joint stock company? 

3. Explain the nature and use of an Application and Allotments Hook. 

4. Describe briefly the procedure in connection with applications for shares 
from time of receipt up to allotment. 

5. Explain the following and their use: (a) letter of allotment, (h) letter of 
regret. 

6. Describe the procedure in connection with the issue of shares as fully 
or partly paid to the vendor. 

7- Explain the following: (a) letter of renunciation, (6) return of allotments. 

^ 8. What subsidiary Cash Books are used in connection with the receipt of 
money on shares ? What objection is raised against them ? What alternative 
procedure is there ? 

B 

1. Explain the nature and use of a Call Book. 

2. How arc rails made? What is a Notice of Call ? 

3. Describe briefly the procedure after a call has been made by the directors. 

4. How does the question of interest arise in connection with calls, and 
how is it treated? 

5. Submit pro forma ruling of a Call ikiok, and enter therein six specimen 
entries. 
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FORM OF ANNUAL RETURN OF A COMPANY HAVING A 
SIURE C.\PITAL 

Annuai. Kfti UN OP THK Wuldfon Mamfadwing and Trading Company 

Limited, 

rij.ndr up to tlw 14/A day of Fehruary 19 (being the fourteenth day after 

the tljte of the first or only ordinary general meeting in 19 )* 

The acklivss of th< registered office of the Gnnpany is as folloa's — 


Summary of Shake Capital and Sharks 

N'c.mui.il Share Capital, 100,000 divided into — 

^S0,0l)0 Ordifurv > , \ 

_56.m Pr,f€,cfice_ | ^ } I 

Total niiirilKT of shares taken up to the \4th day of Fi'ljruarv, 19 , 1 

being the <lato of the tetum (\\hich iiumbcT must with the total ‘ihown V- 

in the li-,! a-i held bv ^‘X!«;liu^' usemlyrs) )■ 

Nniiiber r.f <,li.u-s i^siud subj cl to payment \vht>!ly lu cash . . . . . 

N'uiubci of tvljtuvs is'^ut <1 .js. tally p-urJ up otherwiai^ than in fgish . , . . _ 

Narnlici <it 'hares issiK-d a': partly paid up to the extent of__ prr share > 

othcTWi'-e than m (.isli \ 

Nutub» r of shares (if any) i«-ucd at a discount 

total amount of discount on the i^isue nf .diares which has not licen written ) 

of at the date of this Return , . . , . . . . £ S - 

Then' has b(*cn '’filled up on each oi...,10,0lX) Ordinary shjm> . . jj, , 

.. ,, _ .‘id, 0(H) Prtfatnee • £ . 


.lO/KiO Ord. „ 

JCs.f.OO 






__Lv< 

.„Xtl 

29,ii\0 

'iiCriOO 


lot '1 amount ot calls received, including payments on application and allolmeut £ 29,i^\0 

Total amount (if ain) agn^od to 1 'h? liir.'uiercd as i»id on ^ J20,0(V) Ordinar y > 

share'll whu h have l>**en iN.sutd as fully paul up otherwd.se than in cash . ^ 

Total amount (if any) agreed to hi paid on ^shan*s which li.ive been issued > i- ■. 

as partly paid up to the extent of I>er s!i.arc otherwise than in cash £ ) “' • 

Total amount of calls unpaid Ntl 

Total amount of the sums (if luiy) paid by wav of commission in respect of any) 

>liarcs or debentures or allowed by way of discount in respect of any debentures r .Vi/ 

since the dale of the last Return '. • £) 

Total number of shares of hnfoited 1 ,400 Prefertnu. 

Total amount paid (if any) on 1 ,400 Preference shoiKS forfeited . £ ^ 

Total aiiioimt nl shares for which .share warrants to liearer are oulsUnding . £ A'ti 

Total amount of shapf- w’.oriants to bearer issneil and siiirendered respectively since ) .... 

the tlatc of the last Retmn . £ S ‘ 

Number of shares compnsed in each share waxmiit to bearer .... .Yi7 

Total amount of the indeblwlness o^ the Company in respect of all mortgages and \ 
f tiarges of the kind which arc rc<iuircd (or, iiTthe ease of a company registered / 

in Scotland, whkb» if the coinpiiuv had lK*eu registered in England, would Iw i — ^ ^ 

required) to be regisleA^ul with the Registrar of comiianics under the Companies / 

Act, 1929. 

Copy of last aitditiu) Galanxv Shkct op tiib Compaky 

Note. Except where the Company is (1) a '* Private Company *' within the meaning of Section 26 
of the Companies Act, 1929, or Is (2) an Assurance Cmniiany whidi has complied with the provishnis of 
Section 7 (4) of the Assurance Companies Act, 1909, this Relum must include a written copy, certified 
hy a Dirertor or by the Manager or Secretary of the Company to be a true copy, of the lust balance 
•slicct which has been audited by the O>ioi>any*s auditoia (including evety documciit requiitxi by law 
to be annexed thereto) together with a copy of fl'C report gf the auditors thecetm (certifi«^ as aforesaid), 
and if any such balance sheet is in a foreign language there must also be annexed to it a translation 
thereof ht English certified In Uie prescribed maixiier tobe hoonect translation. If the said last balance 
slieet did not comply with the requirements of the laW fiS in force at the date of the audit with respect 
to the form of balanc'e sheets thw must be made such additions to and cocwctions in the said^py 
as would haw been required to be made in the iMUd balance sheet in order to make it comply with the 
said loquliamenis. and the fact that the said copy has been so amended must be stated ifaeieom 



PARTICULARS OF THE DIRECTORS OF 
THE WALDRON MANUFACTURING AND TRADING COMPANY, LTD. 
on the fourteenth day of February, 19.. 








BALANCE SHEET as at 31st December, 19. 


<o«<0 
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Auditors to the Cotnf^uy, 
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and Trading Company Limited, ^ 

Persons who have held Shares therein at any time since the date of the 
the Company, showing their Names and Addresses, and an Account of the 
so held. 


ACCOUNT OF SHARES 


• Niiiabcr of 
Shares held 
by existing; 
Memlicrs at date 
of Return * 


; Particulars of Shares 
transferred since the date 
of the last Return or (lu 
tho case of the first Re- 
turn) of the incorporation 
of tlie Company by Persona 
who are still Members 


Nimibcr t 


Date of 
Registration 
of Transfer 


<>rd. 

1,000 

z I 

201 

I 

501 


15,000 ' 

5,000 : 

1,300 


Pref. 


1 


Ord. 
!j 500 
\ 500 


.500 

500 


: 3,000 

! 4,500 


1,000 

5,300 

3.000 
1,900 
a , 450 
t,450 

3.000 


PreU 


35 Junt, ig— 

15 ytdv, 19— 


t Particular? of Shares 
translcrred since the date 
of the last Return or (m 
the case of the first Re- 
turn) of the inoorporatioQ 
of the Company by 
Persons who have cei 
to be Members 


Number t 


Ord. Pref. 


I 1,000 

I aoo 

I 500 

I 500 


1,000 I 

1,000 ] 


JO/KK> i 38,600 


, 4 

|15 Sept., If|— 1 
;io Nov., 19— J 
!i5 Dee., 19—* 


300 j 2 JtUy, 19— I 
500 19 

400 ‘ 8 Sept., 19 — 

I • ^ 

1,000 33 Oct., 19 — 


( 1,000 15 No 9 .^ 19— 
i 1,000 119 Noo ., 

I 

1 


Date of 
Registration 
of '1‘rausfer 


REMARKS 


lAiensper, i. L, 
\Ffincs, £. 0 . 


f Retrop, T. P, 

\ DaUon, J. F. 

1 Johft»>n, N. A. 
\ Thorpe, F. B. 


Ardter, F. 
Brooke, S. L. 
j 1 ,400 Pref. 

{ Shares forfeited 
Ratplings, G. 

Anker, F. 


f Tniefiii, P. 

I FMers, O. 


(Signature) Dunuombe Matthews.^ 


(State whether Manager or Secretary) Sacreiary, — 

X The Date of Regiitrstion of each Ttan«f« should be giveo, as welt as the Number of Shares 
transferred ou each date. The particulart should be placed opposite the name of the 
Transferor, and not opposite that of the Tfcansfeteoi but the name of the Transferee may 
be inserted iu the “ Rtmarha*' ooluuin, luim<=4iately opposite the particulars of each 
Transfer. 
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6. Eatplain the nature and use of a Register ol Transfers. 

^ 7. How are shares transferred? What duty is payable on transfers? 

8. State briedy the provisions of Table A in regard to transfers. 

9. What is meant by registration *' of transfers? Explain the usual 
procedure in connection therewith. 

10. Explain the following: (a) forged transfer, (b) blank transfer, (c) Forged 
Transfers Acts. 

C 

1. Describe Mefiy the procedure known as certiheation " of transfers. 

2. Submit fvo forma ruling of a Register of Transfers and enter therein six 
^cimen entries. 

3. Explain the nature and use of a Share Certificate Book. 

4. What are the provisions of the Companies Acts with regard to share 
certificates? 

5. Can a duplicate share certificate be obtained? 

6. What is a “ scrip " certificate? What stamp does it require? 

7. Explain the nature and use of the Register of Memt>ers and Share 
Ledger. What are the statutory requirements in connection therewith ? 

8. What date should be entered in the Register of Members as date ol 
entry? 

9. What two distinct forms of ruling are there as regards Share Ledgers? 

10. State briefly some of the statutory provision with respect to the 
Register of Members. Can a company keep a Dominion Register r 

D 

1 . How are Share Ledj^ers indexed ? 

2. State briefiy the various steps by which the Share Ledger la posted. 

3. WTiat does (a) a debit balance, (b) a credit balance in tlie Cash Account 
of any shareholders* accounts signify ? 

4. How can the balances in the Share Ledger be agreed with those in the 
financial books? 

5. Explain the use of the Balance *’ column in a Share I^cdger Account. 

6. Submit pro forma ruling of a Register of Members and Share Ledger, 
and enter therein six specimen entries; also pro forma ruling of a Register of 
Stockholders. 

7. Explain the nature and use of a Register of Charges. Submit pro foma 
ruling of same. 

8. Explain the nature aud use of a Debenture Application and Allotments 
Book. 

9. Describe tlie procedure in connection with applications for debentures 

and allotments thereof. • 

10. Submit pro forma ruling of a Debenture Application and Allotments 
Book, and enter therein six specimen entries. 

_ E 

L Explain the nature and use of a Debenture Call Book, and submit pro 
forma min^ of same. 

% .Esmlain the nature and use of a Debenture Transfer Register. 

3. Submit pro forma ruling of a Debenture Transfer Register, and make 
six specupusu entries therein. 

4. Exp^in the nature and use of a Register of Debenture Holders. What 
ate the statutory provision.^ in regard thereto ? 

5. HerpT is ^ Register of Debenture Holde^rs potted 

6. xuliiig of a Reg^irf Of Debenture Holders, and enter 

therein items;, also pro forraa ruling of a Register of Debenture 
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7. Explain the nature and use of a Debenture Interest Book. Submit pro 
forma ruling, and make tJhuree specimen entries therein. 

8. Explaiji the nature and use of a Dividend Book. Submit pro forma 
ruling, and enter three specimen items therein. 

9. Describe briefly the nature and use of the following: (a) Register of 
l>ir(:t,tors or Managers, (6) Minute Book« (^) Share Warrant and Sliarc Warrant 
Regi.ster. (/i) Register of Probates. 

10. Give some particulars regarding a Company's Annual Return. 


EXERCISE XIV 

1. On 1st July the British AercKlroin Co., Ltd., issued a prospectus offering 
to the public 50,000 Ordinary Shares of the company of £i each, 2s.‘ 6d. per 
iharo payable on application and 7s. 6d. on allotment; the balance to be 
tallwl up as required. The list was clased on 4th July, and on the 5th the 
dire<'tfir3 met to allot the shfires, when it was found that applications had 
been received ff>r 61,000 shares, as follows — 


John Jones, Loudon ..... 10,000 shares 

D. O. George, Flint ..... 1,000 „ 

Sir William Fl 5 ^m, Dublin .... 5,000 „ 

Henry Wing, Dover 5,000 „ 

Sundry Pithoiis 40,000 ,, 


The shares were allotted as follows: John Jones, 5,000; D. O, Ge<;rge, 
none; Sii \V, Fiyon, 1,000; H. Wing, 4,000; and Sundry Persons, 40,000. 
IIm- amounts payable on allotment were all received on or before the 1 5th 
J.ily. Rule a suitable form of Applications and Allotments Hook and make 
ihi* entries tiieroin necessary to record the above transactions. (Charhred 
A t . oufitafitjf ) 

tl. On 20th Januarj^ tlie Eastwood Timber Co., Ltd., allotted 500 Ordinary 
Shares of fl each, number 18,500 to 18,999, to Ernest Willington. 33 Rayleigh 
Street, E,C., and on the same day they scut him a letter of regret with reference 
to the further 500 shares for which he had applied. 

E. WiLlington paid for the shares allotted to him as follows: 11th January, 
58, imr share on application ; 20th January, 5s. per share on allotment ; and 
lOs. per share (final call) on 20th Febi’uary. 

On 28th February, E. Willington purchased a further 600 shares. Nos. I 
to 500. on the Stock Exchange, for wluch he paid 2 Is. per share, llie transfer 
wwB lodged and approved ou 6lh March. These shares were purclmsed from 
R Gee, 14 High Street, Bivnham. 

On 31st March, E. Willin^n sold 100 shares. Nos. 1 to 100, to Peter 
Robinson, 14 powgate Street, Southminster, at 25s. per share, the transfer 
being lodged on Ist April and approved on 3rd April. 

Show tite transactions as they would appf.ar ia the statistical books of the 
Eastwood Timber Cc., Ltd. Ignore all questions of brokerage, stamps, and 
transfer fees. {Rdy^al Society of Arts.) 

3. Give suitable ruling for the Ledger of a Hmtted Company and 
enter therein the following particulars— 

John Smith, Cork Merchaiit, 440 Austin feriars, E.C., applied, on 2ud 
januaiy, for ISO Ordinary Shares ol^l eacfli; and forwarded the necessary 
28. Od. per share with his application. 

On 12th January, Jqlm S^ithforwahtled a further 2s. 6d. per share on being 
informed the comj^ny that ISO Ordinary Shares (numbeied 1. to ISO} bad 
allottM tohim.. 
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On 10th March, a call of 5s, per share was notified by the Company, and 
was duly paid by John Smith on his holding on 15th March. 

On 3rd April, John Smith sold 100 of his shares (luiinberod 1 to 100) to 
William Brown, Hatter, 486 Bond Street, W., at 12s. 6d. per share, the 
transfer being in due course accepted by the company. (London Chamber 
of Commerce.) 

4. The Companies Act, 1929, enacts that every Public Limited Company 
shall make an Annual Return.’* Give an example of such a ” Keturn," 
inserting all the details necessary that the document prepared sho\v:> all the 
particulars required, as enumerated in Sect. 1*»S of the Act. 

5. The undermentioned persons applied lor shari’s in the X Y Z Manu- 
facturing Co.. Ltd. The shares offered for subscripti .. were sliaies of each, 
payable 5s. psr share on application, 7s. 6d. on allot tuciu, and the balance 
as and when required. The distinctive numbers of the shares allotted ran 
from No. 1 upwards. The list was dosed on Ist February, and some of the 
allotments made were as under — 


Arthur Roberts, Wool Merchant, 10 Finsbury 
Street, Burntou ...... 

Shores 
ApplLetl for 

4,000 

Sbarfs 

AUotlt.d 

3.0U0 

Henry P. Richards, Gentleman, The Grange, 
Lynford, Hants ...... 

3,000 

2.U00 

Lucas Norton, Iron Manufacturer, 114 Princes 
Street, SheffteUl ...... 

5.00O 

4,000 

ElUm Allcrton, Spinster, Park Grove, Finchley . 

200 

nil 

Norman Princeton, Stock Broker, 120 Londwird 
Street, London, E.C.3 ..... 

5,000 

4,000 

George L. Lloyd, Lace Manufacturer, 178 High 
Road, Nottingham 

500 

500 


All moneys due on allotment were received by 1 5th February. Write up 
the Application and Allotments Book for the above. 


6. The Pneumatic Tyre Co., Ltd., on 1st March, allotted to Robert Esslcy, 
Merchant, of 115 Walkley Road» Thornheath, 500 Ordinary Shares of £1 cacii, 
number 721 to 1220 inclusive, ujion an application dated 23rd February, 
Essley having on that day paid to the Company’s Bankers a deposit of 2s. 6d. 
per share on 100 shares. The amount due on allotment was 5s. per share, 
which was duly paid on lOth March. On 1st May the company made a Fii 'tt 
Call of 5s. per share, which was duly paid on the 15th May. On 25th June, 
Esdey purchased from Thomas King, Surveyor, of 14 The Lancs. Farnham, 
the last 100 of King's 500 shares (numbered 1 to 500 inclusive), upon which 
12s. Oa. per share had been paid up ; the transfer was registered on 1st July. 
On 3 Ist August the company made a further call of 2s. 6d. per share, which 
was duly paid on 15th September, On 1st October, Essley sold to John 
Tinton (a new shareholder), Merchant, of 115 Lime Street, Halifax, 80 shares, 
niimbeim to 880 inclusive, 15$. per share paid up, the transfer being 
rrglster^i on 12th October. On 15th October the company called up tJie 
remaining 5s. per share, which was duly paid on 25th October. On 25th 
November. Essley sold to Philip Brown (a new shareholder), Engineer, of 
9 Lupus Street, Benfield, the remainder of his .shares, the transfer lacing 
r^^giatered on 2nd December^ Write up the above transactions in the Company’s 
Share ledger, showing the accounts of Essley, King, Tinton, and Brown, 
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7. Keferring to t\iv previous exercise, enter the transfers therein mentioned 
Tito the company’s Transfer Register, assuming the numbers of the transfer 
derds and of new certiftcates. 


8. The undemicntioned persons applied for, in the order named, and were, 
w:t)i one exception, duly allotted shares of £l each offered for subscription 
by Sol(‘il D'or, Tainited. Tlie shares were payable as to 5s, per share on appli- 
cation, 5s. per sltarc on alJotmeut, and the balance as and when determined 
by resolution of t)ie directors. Tlie dLstinctive numbta^ allocated to the shares 
in question ran from 1 onwards. I'he application list was closed on 1st July, 
and hU allotment moneys were paid on or before 15th July. 

Make the entries recording the application for, and allotment of, the follov/- 
ing shan s in th(' Application and Allotments Book of the Company. 


Shinn'S ShiTCS 

Ap^iJied lor Allotted 

Robert Hheid, Jl> Finsbury Circus, E.C., Wool 

Broker 5,000 5,000 

(F orge l^ewey, 261 Low Pavement, Nottingham, 

Lace Manufacturer ..... 1,000 500 

Robert Richmond, Eastwood, Essex, Rose Grower 2,000 2,000 

l l. jrnnce Veitch, The Manse, Loamt<»\vn, Spinster 100 nil 


(Royal Society of Arts.) 


0. The following is the Balance Sheet of the Northern Iron Co., Ltrfe. as at 
iiulii September, 19., — 


Asskts — 

FreohoM Land, at cost 
Buildings, at cost 

Additif)ns, at cost 


20.000 

39.000 

2,000 


Depreciation 

(subject to Mortgage, per contra) 


41.000 

1,000 

40.000 


FixtvJ Plant and Machinery, value as 
taken over by the Company 

Additions at cost . • » 


60,000 

140,000 

17,000 


Depreciation ' . . . • 

Lo.>sc Plant, Tools, and Patterns, as 
valued by the Company’s Managcj-s. 
Stock-in-trade, as taken and'valucti by 
the Company’s Managers 
Sundry Trade Debtors 

Less Reserve for Bod Debts and 
Discounts , * . . 

Goodwill ...... 

Preliminary £uid Formation Expenses • 


157.<'no 

7,000 

— 150,000 

50.000 

80.000 

110,000 

5,500 

104,500 

40,000 

10,500 


£495,000 



558 


ADVANCED ACCOUNTS 


Capital and Liabtlitips — 

Nominal Capital, £500,000 divided into 

200,000 6% Cumulative Preference 
Shares of £1 each, and 300,000 
Ordinary Shares of £1 each. 

Paid-up Capital — 

300.000 Ordinary Shares of £1 each 

100.000 6% Cumulative' rrefer- 
euce Shares of £1 each 

b'irst Mortgage Debentures 
Mortgage on Freehold Laud aud Build- 
ings, contra ..... 
County Bank for Overdralt 
Sundry Trade Creditors 
Reserve Fund ..... 
Profit and Loss Account 


4 i i 


200,000 

100,000 

300.000 

75.000 

20.000 
5.000 

60,000 

20,000 

15,000 


£495.000 


Remodel above Balance Sheet in conformity with regulation contained in 
the Companies Act (beet. 124). {Chartered Accountants } 


10. liie Auto Brake Co , Ltd., was registered with a Capital of £100,000, 
consisting of 50,000 Ordinary Shares of £1 each, and 50,000 Preference Shares 
of £1 each. The objects of the Company were inter alia to acquire the goodwill 
and assets of the business of Arthur P. Dalton. The pur«,hase price was to 
be paid as to £20,000 in fully paid Ordinary Shares, allotted either to the 
vendor or his nominees. Of the Ordinary Shares 10,000 were offered on 1st 
January for public subscription, payable 2s. 6d, per share on application, 
7s. 6d, on allotment and the balance in calls not exceeding 5s, per share. 
Applications were received, and allotments made, as follows — 


Jan. 2. Robert T. Lake, Solicitor, 16 Bradford 
Road, Leeds (including 1 as signatory) . 
,, 3. Arthur F. Brown, Solicitor’s Clerk, 19 

Rufus Street, Bradford (signatory) 

,, 4. Frederick Cassell, H.M.C.S., 176 Park 

Road, Finsbury, London, N.W. (signa- 
tory) 

„ 4. Thomas O. Neller, Solicitor’s Clerk, 137 

Brownley Road, Hampstead, London, 
N.W. (signatory) .... 

6, Norman P. Locksl^# Surveyor, 125 Cold- 
, ^ thorpe Avenue, Brbeton, ^^on, S.W. 
(signatory) ... 

^ jS. Brnest Chalmers, Ac^uiitant, 17 Buller 
Street, Nottingham (signatory) . 

„ 7. Frank T. Bullen, Solicitor, 12 Luke Street, 

Bmiley (including 1 as signatory) 

^ 7, Arthur'P. Dalton. Merchant, 124 Nightin- 

gale Road, Liverpool (yendoe) 

„ 7. Robert O, Brookes; Architect, 72 High 

Road, Fulham, London, S.W. (Vendor's 
/ nomiiif^) "V i • 


No. of Shares No. oi Shares 
Api>lied for AUc»tt«ivd 

2,600 2,000 

1 1 

1 1 

1 1 

1 1 

I 1 

3.SOO 2,495 

. 15,000 

— 8,000 
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No. of Shartis No. of Sham 
Applin-U fijr Alloited 

Jan. 7. Tliomas Oldham, Grocer, 145 Pamply 

Street. Manchester .... 500 nil 

„ 8. John P. SUverlock, Gentleman, Clen; Park, 

Wiuthorpe • . . . . 10,500 . 5,500 

„ 8 Mrs. Ellen Bradley, Widow, 62 Oldthimp 

Mansions, Burghley .... 500 nil 

Allotments were made on I5ih January in order of application, and the 
shares were numbered from 1 upwards. No allotments were made to Oldham 
and Mrs. Bradley, whose deposits were duly returned in full together with 
Let tens of Regret Nos. I and 2. The moneys due on allotment were payable 
by 20th January, by which date they were ali received, -Write up the Applica- 
tKin and Allotments Book, and subsidiary Cash Book, recording the above 
]mrticulars. 

11, The Auto Brake Co., Ltd., offered to the public on 1st January 30,000 
i> per cent Preference Shares, payable as follows: 5s. per share on appHcatior., 
5s. per share on allotment, and the balance in calls not exceeding 5s. per share, 
.Apt>lications were received, and allotments made, as under- — 

No. of Shazvs No, of Sbaats 
Applied for Allotted 

JdU. 2. Thomas O. f-ucas, Baker, 62 Cx)ld Ifarbour 

I-ane, Bedford 4^2,000 

,, 2 Percy F, Allen. Gentleman, Park Gates 

M^ston, Frainley , . . . lO.OOO 6,000 

„ 3. iAlbert R. Simpson, Clerk, 164 High Road.. 

Bumhani - . . . . 120 nil 

„ 3, George T. Roberts, .Barrister, 24 Keble 

Street, Tooting Graveney, London, S. W, 1 ,800 1 ,500 

„ 4. Henry Peters, Butcher, 84 High Street, 

Merton, London, S.W, . . , 4,500 3,500 

,, 4. Arthur O. Greenham, Coal Merchant, Lec- 

Ihorpc Roatl, Cardiff .... 5 000 4,000 

„ 5 James SmitUers, Farmer, Park Farm, 

nrimsley ...... 3,500 3.000 

„ 5. Edwrjird E. Thompson, Brewer, 72 Shingle 

Street, Burton ..... 1,600 1.500 

„ 6. Frederick P. Martin, Clerk, 169 Tonge 

Road, Kealey 2.500 2,000 

„ 6. Sainacl Short, Stock Broker, 72 Moreton 

Road, Piccadilly, W 150 nil 

„ 7. Philip J. Rulhven, Grocer, 29 Lake Street, 

Bashton 2.000 I.5O0 

„ 8. Rufus O. Barnard, Major. 15 Lipton Man* 

sions, Thornton Heath , . . 5,500 5,000 

Deposits were relurncd in full with Letters of Regret, Kos. 3 and 4 to 
Simpson and Short. Allotments were made on ISth January in order of 
application, the shares hoing numbered from 50,001 upwards. Write up the 
Application and Allotments Book, and subsidiary Cash Book, recording Hie 
above particulars. * 

12, From the previous two exeiSise*;, Nos. 10 and 11, make out in the 
prescribed form the statutory Return of Allotments. 

13, On 5th May, the diiec^ts of the Auto Brake Co,, Ltd., made a first 
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call of 5s. per share on the Ordinary Shares. The call was payable by hie 
20th May, and the following amounts were received — 

May 9. R. T. Lake . . . 2,000 Shares 


11 . 

13. 

14. 

15. 
17. 
IS. 
20 . 


A. F. Brown 
F. Cassell . 

T. O. Neller 
N. P. Locksley 

E. Chalmers 

F. T. Biillen 

J. P. Silverlock 


1 Share 
1 » 

1 

1 M 

1 „ 

2,495 Shares 
5.500 


L 

300 


323 

1,375 


J. Q. 

5 - 
5 - 
5 - 
5 - 
5 - 
15 - 


Lake and BuUen were allowed till 20th June to pay the balance, plus 
interest at 5 per cent, on which date the sums due (including interest thereon) 
were duly received. Write up from Exercises 10 and 1 1 and the above par- 
ticulars the Call Book and the subsidiary Cash Book. 


14. On 5th May, the directors of the Auto Brake Co.. Ltd., made a first 
call of 5s. per share on the Preference Shares. The call was payable by the 
20th May, and the following amounts were received- - 


May 

8. 

R. O. Barnard 


. 5,000 Shares 

£1.250 


10. 

P. J. Ruthven 


. 1,500 „ 

375 

• 1 

12. 

F. P. Marlin . 


. 2,000 ,. 

250 


13. 

E. E. Thompson 


. 1,500 

750 

9 » 

14. 

J. Smithers . 


. 3,000 ,. 

750 


16. 

A. O. Greenham 


• 4,000 ., 

500 


17. 

H. Peters 


. 3,500 

875 

99 

19. 

O. F. Allen . 


. 6,000 „ 

1,500 


20. 

T. O. Lucas . 


2,000 „ 

500 


F. P. Martin and A. O. Greenham were allowed till 20th June to pay the 
balance, on which date the sums due (plus interest thereon at 5 per cent) wore 
duly received. No money at all was received from G. T. Roberts, whose 
Shares were forfeited on 25th June. Write up the Call Book and subsidiary 
Cash Book. 


15. The following transfers of Ordinary Shares were made, approved, and 
duly registered in the books of the Auto &‘ake Co., Ltd. — 

June 23rd, 200 shares (1-200) from R. T. Lake to N. P. Locksley; No. of 
transfer deed. No. 1. 

July 13th, 500 shares (201-700) from R. T. Lake to F. T. Bullen. 

August 2nd, 1,000 shares (24,501-25,500) from J. P, Silverlock to F. T. 
Bullen. 

September 15th, 300 shares (25,501-25,800) from J. P. Silverlock to F. T. 
Bullen. 

November 1 8th, 500 shares (25,801—26,300) from'J. P. Silverlock to Arthur 
Finchley, Solicitor, 11 Jupiter Street, Yeovil. 

December 12tlt, 500 sh^es (26,301-26,800) from J. P. Silverlock to Robert 
T. Penwiih, Leather Merchant, 11 Tower Street, Bermondsey, London, 
S.£. 

Write ftp the Company’s Register of Transfers. 

16. The following transfers of Preference Shares were made, approved, 
and duly registered in the books of the Auto Brake Co., Ltd. — 

July 22nd, 500 shares (50,001-50,500) from T. O. Lucas to H. Peter:*; 
transit deed No. lOL 

August ISth, 500 shares (52,001-52,500) from P. F, Allen to H. Peters. 
Se^ember 10th, 1,000 shares (63,001-64,000) from A. O. Greenham to 
F.P. Martin: 

October 20th. 500 shares (64,001-64,500) from A. O. Grccnliam to F. P. 

Mvlin. 
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November 8th, 500 shares (70,001-70,500) from E. E. Thompson to F. R. 

Smithcrs, Lace Merchant. 7 Royal Street, Nottingham. 

December 12th, 1,000 shares (75,001-76,000) from R. O. Barnard to T. S. 

Lupus, Corn Factor, 1 1 High Street, Basingstoke. 

Write up the Company’s Register of Transfers. 

17. From the particulars given in Exercises Xos. 10, 13, and 15, write up 
the Auto Brake Co.’s Ordinary Share Ledger. 

18. From the particulars furnished in Exercises Nos. 11, 14, and 16, write 
up the Auto Brake Co.'s Preference Share Ledger. 

19. The Auto Brake Co., Ltd., having taken power in its Memorandum of 
Association to issue /lO.OOO debentures in bonds of ^100 each, offered the 
same for public subscription on 1st March, payable 40 per cent on application 
an*! 60 per cent on allotment. Applications were received, and allolnieuts 
made, as under — 

Mar. '2. Robert E. Adams, Baker, 61 Carnaby ApiJiedfot Allotisd 

Birmingham ..... 30 20 

„ 3. Alfred Brady, Surveyor, 17 Seaford Road, 

Liverpool JO 10 

„ 4- William S. Cooper. Butcher, 21 Regent 

Street, Leeds ..... 6 nsl 

„ 4. Charles T. Daw.son, Architect. 44 Windsor 

Road, Manchester . . . . 10 5 

,, 5. Henry Ellis, Solicitor, 21 Crofton Street, 

Warwick ...... 6 5 

„ 5. Philip O. Forster, Artist, 12 Penton Road, 

Nottingham 6 5 

„ 6, Edward Goodwin, Journalist, 75 Percy Street 

Rea^ling 10 10 

,, 7. ( alherine K. Howard, Spinster, 25 Burnaby 

Gardens, Winchester .... 25 

„ 7, Walter Irving, Engineer, 112 Brocklcy Road, 

Southampton ..... 10 5 

„ 8. Thomas D. Jeffries, Merchant, 29 Granville 

Street, London. W 5 nil 

.. 8. Matthew Lockwood, Barrister, 108 West- 

boxirne Grove, Windsor .... 5 5 

,, 8. Lionel F. Taylor, Gentleman, 76 Stewart 

Road, London, W. . . . . 20 15 

Allotment was made on 10th March in order of application, the numbers 
of the debentures running from 1 upwards. No allotment was made to Coopta* 
and Jeffries, whose deposits were duly returned with Letters of Regret, 
Nos. 5 and 6. The moneys payable on allotment were all received by 20th 
March. Write up the Debenture Applications and Allotmepts l^ok and 
subsidiary Cash Book. 

20. The following transfers of debentures were made, approved, and duly 
registered in the books of the Auto Brake Co., Ltd. — 

2^1ay 15th, 5 Debentures (1-^) from R. E. Adams to C. T. Dawson ; No. of 
transfer deed. No. 101, 

June 10th, 5 Dcben tores (56-60) from C. E. Howard to H. Ellis. 

„ 1 5th, 5 Debentures (86-90) from L* F. Taylor to P. O. Foster. 

,, 25th, 5 Debentures (61-65) from C, E. Howard to H, Ellis. 

July 9th. 5 Debentures ( 6-10) from R. E. Adams to James Burnaby, 

Merchant, 112 I..cman Northampton. 

Aug. 22nd, 5 Debentures (91-95) from L. F. Taylor to Rupert Armstrong, 
Engineer. 95 Bromley Road, Newcastle. 

Write up the Debenture Transfer Register, 
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21 . Prom the particulars given in exercises 19 and 20, write up the Auto 
Brake Co/s Register of Debenture Holders. 

22. From tlie particulars recorded in the Auto Brake Co/s Register of 
Debenture Holders (exercise 21), assuming there to be no further change, 
write up ihe Debenture Interest Book for the half-year ended Slst Decemt^. 

23. The directors of the Auto Brake Co.. Ltd., resolve to pay, less tax at 
current rate, the 6 per cent Dividend on the Preference Shares lor the year 
ending Slst Decemb», according to the amounts paid up on such shares. Write 
up the Preference Shme Dividend Book. 

24. The directors of the Auto Brake Co., Ltd., resolved to pay. free oi tax, 
a Dividiend of 10 per cent on the Ordinary Shares for the year ending Slst 
December, according to the amounts paid up thereon. Write up the Ordinary 
Share Dividend Book. 

25. From the particulars recorded in the Auto Brake Company'.s Share 
Ledgers. Transfer Registers, etc., prepare the Company's Annual Return, 
and draw up a Balance Sheet to be rendered therewith. 


26. The Omis Aeroplane Co., Ltd., was registered with a Capital of ;£50,()f>0. 
divided intp 25.000 Ordinary Shares of ;£1 each, and 25.000 Preference Shares 
of £\ each. The Ordinary Shares were offered for subscription on 1st February, 
payable 2s. 6d. per share on application. 5s. per share on allotment, and the 
balance as and when required. Applications were received, and allotments 
made, as under — 

Applied for Allotted 

Feb. 2. George Dudley, Printer, 16 MusweJl 

Road, Bedford 2,000 1.000 

„ 3. James Forecast, Stationer, 12 Grand 

Avenue, Lincoln .... 500 nil 

„ 4, Allred Greaves, Merchant, 65 Burgoyne 

Road. Derby .... 5.000 

„ 4, John Hamlin. Corn Dealer. 27 Flask 

Street, Warwick .... 4,0(K> 2,000 

„ 5. Richard Johnson, ArtiJd, 96 Holland 

Park Road, llitchin .... 3.0i)O 1,000 

„ 5. Frederick Kutnor. Grocer, 112 Rverhig 

Road, Bromley 6,000 5.000 

„ 6. Thomas Lelhaby, Baker. 72 Piccadilly, 

London, W. . . . . . 500 nil 

7. Mabel Lansdown, Spinster, 104 Ellerton 

Roarl, Chatham . . . ’ . 3,000 2.000 

7. Charles Marshall, Butcher, 27 Hewlett 

Street. Cardiff 3,000 2,000 


6. Robert Newman, Sihip Broker, 74 Have- 

lock Road, Newport * . , . 5,000 3,000 

„ " 8, Arthur Pearce, Schoolmaster, 68 Childe- 

bert Street, Bexley ... . . 3,0(K) 2,000 

6, Ronald Stevens. Jounsalist, 174 High 

Street, Islington, London. N. . . 3,000 2,000 


Allothaents tna^e on I2th pebrna^ in the order of application, the shares 
being numbered ffrbth 1 upwards. allotments were made to Forecast 
and whose deposits were returned in full together wifSi Lettm ot 

Regret, Nw 1 'add % The amounts due on allotment were duty received 
by 20th Fftbruaryii, ^ Write up the Applications and Allotments Book, and 
suh^iary Cash ]|^k. ^ ^ 
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27. The Omis Aeroplane Co.^ Ltd., ofiEered on 1st February for public 
subscription 25.000 5 per cent Preference Shares of £\ each, payable 5s. per 
share on application, 7s. 6d. per share on allotment, and the balance as and 
when required. Applications were received, and allotments made, as follows^ 

Applied for Allotted 

Feb. 3. Henry Colley. Architect, 56 Derrin^on 

Street, Nottinghatn .... 3,000 2,000 

„ 3. William Claike. Surveyor, 127 Grifhn 

Road, Appleby . « . . . 2,000 1,000 

„ 3. Norman Dowse, Cotton Merchant, 38 

Gfosvenor Street, Worcester . , 6,000 5,000 

,, 4. Julius Drummond, Solicitor, 16 Birkbeck 

Road. Buckley ...... 250 nil 

„ 4. Evan Figgs, Banker. Barron's Court, 

Famham ...... 2.000 1,000 

„ 5. Francis Cirover, Mason, 316 Holden Ro?id, 

Halifax 6,000 5,000 

„ 5. Leslie Grorjte. Builder. 98 Union Street, 

Leicester 300 nil 

„ 6. Eva Hmick, Spinster, 17 Hoopwick 

Street. Vork 3,000 2,000 

„ 6. Frederick Hallett, Metal NVorker, 30 

Seymour Street, Truro . . 3,000 2,000 

„ 7. Thomas James, Journalist, 139 The 

Grove, Ealing, London, W. . 4,000 3,000 

„ 8. Isaac Minus, ^ulptor, 56 Elgin Avenue, 

Devonport ..... 3,000 2,000 

„ 8. Donald Palmer, Gum Merchant, 38 Gower 

Street, l^ndon. W 3,000 2,000 

Allotments were made in order of application on 12th February, the shares 
l)eixig numbcre<l from 25,001 upwards. No allotment was made to Dmv. 
and Groote, whose deposits were returned in full together wjiU Letters of 
Regret, Nos. 3 and 4. The amounts payable on allotment were all received 
by 1 5th February. W'^rite up the Applications and Allotments Book, and 
subsidiary Cash I^k. 

, 28. Referring to Exercises 26 and 27, write up the statutory Return of 
Allotments. 

29. On 15th May, the directors of the Omis Aeroplane Co., Ltd., made a 
first call of 5s. per share on the Ordinary Shares, The call was payable by 
2 >th May, and the following amounts were received — 


17. 

R. Stevens 


* 

. 2,000 Shaies 

1,250 

18 , 

A. Pearce 

m 

b 

. 2,000 

»• 

500 

la 

R. Nevouan • 

e 

■ 

. 3.000 


750 

20. 

C. h^rshall 1, 


* 

, 2,000 


300 

21. 

M. Lansdown . 

• 

• 

. 2,000 

' 

500 

22, 

P. Kutner 

a 


. 5.000 


1.250 

23, 

J. Hamlin 

e 

« 

. 2,000 


500 

24. 

A. Greaves , 

e 

o'- , 

. 5,000 


750 

25. 

G. Dudley 


* 

• 1,000 


250 


Stevens and Greaves were allowed 2Sth Juno to pay the baJanee, sobject 
to 5 per cent interest thereon, on vmich.d^ the amounts (plus interest) were 
duly received. No money at all was from R. Johnson, whose shares, 

after due notice, wm^ foneited (m 3Qth ^ WnteuptheCaUBookaiid the 
subsidiary Cash Book. 
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30. On 15th May, the directors of the Omis Aeroplane Co., Ltd., made a 
first call of 5s. per share on the Preference Shares. The call was payable by 
25th May, and the following amounts were received — 


ay 

V 

17. 

0. Palmer 

2,000 Sluircs 

300 

17. 

I. Minns . 

2,000 

500 

» 

18. 

T. James. 

3,000 

750 

f 

19. 

F. Hallett 

2,000 „ 

500 

» 

20, 

E. Herrick 

'i.OOO ., 

500 

J 

21. 

F. Grover 

5,000 „ 

750 

9 

22. 

E. Figgs . 

1,000 „ 

250 

» 

23.’ 

N. Dowse 

5,000 „ 

1,250 

• 

24. 

W. Clarke 

1,000 ,. 

373 


25. 

H. Colley 

2.000 „ 

500 


Palmer and Grover were allowed till 25th June to pay the balance, snbjct t 
to interest at 5 per cent, on which date the amounts due (plus interest) were 
duly received. Write up the Call Book and the subsidiary' Cash Book. 

31. The following transfers of Ordinary Shares were made, approved, and 
duly registered in the books of the Omis Aeroplane Co., Ltd. — 

July 10th, 1,000 shares (1,001-2,000) from A. Greaves to G, Dudley; 
transfer deed. No. 1 . 

August 15th, 500 shares (2.001-2,500) from A. Greaves to John Ifanilin. 

September 23rd, 1,000 shares (9,001-10,000) from F. Kutner to Gcurt'e 
Dudley. 

September 29th, 1,000 shares (10,001-11,000) from F. Kiiincr to John 
Hamlin, 

October 12th, 500 shares (18,001-18,500) from R. Newman to Philip Mcnco, 
Stock Broker, 16 Maida Vale, London, W. 

November 15th, 500 shares (18,501-19,000) from R. Newman to Isaac 
Finshel, Merchant, 27 North Street, Exett* . 

Write up the company’s Register of Transfers. 

32. The following transfers of Preference Shares were made, approved, 
and duly registered in the books of the Ornis Aeroplane Co., Ltd — 

July 9th, 500 shares (25,001-25,500) from Henry Colley to William Clarke. 
25tli, 1,000 shares (28,001-29,000) from Norman Dowse to Evan Fipjgs. 

August 13th. 1,000 shares (34,001-35,000) from Francis Grover to William 
Clarke. 

September 9th, 1,000 shares (43,001-44,000) from Thomas James to Evan 
Figgs. 

October 20th, 500 shares (39,001-39,500) from Eva Herrick to Thomas 
Rugger, Journalist, 19 Lake Street, Finsbury Park, London, N. 

November 15th, 500 shares (29,001-29,500) from Norman Dowse to Lionel 
Tomlin, Butcher, iffTkiurt Road, Penzance. 

Write up the company's Register of Transfers. 

33. From the particulars furnished in exercises Nos. 26, 29, 31, write up 
the Omis Aeroplane Co.'s Ordinary Share Ledger. 

34. From the particulars furnished in Exercises Nos. 27, 30, 32, write up 
the Ornis Aeroplane Co.'s Preference Share Ledger. 

35. The Omis Aeroplane Co,, Ltd., having power by its Memorandum of 
Association to issue 15,000 6 per cent Debentures in bonds of ;J100 each, 
ofiered the same on 1st March for public subscription, payable 20 per cent on 
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application, 30 per cent on allotment, and the balance and when required. 
Applications were received, and allotments made, as follows — 

Applied Iw Allotted 

Mar. 2. Charles Marshall, Surveyor, 16 Faraday 

Street, Dalston, London, N. . . 25 20 

„ 2. Gregory Norton, Solicitor, 24 Norman 

Road, Bames, London, S.W. . . 5 nil 

„ 3. Rufus Simmons. Baker. 7 Woodquest 

Avenue, Bedford .... 15 10 

„ 3 Harold Medlar, Engineer, 92 Bridge Street, 

Poole ...... 25 20 

„ 4. Alexander Pope, Architect, 56 Finchley 

Road, Dorchester .... 25 20 

„ ‘L IL»iace Biwller, Surveyor, 27 Hamilton 

Gardens, Exeter .... 20 15 

„ 5. Julia Penfold, Spinster. 32 Sidney Street. 

Bath 20 15 

„ 6. Ernest Stras, Accouiuant, 17 Tlie Parade. 

Taunton ...... 5 nil 

,, 6. Claude Kayner. I ^rinttT, 27 Barnsley Road. 

Oxford ...... 25 20 

,, 7. Marlin Drayman, Banker, 17 Walm Lane, 

Somerset ...... 15 10 

,, 8. Peter Tilbrook, (Commission Agent, 124 

Pitlake Street, Yeovil. ... 20 15 

„ 8. Archibald Vcllacott, Leather Merchant, 

324 Oxford Street, Loudon, W. . . 10 5 

Allotments were made on 12th March in order of application, the numbers of 
the debentures running from 001 omvards. No allotment Wiis made to Norton 
or Sims, whose deposits were duly returned with Letters of Regret Nos. 5 
4»nd 6. The moneys payable on allotment were all received by 22nd Ma*vn. 
Write up the Debenture Application and Allotments Book and subsidiary 
Cash Book. 


36. On 1st June* the directors of the Omis Aeroplane Co., Ltd., resolved 
to call up tlie remaining 50 per cent unpaid on the debentures. The call was 
payable by 15th June, and the following amounts were received — 

June 4. A. Vcllacott ... 5 Debentures 250 

„ 5. P. Tilbrook ... 15 „ 750 

„ 6, M. Drayman . . . 10 „ 500 

„ 6. C. Rayner ... 20 „ 1,(K}0 

„ 7, Julia Penfold . . . 15 750 

„ 8 . H. Biccller ... 15 „ 750 

„ 9. A. Pope .... 20 1,000 

„ 10. H. Medhir ... 20 1.000 

„ 13. R. Simmons . . . 10 500 

14. C. Marshall ... 20 „ 1,000 

Write up the Debenture Call Tk)ok and subsidhiry Cash Book. 


37. The following transfers of Debentures wxic made, approved, and duly 
registered in the books of the Ornis Aeroplane Co.* Ltd. — 

May 15th, 10 Debentures (001-010) from C. Marshall to R. Simmons; 
transfer deed. No. 101. 

June 20th* 10 Debentures (031-m40) from H. Mt?dlar to M. Drayman. 

July I5th, 5 Debentures (051-05^ from A. Pope to A. Vcllacott. 

July 27th, 5 Debentures (101-105) hrom C. Rayner to A. Vcllacott. 
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Augtt&t 18th, -5 Debentures (071-075) from H. BictUcr to Edwin Hook, 
Solicitor, 27 Holland Park Avenwe, Brixton, London, S.W\ 

September 5 Debeiitureji (086-*(>90) from Julia Penfold to Jena'S 

Kemsiey. Surveyor, 90 J^wrcnce Road. Horsham. 

Write up the Debenture Transfer Register. 

38. Prom the particulars furnished in Exercisos Nos, 35, 36. 37. wi ito up 
the Ornis Aeroplane Co,*s Register ol Debenture Holders. 

39. From the particulars recorded in the Chnis Aeroplane Cu.*s Register 
of I>ebenture Hoklers (Exercise 38), assuming ilicre to be no further change, 
write up the Debenture Intisrest Book for the htalf-yeax ending 31st Deccmb<T. 

40. The directors of the Omis Acrophtne Co., Ltd., lesolvt'd to pay, 

at current rate, the 5 per cent Dividend on the Prefcnmcc Shares for the ycaj 
ending 31st December, according to the amounts paid up on such shares. \V r ile 
up the Preference Share Dividend Book. • 

41. The directors of the Oniis Aeroplane Co., Ltd., resolved to pay, less lax 
at current rate, a Dividend of 15 per cent on the Ordinary Shares for the year 
ending Slst December, according to the amounts paid up tlicreon. \\Titt up 
the Ordinary Sliaie Dividend Book. 

42. From the particulars recorded in the Ornis Aeroplane Company's 
Share Ledgers, Transfer Regi.stera, etc., prepare the Company's Annual Return 
and draw up a Balance Sheet to be rendered therewitli. 

43. The Aurium Mining Co., Ltd.« was registered with a Capital of /59,00b, 
consisting of 50,000 Ordinarj' Shares of /I e;ich. The objects of the company 
were inter alia to acquire certain rights and concessions from the vendors, 
Frank Minster and William Thorne. The consideration for the purchase was 
/lO.OOO in Cash (half to each vendor), and 20,0U0 in shares of £\ eacli allotted 
as fully paid (half to each vendor). The balance of the shares was oflerod 
for public subscription on 1 1th February, payable 2s. per share on appheatv ju 
3s. per share on allotment, and the remaining 15s. per share, as and when 
required, in calls n^jt exceeding 5s, per share. Applications were received, at.d 
allotments made, as und<7 — 

Applied ior AUolted 

Feb. 12. Frank C. Minster (vendor), Mining 

Engineer, 3 Revel] Street, Hitctxin . — 10,000 

„ 12. William Thome (vendor). Mining 

Engineer, 29 Thorpe Avenue, 

Southamiylon » , . . — 

12. Robert FbilUps, Merchant, 27 Normal 

Street, Derby .... 4,000 

„ 13. Leslie H. Goode, Tea Broker, 27 Mincing 

^ Lane, London, E.C. . . . 2,500 

„ 13. Walter C. Best, Solicitor, 12 High Road, 

Luton 3,000 

,/ 14* Samuel Butler, Surveyor^ 66 Park 

\ 4x'enae, Buckingham . . 500 

„ 15. }<mph. T. Wmgton, Architect, 1 12 High 

Street, Brighton . , . . 1,500 

16. Idtfnry F* Pidnee, Mason, $2 Kevelstoko 

Eda4^ Birmingham/ • . . 500 

17. George Prihter,. 27 Philipyii^ 

Road, Swansea ,i • • • 4^009 


10,000 

4.000 
2,500 

3.000 
500 

L500 

500' 

4.000 
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Feb, 18. Richard Lambe, Architect, 3 LuxviUit Ap^if'4f6r Allotted 

Gardens, Hove .... 50 nil 

„ 19. Philip S, Yates, Brewer, 91 Longley 

Street, Burton .... 5,000 5,000 

„ 20. Arthur O- Tetley, Journalist, 16 Lupus 

Street, Bradford .... 5,000 ' 5,000 

Allotments were made on 22nd February in order of appliqalion, the sbarea 
being numbered from 1 upwards. The necessary contract setting forth tlie 
consideration for the shares issued as fully paid to tlie vendors was duiy 
registered. The deposit of Richard I,ambe was returned in full, no allotment 
having been made to him. 


On 28th February the amounts payable by the allottees were 

duly receivccL 

On 2Bih Apnl the directors made a first call of 5s. per share, payable by 
1 0th May. and the following amounts were received — 

f 

A. O. Tetley 

5,000 Shares 

1,250 

P. S. Yates 

5,000 „ 

1,250 

G. Buckley. 

4,000 „ 

1,000 

H. F. Prince 

500 .. (in full) 

375 

j. T, Winston 

1,500 .. 

375 

M'. C Best 

. . . 3.000 

750 

L H. Cioode 

2,500 

625 

R Phillips 

4,000 

LOGO 


I'urtlKT transactions took place, as follows*^- 

May 25. Transfer registered : 1,000 shares (20,001-21.0001 from R. Phillips 
to H. F. Prince. 

„ 29. G. Buckley applied for 3,000 additional shares, which were duly 

allotted to him (Nos. 46,001 -49,000), and paid lOs. per siiare 
in respect of same. 

„ 30. Transfer registered ; 500 shares (36,001-36,500) from P. S. Yates 
to L, H. Gc#ode. 

June 3. Resolution passed by the Board cancelling the shares held by 
S. Butler, who had failed to pay the First Call, 

,, 25. Transfer registered: 2,000 sh^es (41,001-43,000) from A. O. 
Tetley to J . T. Wington. 

July 10. Transfers registered — 

1,000 shares (36.001-37.000) from P. S. YxiUA to L. H. G<K^e; 
1,500 shares (37,001-38.500) from P. S Yates to W. C. Best ; 

500 shares (22,001-22,500) from P. S. Yates to L. H. Goode. 

You are required to write up — 

1) Application and Allotments Book and subsidiary Cash BcK^k, 

2) Statutory Return of Allotments. 

1 3) Call Book and subsidiary Cash Book. 

1 4) Register of TransfervS. 

I '5) Share Ledger. 

i'6> Annual Return and a Balance Sheet to bo rendered therewith. 

44, The British Timber Syndicate, Ltd., was registered witli a Capital of 
£200,000, divided into 10,000 Ordim^ Shares of £10 each, and 10,000 6 per 
cent cumulative Preference Shares of ;|i0 each. The objects of the syndicate 
were inUr alia to purchase as a going conchm the bhsincss of Messrs. Poole 
ft Co. The purchase prioe»vras agreed at £110,000, payable as to £10,000 in 
Cash, and as to £100,000 in 10,^0 Ordinary Shares of £10 each plotted as 
fiiUy paid. ■ ■ 

The viholvt of the Piieference Shates were odered for public subscriptioo m 
ISth Februa^, payable £i tOe. on application, £1 10% <m £3 on 
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1st April, ;£2 on 1st June, and on 1st August, 
were received as follows— 


Feb. 16. Fred Smith, Surveyor, 12 Brooke Street, 
Lyndhurst . . . . . 

„ 17. Thomas E. Finch, Journalist, 64 Fleet 

Street, London, E.C. 

„ 18, Philip Strong, Architect, 17 ThornvilU* 

Road. Buxton .... 

„ IS, Grace M. Carter, Spinster, 2 Boulder'S 
Lane, Cleethorpes .... 

„ 18. Reginald Turner, Merchant, 56 I.ong- 

wortli Road, Thurston 

„ 19. Arthur Brown, Broker, 95 St. Peter s 

Road, Somerset .... 

„ 19. Norman Trclwyn, Mason, 110 Linn 

Street, Liverpool .... 

„ 20^ Leslie Philpott, Butcher, 14 I^arneway 

Avenue, Buxton .... 

„ 20. Harold French, Designer, 106 Corncrake 

I^ne, Leicester .... 

„ 21. Alfred Smith, Banker, 2 Grange Man- 
sions, Pudworth .... 


Applications and deposits 


No. of 
Shares 

Amount of 
Deposit 

i 

1,200 

1,800 

600 

900 

1,000 

1,500 

60 

900 

1,200 

1,800 

1,000 

1,500 

1,50' 

2,250 

60 

900 

1,20 . 

1,800 

2,50U 

3,750 


On 23rd February the directors made the following allotments- 


F. Smith 

. 1,000 Preference Shares, numbered 

1 

to 

1,000 

T. Finch . 

. 500 t, ,, ,, 

1,001 

to 

1,500 

P. Strong , 

. 1.000 

1,501 

to 

2.500 

G. M. Carter 

. 500 

2.501 

to 

3,000 

R. Turner . 

, 1,000 ,, ,, ,, 

3.001 

to 

4.000 

A. Brown . 

. 1.000 

4,001 

to 

5,000 

N. Trelw5m 

. 1.500 

5,001 

to 

6.500 

L. Philpott. 

■ 500 ,, , ,, 

6.501 

to 

7,000 

H. French . 

. 1,000 

7,001 

to 

8,000 

A. Smith . 

. 2.000 

8,001 

to 

10,000 


Poole & CO- 

(Vendors) . 10,000 Ordinary „ „ 10,001 to 20.000 

On 1st March the various sums payable by the allottees were duly received — 

The following further transactions took place — 

Mar. 10, Transfer registered: 1,000 Ordinary Shares (10,001-11,000) from 
Poole & Co. to Francis Laurel, Mason, 16 Penzance Road, Fab 
mouth. 

22. Transfer registered: 1,000 Ordinary Shares (11,001-12,000) from 
Poole & Co. to Bert Tomlin, Grocer, 27 Elgin Avenue, Somerset. 

„ 25. .Transfer registered: 100 Preference Shares (1-100) fifoni F. Smith 
to T. Finch. 

April 1. Sums due from shareholders on account of First Call duly received. 

„ 20. Transfer registered: 600 Preference Shares (6,501-7,000) from 
L. Philpott to H. French. 

May 16. Transfer registered: 1,000 Preference Shares (8,001-9,000) from 
A. Smith to T. Finch. 

„ 24. Transfer registered; 1,000 Ordinary Shares (12,001-13,000) from 
Poole Co* to Leslie Charlton, Banker, 3 Lothbury Mansions, 
Poole. 

Jun<* L The sums doe horn Shareholders in respect of Second Call duly 
received. 
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June 23. Transfer registered: 500 Ordinary Shares (13,001-13,500) from 
Poole & to Charles Dalton, Builder, 64 Kosebciry Avenue^ 
Paignton. 

July 16. Transfer registered: 500 Preference Shares (5,001-5,500) from 
N Trclwyii to R. Turner, 

Aug. 1. Ihe sums due from shareholders in respect of Final Call duly 
received, except ;£1,000 from A. Brown, on which he agreed to 
pay interest. 

„ 20. Transfer registered; 500 Preference Shares (1,501-2,000) from P. 

Strong to H. French. 

Sept. 19 Transfer registered: 500 Ordinary Shares (13,501-14,000) from 
Poole & Co. to Robert Soames, Gentleman, 17 Lion^ Cardens, 
Bromley. 

Yon arc required to write up— 

(1) Application and Allotment Books and subsidiary Cash Books. 

Statutory Return of Allotments. 

(3) Call Books and subsidiary Cash Books. 

(4; Tran.sfer Registers. 

(5) Share Ledgers (Ordinary and Prefereuee). 

(6^ Annual Return and a Balance Sheet to be rendered therewith. 

4.S A st)areholder, owning 50 shares of £1 each, numbered 8-57, acquired 
OB 1st January, under Transfer Ro. 6, appears on the Share Ledger (duly 
indexed) as — 

John Arthur Ho.skins, 

The Limes, 

Didport, 

lie having died, sketch the general form of his Share Account, and show how 
you would register Probate sent you on 1st .March, in favour of 

Charles \Vinlhrr»p, 

The Lodge, 

Gorse Hill. 

State also what you would do as regards the old Share Certificate. {CharUred 

Accountant'* ) 

46. The Shareholders' Trust, Limited (directors, Johi 5ra>’thc, Tom 
Browne, and Richard J3rucc- Jones; secretary, A. Scribe; and auditors. 
Critic & Co.), was entitled to commence business on 1st April, 19, .. 80,000 
shares of 10s. each had been applied for and duly allotted, and 2i>. 6d per share 
payable on application, with 2s. 6d. per share payable on allotment, had been 
rcccivcsd by the Ck^inpany. An additional 10,000 shares wei*e, under the 
purchase agreement, allotted to the vendors as fully' paid. The following 
payment.? bad been made prior to the date of the rcpoil, vu. — 

On account of Pr<diminary Expenses .... 2,500 

Investments 10,000 

Directors’ Fees, etc. ....... 250 

Printing and Stationery, Postages and Sundries . . 45 

The sum of ;g5.000 had been placed on deposit at the bank. 

The Preliminary Expenses are estimated in the prospectus at j£3.500. 
Prepare the Statutory Report (tHth Auditors* certificate), and state 
within what pe'riod the statutory meeting of the Company should be held, in 
order to comply with Section 113 of the Companies Act, 1929. {Charter^ 
Arc<tuntants») 
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revision' EXERCISE XIV 

1. Is it advantageous or not to convert a business into a limited liability 
company? Give reasons for your answer. {Lancashire and Cheshire Union.) 

2. A Retail Trader has 4 shops (A» B, C, and D), His total figures for the 
year are Sales A 44.OOO, B p.600, C /3.80(>, D ;f2.000. The Stock at the begin- 
ning of the year is £S,500, and at the end ^£5,300. The Purchases are 

The Expenses not kept separately for each shop are Printing, Stationery, and 
Advertising ;£48, Trade Expenses £210. ' 

The Rents and Rates are A £150, B £110, C £180, D £115, and the Wages 
are A £218, B £194, C £234, D £180. On the basis that each shop earns the 
same rate of gross profit, prepare a statement showing the net profit at each 
shop, dividing the expenses in proportion to the business done. (Wesi Hiding 
of Yorkshire.) 

3. A friend desires you to advise him as to whethiT he slunild invest £1,0<K> 
(which he has free) ittr— 

(a) Ordinary Shares of a Company which has paid 8 per cent per annum 
during the last three years ; or 

(h) In 6 per cent Cumulative Preierencc Shares of the same Cxmipany; or 

(f) In 4 per cent Debentures of the same Company. 

How would yon advise him? {UuuMskire and Cheshire Union.) 

4. A sold goods to the. value of £600 to B on 2nd January. On 2nd February 
B sent A a bill, dated that day, for £800 at 4 motriiis. On 5th March, \ 
discounted the bill with his bankers at 6 per cent per annum. On 28ih May, 
B wrote to A and informed him that he was unable to meet tluj bill, and rt-- 

J ucsted A to retire it, which A did. At the si^me time, B sent A a cheque for 
200 (whicii was duly met), and a bill at 3 months dated 2nd June for £400 
and interest at 5 per cx-nt per annmn. Make the entries in A’s books, recording 
the above transactions, ot>e.ning and po.sting in the I.edg^r the accounts whii h 
arc afiected. {Chartered AccountatUs.) 

5. A firm of three partners, O, H, and J, who were interested in the profits 
or losse.H of their general business in the proportions of 40 per cent, 30 per cent, 
and 30 per cent respectively, entered, at the instance of H, into two outside 
ventures on the understanding that, if a profit resulted in either case, 
^portion thereof should exceed his usual proportion by 10 per cent, and il, 
on the other hand, a loss resulted from either transaction, H's proportion 
thereof should exceed his usual proportion by 15 per cent. Venture No. 1 
yielded a profit of £1,000. Venture No. 2 resulted in a loss of £500. The ordi- 
nary business showul a jn'ofil of £2,000; Divkte up the results in the inanr.<T 
agreed, and show their effect in a personal account with each partner. {Chor- 
tled Accountants.) 

The entire umlertakuLg oi an old 0>iiipany was purchased by a new 
limited company for the lump sum of £.100,000 as on 1st July. 

The old company's Balance Sheet on 30th June stood thus — 

LtAAfLlTlss £ £ 

Subscribed Capital , TIOiOOO* Freeholds, cost . , 20,000 

Ct6didl;cxni . . . , 3,050 Buildings, cost . . 15,000 

Reseive for c^mtingen*' / / Plant, after normal De- 
ck*, extm D^teciatioti,. ■ / preciation . .. . 17,500 

etc* • ♦ . > Works in pcpgrei^ pet 

Cost Books ; / * 22.500- 


, : Stocks, cost , , * . 20v€!00 

Book Debts^ t$u Reserve 14,250 
at Bank • ^ 5,735 

(^h in hand. • * (5 

iufM 
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I low ‘NsrouJd you propose to deal with these figures in opening the books of 
thr- new company, no valuations of any kind having been made ? (Chattered 
Ai'counlanis.) 

7. What form of Ledger would you suggest for a business in wUch. the 
accounts carry interest on current transactions, and what simple 'method 
would von adopt for calculating the interest? (Chartered AccomUants,] 

8. A company issues £100,000 Debenture Stock at 00 per cent, and payi> 
2 per cent for underwriting it. How should the transactioR show in the com- 
pany's books? (Chartered A ccomitants.) 

npeo the books, and prepare a Trial Balance therefrom, of a limited 
company formed on 1st January, with a Capital of 50.000 shares of each 
and 1,000 Debentures of £50 each, both fully subscribed and paid up in Cash 
on that date. The Company toc»k o%*er the business of a pri\*ate firm, whose 
as-.rts, purchased and paid for on 31s»t January, were as follows— 


Stock-in-trade 



50,000 

Book l>;bls , 



40,000 

Cash at liJankera 



5.000 

Fixtures, Furniture, etc. ♦ 



2,000 

Leasehold Premises . 



3,000 

Goodwill 

. 


12,000 


As part of the consideration for the purcliase of the assets, the Company 
assumetl the liabUitics amounting to £12.000. (Chartered AccautUanls ) 

10, The books of a merchant include two Bought Ledgers and three Sales 
Ledgers. You arc required to arrange that each of these Ledgers shall balance 
independently, and also that the Cadi Book, disclosing the position of the 
Bank Account, shall not be open to the ledger clerks. Detail die method you 
would adopt. (Chartered Accnunlants,) 

1. L. Brier and C. Oke entered into partnership on 1st Ja&iiaiy, 

L. Brier bringing in cash £8,000, C. Oke bringing in noUiing. Theparttiershw 
agreement stipulated that Brier was to receive 5 wr cent interest on his cemitm 
before dividing any profit, which was divisible threc^*fifths and two-fifthS 
re.spectivdy. On Slst December. 1909, they agreed upon a dissolution. A 
Balance Sheet was prepared at 3tst Docember. 1909, and stood as follows — 


Liasiutibs £ Absbts £ 

L, Drier« Capital A/c. A.OOO Book Debts . % 14,000 

J. Harrison, Loan Stock-in-trade, . . 5,700 

Account . . 4,000 Machinery, etc. • . 2.400 

Sundry (^editors . 4,200 Drawings Account — 

Balance of Profit & > L. ’Bffcr . • . 5,350 

Loas Account *£10.000 C. Oke . e . 1250 

Profit for the year . 

1909, , . 2,500 

12,500 . ' 


. X*. Brier has not been credited vrith, any ^terest since the com^cement; 
of the partnership, lib interest on or undistributed profit is 

taken mto anebuai The Book Debts realised £13,000, the Stock-^-^e 
£4,900, and the Machinery An diiwwut of £500 vms 
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Gooden, which had not appeared in the partnership books. Write up the 
necessarj' accounts to give effect to the above statements, assuming that all 
liabilities are discharged and that the costs of realization, amounting to ji300, 
are also paid by cash. Show the closing of the partners’ Capital Accounts. 
The inteiest on L. Brier’s capital is to be reckoned for each year on the original 
hgure of j^8,000, and no interest on interest need be taken into acctuint. 
(Laficashire and Cheshire Union.) 

12. The undermentioned errors were discovered in the books of J. JohiiMUi 
& Co. I affecting the year ended 301h June. 

(1) April 20. A chcq\[c received from W. Brown for l\ I was posted to his 
cr^it as 11s. 

(2) May 31. A Sale of ji26 10s. Od. was credited correctly, but debited to 
the Customer’s Account as £20 6s. lOd. 

(3) June 29. Goods weie returned by R. Carr of the invt»icc value of 
£21 10s. Od., and were taken into Stock at £25, but the returns wore not entered 
in the books until the following month. 

(4) June 29. The acceptance of Badart B’rdrcs to Johnson & Co.’s draft f(jr 
^220 payable in Paris, and which had been discounted, was dishont)ured. 
The acceptance was worthless, and the bankers debited Johnson (St Co 's 
account on the 1st July. 

Show how the adjusting entries should be made in J. Johnson & Co.’s books 
at the 30th June. {Chartered Accountants.) 

13. What, in your opinion, are the advantages and di^oi I vantages of Caid 
Ledgers? I-ay down a short set of rules for the control of the card?* and the 
guidance of the book-keeper. [Chartered Accountants.) 

From^he following statement make out Tra^.lirg Account, Profit and 
Loss Account, and Balance Sheet for the Motor Alauu factoring Company, 
Limited, for the year ending 31st December. 

Write off the whole of Preliminary Expcn.ses and dcpieciate Plant and 
Machinery, Office Furniture, Patterns and Patents at a uniform rale of 71 per 
cent per annum. 

Add ;£2,000 to the Sinking Fund for redemption of Debentures and h ave 
the Reserve for Bad and Doubtful Debts at 5 per cent on Sundry Debtors. 
$tock on hand at the above date ^as taken at £10,087. 


Nominal Capital 80,000 

£ 

Cash at Bank on deposit . 

£ 

12,000 

Shares of £l each 

80,000 

Balance to Credit of Profit 


Sol^ribcd Capital 60,000 
Shares of £1 each fully 


and Lo.ss (1st Jan.) 

890 


Bills Payable 

15,500 

called 

60,000 

Sales .... 

122,000 

Calls in Arrear 

1,000 

Purchases 

62,100 

Freehold Premises . 

18,000 

* Reserve for Bad and 


Plant and Machinery 

20,000 

Doubtful Debts . 

2,2.50 

Interim Dividend paid • 

2,000 

Preliminary Expenses 

400 

Delnmtures, 5% . 

20,000 

Sinking Fund for redemp- 


Stock (1st January) , 

Office, Furniture . 

18.750 

tion of Debentures 

8,000 

625 

N.B. This is repre- 


Patterns . • « 

6,250 

sented by Investments 


Patents « • • 

3,750 

to an equal amount. 


Goodwill 

12,000 

and there is one year’s 


Sundry Debtors . 

87,500 

interest on them at 3J% 


„ Creditors . 

i6,aod 

per annum due, but un- 


Cash in band^ 

150 

paid, at the date of 


Cash at Bank Current 
Account . . * 

3.000 

making up these ac- 
counts. 
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-fanufachiring Wages . 30,000 

Repairs and Renewals • 1,300 

3oal .... 2.225 

:^^s and Water . 175 

Kates, Taxes, and Insur- 
ance .... 1,250 

OHice Salaries . . 1,000 

Travelling Expeu^ics • 1*325 


General Expenses , , 475 

Discounts Allowed , 2,120 

„ Received . l"7S0 

Directors’ Fees . . 525 

Royalties paid . . ' 450 

Interest on Bank Deposit 300 

Bad Debts . . . 150 

Debenture Interest 1,000 


(Naiioml Union oj Teachers.) 



CHAPTER XV 

'BONUS SHARES. REDUCTION OF CAPITAL, 
REDEMPTION OP DEBENTURES 
REDEMPTION OF REDEEMABLE PREFERENCE SHARES 

When a company hasliccumalatcd large reserves out of profits, those 
reserves, or a portion of them, are often capitalized by the issue 
of fiee or bonus shares, so that the shareholders may derive some 
benefit from such reserves. As the result of successful trading tlie 
market |»ice of the shares will probably be at a premium, and 
sufh shares are sometimes issued at a premium in order that the 
smallest possible amount may be capitalized : a largely augmt idl'd 
capital might reduce the rate of dividend, unless profits continual 
to increase. Where the capital of a company is only partly railed 
up, .such bonus is often apphed towards making the shares fully 
paid. 


(i) Bonus Shares issued at par 

Example. A company with a paid-up capital of j£200.000 m 
shares, having accumulated a Reserve of jpO.OOO, resolves to cap- 
italize ](50,000 of it by issumg to the shareholders 50,000 bonus 
shares of each fully paid, each shaii'holder to receive onr bonus 
share for every four shares held in the company. Show the entiics 
required to record the transaction 


JOURNAL Dr, Cr. 



Reserve Account . « , . 

To Bonus Account . . « . 

Bonus payable out of Reserve in fully* 
paid shares as per Resolution dated 

1 

50,000 


1 

i 

50,000 


d. 

t 

Bonus Account » . , « ^ 

To Share Capital Account . 

Issue of 50,000 bonus shares of l\ each in 
payment of bonus, at ilie rate of 1 bonus 
share for every 4 shares held m the 
compi^utya 




50.000 

- 

- 


Bdimi Shares issued At a pitemium 

Bsao^ A c(»npaiiy with a paid-up cs^tal ol £120,000 in £1 
ihfttss decide tp distribute a bonus, equal 'to 25 per cent of Us 
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capital. The Reserve Fund was £SOfi(]Q ; the market value td shares 
is j^3. It is proposed to issue the shares at a premium of ^ per 
share, and to distribute them to shareholders as to one fuUy>|i^ 
sltan* for every twelve shares held. Prepare the necessary journal 
entries for putting into effect the issue of the Ixmus shares On tiie 
terms stated. ' * 


JOURNAL Dr. Cr. 



f ^ ! 

s 

d 


1 

d 


Btinus Ar count . , . . J 30,000 

- 

— 

t 




To Siiarc rripital A< count . . » 



inins 

■ 

- 


„ Share I'lcmuitu Account 



20,000 


— 


lS5«ue of 1*4,000 fiiUy-paid bhares, at a j| 







prenmim of 12 per shaTc, distributed a'i « 







to i sliaie for every 12 held in the com- jl 






1 

pany jj 


1 

1 





( 3 ) Bonus a{^lied to making Shares fully paid 

Exan^le. A company with a nominal and ls^ued capital of 
jfaOO.OOO in £\ shares, 15s. pir share paid, declares a bonus out 
of the Reserve Fund, at the latc of 33 J per cent on the paid-up 
capital, with th« object of making the shares fully paid. Shov. uie 
entries necessary to recoid the transaction. 
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li 

Final Call Account . . * A\ 

To Shaie Capital Account . . J! 

Call of 591 peu share on 200.000 shares, as 
per rosoluttun dated . « 

i 

50,000 



£ 

50,000 

S 

Reserve Fend Account , , . . 

To Bonus Account « . « . 

Bonus of 331% on j£t50.0QO paid-up 
Capital, payable out of Qie Reterve Fondt 
as per raenution dated; 

50,000 



50,000 

- 

Bonus Account . . , . . 

To Final C<41 Aeoount * . 

AppUcation of bonus to pajrmeni of FiuaJ I 
Cau, as par rssotntion dutsd„...„..,...»„..... | 

50,000 



50,000 

- 
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REDUCTION OF CAPITAL 

Provisions of the Companies Act. By Sections 55 and 56 of the 
Companies Act, 1929, it is enacted as follows — 

Subject to confirmation by the Court, a company limited by shares 

if 80 authorized by its Articles, may by 

sp^ial resolution reduce its share capital in any way, and in particular 
(without prejudice to the generalitjr of the foregoing power) may — 

(a) Extinguish or reduce the liability on any of its shares in respect of 
share capital not paid up ; or 

(&) Either with or without extinguishing or reducing iiability on any 
of its shares, cancel any paid-up share capital which is lost or unrepresentt'd 
by available assets ; or 

(f) Either with or without extinguishing or reducing liability on any of 
its shares, pay off any paid-up share capital which is in excess of the wants 
of the company, 

and may, if and so far as is necess^* alter its memorandum by reducing the 
amount of its share capital and of its shares accordingly. (Sect. 55.) 

Where a company has passed and confirmed a resolution for reducing 
share capital, it may apply by petition to the Court for an order cnnltrniing 
the reduction. (Sect. 56.) 

The Court, however, will first require the debts of objecting 
creditors to be discharged or secured. Tlie order of the Court mu.tt 
also be registered before it takes effect. 

Limited and Reduced. When the Court ha.s made an order con- 
firming the reduction — which may include such terms and condi- 
tions as it may think fit — it may, by Section 57(2), (a) if for any 
special reason it thinks proper so to do, make an order din;ctitig 
that the company shall, during such period, commencing on or at 
any time after the date of the order, as spt^cilied in the order, add 
to its name as the last words thereof the words “ and reduced 
and (b) make an order requiring the company to publish, as t'lc 
Court directs, the reasons for reduction .... 

Meaning of Reduction of Capital. Reduction of capital means a 
diminution in the nominal amount of the share capital of a com- 
pany ; also, a reduction in the paid-up capital of a company means 
a reduction of capital. 

Circumstances leading to a Reduction of Ca^itttal. A company might 
require to reduce its capital in the following circumstances — 

(a) If there were an accumulation of trading lossf's representing 
the result of several years of adverse fortune in the prosecution 
of its business ; 

(b) If there were capital losses of an extensive nature requiring 
drastic revaluation of the assets of the company; 

(c) If, being over-capitalized, there is not the probability of 
revmue to warrant the declaration of dividends. 

(d) If certain of its assets having been converted into cash, 
there seemed no likelihood of that cash ever being required for 
the business. 
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Methods of Effecting the Reduction of Caidtal. Ifiere are severai 
ways by which a company may give effect to the tedimtion td its 
c<ipital. Of the methods illustrated, the most usual form of reac- 
tion of capital is that whidi arises out of the paid-up capital having 
been lost, or the capital being unrepresentra by avaiiaUe assets. 
(See Example 2.) 


(i) Writing off Losses 

Example. A limited con^ny. having sustained heavy losses 
obtained the sanction of the Court to reduce its capital from 100,000 
shares of £1 each, fully paid, to 100,000 shares of 10s. each, ftili^’ ' 
paid. Make the necessary journal entry to effect this change of the 
company's capital, and state how fhe Share Ledger and C^ificates 
will be adjusted. 



JOURNAL 


Or 


Cr. 


Share Capital Account .... 

To Profit ami Ixtsa Account 

RcUuction of 100,000 sharciS of £t each, 
(ullv paid, to 100,000 shares of 10s each, 
fully paid, as per Order of the Court 
dated 

50 .^ 

i 

J 

s. 



5 d. 

't “ 

4 


It IS of the utmost importance that the carrying into effect of a 
" reduction " docs not create a further liability on the shareholders 
as regards their holdings. For instance, if an attempt he made to 
reduce the paid-up capital, say, from 10s. paid-up to 5s. paid-up 
upon the individual shares — without reducing the nominal amount 
of the share — the company would not be acting according to the 
intention of the Act, whicli is to limit the liability of the sbanes to 
the amount for which they were issued, and the arrangement 
indicated above would defeat that object. 

In tlie Share Ledger, each i^age will be. impressed with a rubber 
stamp referring to the resolution and its effect. The Share Certifi- 
cates will either be dealt with in a similar manner or else new ones 
will be issued to replace them. 


(a) Extinguishing Losses and Writing down Assets 
(This example deals with the thetbod mote generally the subject 
of the tedttctum <ii a company's capital.) 

On page 878 is the Balance ^eet of the Thetis Co., 
Ltd..' as at 31 December, 19.. . 
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Capital and Liabilities £ 
Nominal Capital'-* 

120.000 Ord. 

Sh^ire3of;£l . ^120,000 

120.000 Pref. 

Shares of £1 . 120,000 


;i240.000 


Issued Capital — 

100.000 Ord. Shares of £\ 

each .... 100,000 

50.000 Pref. Shares ol 

£\ each . . , 80,000 

Bank Overdraft . . 4,000 

Sundry Creditors , . 12,000 


3 £ 198,000 


Property and Assets £ 
Freehold Land and Buildings 25,000 
Machinery and PLant . . 55,420 

Patents .... 67,000 

Stock .... 8,250 

Sundry Debtors . . 4,738 

Preliminary Expenses . 5,000 

Cash in hand ... 60 

Profit and Loss Account- 

balance at debit . . 30,532 


£196.000 


Resolutions were passed. (1) That the £1 Preference and Ordinary Shares 
be reduced to the same number of fully-paid shares at J5s. and 10s. 6ti. for 
the reroective classes of shares ; (2) That the sum thus reudort‘»l available be 
applied as foUov^'s: {a) The balances to the debit of Profit and Loss and I'^rc- 
liminary Expenses to be v/ritteii off ; (b) the Machinery and Plant l(» be reduced 
to £40,000 ; (c) £1,000 to be written oft the Stock ; (rf)\bc balance to be utilized 
to reduce the Patents Account. Make the necessary Journal entries, and draw 
up the new Balance Sheet. 


JOURNAL Dr, CV. 





s. 

d. 

£ 


d. 


Preference Share Capital Account . 

To Capital Reduction Account . 

80.000 (deference Shares of £1 each. 

20,000 



20,000 


* 


fully paid, reduced to 80,000 shares oi 








153. each, fully paid, as per resolution 
dated 








Ordinary Share Capital Account 

47,500 

... 






To Capital Reduction Account 




47,500 




100,000 siiares of £1 each, folly paid, 
reduced to 100,000 .shares of 10*^. 6d. 








each, fully paid, as per resolution dated 








Capital Reduction Account . 

TO Profit and Loea Account 

67,500 













,, P!rdiminary Expenses Account 




5,000 




,, Id^hinery and t^ant Account 




15,420 


- 


.Stoc^Acmiini • . . 




HJ^ 




„ Batentii Account v . . . 




15,548 


- 


Amounts written efi, as per resolution 

% 







^ •"■■■*>■? 




~»-r- 
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BALANCE SHEET OF THE THETIS COMPANY, 
LIMITED AND REDUCED 


( ap^ital iihU LiabiWifS 

£ 

s. 


Pr«*»erty and Assets 

Nominal Capital — 




Freehold Buldinjpt . 

120,000 Ord. Shares 




Plant and Machinery 

ol lOs. r»d. . £63,000 




Patents .... 

120,000 Prtf. Shares 




Stock .... 

of 15s. . 80,000 




Suiulry Dehtors • • 





Cash in hand . « • 

£15:?.'»n0 

1 




Iss\u>d rapital — 





100,000 Ord Shares of lOs. 

52.500* 


_ 


80,000 Prrf. Shares of 1 6s. 

60,000. - 

. 


nn'»k OvctOt .ift 

i 4.0itO 


- 


SiKulry Creditors 

1 12,0001 - 

- 



1 £128.500} - 

- 










1 , 000 , 

40.000! 

51,452] 

7,2501 

4,738 

col 


*\d. 


i ^ 


28,600; -j - 


( 3 ) By Return of Accumulated Profits 
Example. A company resolved to return to its shareholders, 5s. 
per share in respect of paid-up capital, the amount thereof to be 
debited to Reserve Fund,** and credited to a “ Capital Reserve 
Account." Show the necessary Journal and Cash Book entries to 
('fleet this reduction of the capital of the compapy. 

(The capital of the company was 60,000 shares of each fully 
paid, there being £20,000 to credit of Reserve Fund.) 
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! 


5 . 

rf-l 

1 

3 . 

4 . 

Share Capital Account . . . . ! 

To Capital Reserve Account . 

Reduction of paid-up capital by retuim 
to sharchoklcr.s, out of Reserve, of 5s. per 
‘^hare on 60,000 shares, as per resolution 
dated 



^ j 

1 

15,000 

i 



CASH BOOK (B-ank Account) 
Payments 



By Reserve Fund Account 

(Being amount returned to shareholders 
to eflPect reduction of the paid-up 

capital from 60,000 shares of l\ cacli, 
fully paid to 60,000 shares of l\ each* 
l5s. per share paid. 


i 

15.000 

\ 

d. 

A reduction of capital inay .also be effected 

by a com|Xiiiy in the 


following circumstances — 

{a) Forfeiture of shares for. non-payment of calls ; 

{by Surrender of shares by a inember in circumstances which 
. entitle the company to forfeit his shares for non-payment of Gills, 
(c) Cancellation of unissued shares. 
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KEOEMPTION OP DEBENTURES 

Debentures are debts due by a coJiftpwylor mo»cy borrow<>d, 
and kf^rdd^i^ntabl^ according to the contract therefor as coniauiL'd 
in the “ debenture,’^ Debnrtures may be redeemable as follows — 

1. ^Drawings. 

2. tep ay teent on demand. 

3. Byjr^yment at a fixed future date. 


Ag^ 

ml 


ISO, 


stores may also be redeemed by purchase in the open 
ffiS^WMjrbe a chnse inserted m the " debeniure 
Igivihg the company the option of redeeming its debentures by {«) 
drawings at par, or (6) in the open market, if the current price is 
below par, thereby securing to the company the power to redeem 
at the most advantageous terms. 

There are three ways by which a company provides for the repay- 
memUiiits debentures, and they are as follows — ' 

i. OtttMJKtStJfits. 


2 . 


ital. 


3. Bi^mcans of a Sinking Fund. 

Beford proceeding to give the examples of the redemption of 
debentures, it most be emphasized that companies are now tui- 
powered, under Section 75 of the fompanios-Act, 1929, to re-isMic 
redeemable debentures, but that the balance sheet of the eonipaiiy 
must state which debentures can be .so re-issued. 


» 

Out of Profits 

Example r> A limited company ha.s a balance of £6,3(X1 at 
the crerht of its Profit and Loss Account. Instead of dcclarmg a 
dividend, it is resolved to utilize the itfofits to repay its. ^^6,900 
debentures now redeemable at a premium of 5 per cent. Make the 
necessary entries in the Journal and Cash Book. 
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Profit and l/m Account . . . i 

To Appropriation Account . 

Transfer of balance. 

A 

6.300 

5 

d. 

^ ' 

6,300 

1 

s 

d. 


Approunation Account , » , . 

To Premium on Repayment oi Dtbca- 
turei^ 

Premium on r<r^ayixicnt now provided^ 

300 




- 

- 


Detiretitur^ Aoc»)unt «... 
PapenMum on Repayment cl Debenture^ . 

l>ebentnre Holders Account . 
Tmn^er ol balance* 

6,000 

300 

- 


6,30(1 

1 

1 

J w* 
1 

- 



0,000 

1 




i 

1 - 

L 
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By Debentiune tioldefs 


djfOO 


Example 2 . A limited company has po«%r under its Articles of 
Association to apply its profits in the purchase its Debenim-e 
Stock in the open market and to cancel same. The amount stand- 
ing to the credit of Profit and Loss A<xoant is jfS.OOO, and to the 
credit of Debenture Stock Account, jf40,000. The company’s bank 
balance is £20,000. The directors decide to expend £8,000 in pur- 
chasing and cancelling further Debenture Stock, the market price 
of which, inclusive of all charges, is 92 per cent. Slrow the I.edger 
accounts affected. 


Or. CASH BOOK Cr. 


1 

j To Uriilarico . 

1 

£ ! •. 
20/K)t>; • 

i 

d. 


By Debeatoce Stock — 

jC !».!*#. 

1 ^ 



lat. ^ 92% . 

8.00o! - 

1 1 


Dr. DEBENTURE STOCK ACCOUNT Ct. 



£ 

j 

SJd. 



} ^ 


To Cash--* 


; 


By Balance . . 


. * * 

IB/m 13s, ^ ©2% 

„ TrAn*#er to Capit 2 a 

8.000 

T 


' 

f 

R(<i9firv^ A/c (proAt 


I 





uti purclisae) . 

803 13 - 





Biiianoec/d 

1 31.304 




i 

i 

4 



J - 

5 



i40.000^ 

- ~ 



lL 


By Balance bfd , ^ 

■GKH 


Dt. ARPROPRtATIOK OT PROnT ACCOUNT Cr. 


1 ' ■ 


n 

m 

imu' 

; 

' 1 5 

1 , - 

t Thi IVartsiEer 16 C«pii6l 


B 

y 

■ 

By PicAi and UmAfe J 

( 1 >-!<(. 
Sj «60 - 

j Reserve A/c ,? /• . 

a.qoo'^ 

■ 

B 

mm 

'■ 1 

' 1 1 


Or. CAPtTA^^ O. 







11^ ^ J 

1 , M^tnra Stock A/e 


d. 


V ' * 


& 


1 


Mtim 






: si 

. . • J 



. " V - ' ‘ ■ - ' ' ' 











582 


ADVANCED ACCOUNTS 


The cash having, in each of the two examples, been paid away 
on accotmt of Debentures, it is not available to pay the profits by 
way of dividend, but the amount would be available for dividend 
if the*company was in funds later, or for a bonus distribution in 

shares. , /// 

^ 2 ) Out of Capital 

Ejcample. A limited company issued £15,000 Debentures at a 
discount of 5 per cent, repayable at par by annual drawings of 
£3,000. Make the necessary entries in tiie company's books for the 
first year. 

Dr. CASH DOOK Cr. 

i: i s'rf. 

Hy Oi'licntarw Re- I 

deemed A 'c. .1 8,000 - 



LEDGER 

Dr. DEBRNTURES ACCOUNT Cr. 



v^ 3 ) By means of a Sinking Fund 


j|xample. A limited company borrowed £6,000 Debentures at 
par, reptayable in 6 years at a premium of 5 per cent. It derided 
to provide for redemption by means of a Sinking Fund at 4 per 
cent compound interest. Show subsidiary book entrira and the 
Ledger Accounts affected, and expLiin the procedure at the end of 
the period. 

The annual instalment required to produce £6,000 in 6 years at 
4 per cent is (Table B, page 65^ £6,000 X -150701 =« £m-S66 
» £904 11s. 4d. 
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JOURNAL Dr. Cr. 


Yrar 


i 

s. 

d. 


1 

Appropriation A/c. . . , , 

To Debenture Redemption P'und A/c . 
Annual Sinking Fund instalment. 

904 

11 

4 

j i 

904^11' 4 

! i 
} ; 


and so on for subsequent years. 


Dr. 


CASH BOOK 




To Dt:ljeut‘ire Kcdeiup- 
tion 1 und A/o 
(interest ou invest* 


s. 

J 

\ t-ar 

1 

By l>ebejiture Kodemp- 
tiori !*imd Invest- 
ment A/c 

* 

r.'iouts) 

Sii 

3 

S 

2 

By De>>enture [Redemp- 
tion Fuiid luv'cst- 
in<nt A/c 
latjjt ph« 

i 

1_. 


and similar entries for succeeding years. 


LKJKUiR 


Dr. DLBENrURIt RUDEMPllON FUND ACCOUNT Cr 


^ V.kt 

i 

£ 1 

J 

J. 

Via; 


£ 


«/. 

i 

f o Amount c/d 

1 904 11 

4 

1 

By Approp. A/c . 

904^11 

4 

'> 

To Amount c/d 

1,845 


4 

2 

By Amount b/d 

904 if 

4 







„ Interest 4% 

30 

3 

» 







„ Approp. A/c 

' 904 


4 



0.845 

I 

4 


i 

; £1.845 

6 

4 

3 

To Amount c/d 

1 'j,ra’t3 

tl 

3 

1 

Hv Amount b/d .! 

! 1.845 

61 4 







„ Cash (I terest) . 

! 73.16 

.3 







,, Approp. A/r 

j 904 11 

4 



^2,8^3 

If 

n 



1 

!3 n 

4 

To Amount c/d 

3,841 

4 

2 

4 

.-VuKHiut b/d . 


..ill 







Cash (lutotesO 

; ii: 

{9, a 







„ Approp. .A,V . . ( 

9t>4 1 f 

4 

1 

1 


£3,841 

4 

2 



£3,841 

4, ? 

5 

To Amount c/d 

4,899 

(I 

6 

5 

By Amount b/d , 

i 3.841 

4 







i 

Cash . 

1 153,13 - 






1 

] 

„ Approp. A/c . 

1- 




£4.899 

.8 

6 



4;4,89»! 8 



Jo Transfer ti Ca|dtal 




. a 

By Amount l^d . 

4,699 

8 

6 


Kmrvo A/c . 

6,000 

• 

- 


,, Cash (Inlemt) . 

195 

19 

6 







Approp. A/c /Adjust- 










UHMtt of tA! } . 

9rH 

12 

• 



£8,l>rtrt 






- 

J 



t 1 1 



r , i 
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Dr, DBBBNTURB REDEMPTION FUND INVBSIMBNT ACCOUNT » Cf, 


— — ^ 




— 






Yc,« 


£ 

t. 

d. 

Year 


£ 

s. 

d. 

1 

To Cash 

904 

11 

4 

1 

By Amount c/d . 

904 

11 

J, 


To Amount h/d . 

904 

IT 

4 

2 

By Amount c/d 

1.845 

*6 

4 


Ca&.h (iiisUlmont 










plin mtemst) 


IS 

“ 








1 £ifi4S 

i 

4 


1 


6 

4 

3 

I'o Amount h/d . 

mm 

I 

"4 

3 

By Amount c/ 1 . 

2.823 

13 

11 


,, Cash 


t 

7 








£2.923 

18 

11 



£2,828 

ii 

11 


To Amount b/d 


m 

11 

4 

By Amount c/d 

9,841 

4 

2 


Cash 

■fii 

i 

3 








0A*i 

- 

2 



^841 

4 

2 


To Amount b/d 

3.841 

E 

2 

5 

By Amount c/d 

4,699 

8! b 


.. Cash 

t.058 

B 

4 








£4.899 





£4.899 

8 

'e 

f> 

To Amount b/d 

WBm 

E 


1 

By Cash * 


- 

» 


„ Cash . . . 

PIQQI 

ffl 

E 








1 £6.000 

- 

E 



£<',000; 

- 

- 



1—1 

m 

M 



i 




^ This might naturally be in several investments instead of in one as it is 
here stated. 


At the end of the period the procedure will be as follows — 

1. The Investments will be realized, and the proceeds debited to 
Cash and credited to the Investment Account, thus closing it. 

2. The Debentures will be paid of! out of the proceeds of the 
Investments, (^h being credited and the Debenture.s Account 
debited. Tlje latter accoimt will thus be closed. 

3. Tlie accumulated profits, as per the Debenture Rt^dt-mption 
Fund Accoimt, will be transferred to Reserve Accoimt, and will be 
available as profit, though, of course, not in cash. 

QUESTIONS ON CHAPTER XV 

1. Explain briefly the treatment of bonus sliares? 

2. In what ways may rapitat be reduced in a limited company? 

3. In what different waim may Pebentum be redeenW? 

I. Explain briefly the procedore at the end of the period when Debentures 
are redeemed by means of a Sinking Fund. 

EXERCISE XV 

1, On account of helwy loesee the Directors of a Litnited' Company obtain 
power to ridae^ ifn capitw from 75,000 shares of £1 each, fully pauS, to 75,000 
shares of 15a, eaph, fully paid. Prepare the necessary Journal entry to give 
effect to this charge pi the oompanjPs capital. 

j 2. On p^ 587 ta the Balance Sheet of The ^anfc Company, limited, 
aiK lifawber. 
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REDEMPTION OF REDEEMABLE PREFERENCE 
SHARES 

Redeemable preference shares arc only capable of redemption 
whe-n fully paid, as laid down m Section 46 of the Companies Act, 
1929. Other conditions regulating their redemption, and set forth 
in the above-mentioned section of the Companies Act, 19®, are as 
under — 

I. The redemption may be provided by — 

(а) cash representing profits available for dividends, or 

(б) by the proceeds of a new is.sue of shares for that purpose. 

II. When the shares are redeemed out of profits a corresponding 
amoTint must be transferred to a “ fund." The fund is to be entitled 
Capital Redemption Reserve Fimd. 

III. The Balance Sheet mtist contain a statement of that pari 
of the company's issued capital wbidi consists of Efnloainable 
Preference Shares, together with a statement of the latest date 
such sliares are liable to be redeemed. 

On page 586 is a drart showing the book-keeping entries arising 
on the redemption of shares, and students are advised to study the 
formulae it contains. 

Note. The word “ Fund " is the word provided by statute and 
must be used in the title of die Reserve created the time of the 
redemption ot redeemable preference shares. Technically, the word 
" fund *' is more generally applied to Reserves which are represented 
by investments. 



FORMULAE FOR BOOK-KEEPING ENTRIES REQUIRED ON THE REDEMPTION OF 
REDEEMABLE PREFERENCE SHARES 



Credit Bank A/c. 

Cash to holders of 

shares redeemed. 

{a) If redeemed at par. 

(b) If retlcemed at a premium. 
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BALANCE SHEET 

Capitai,. 'll I 

Nfiiiunal— Patent A/c at xost . . 

100,000 Preference Leasehold Work^ A/c *3,820 

Shares of /I each 100,000 Machinery and Plin: c 4,120 

100,000 Ordinary Sundry Debtors 1,241 

Sharosof each 100.000 Stock on hand . 4.921 

Advertising Suspense A/c . 2.000 

^^200,000 Preliminary Expenses A V 400 

■ ■nr -.rt.-wyn.ii Profit aiicl Loss A/c . . 1,482 

Issued — Cash in han'l . . * 28 


74,720 Prcicrence 
Shares of each 
fully paid. . 74,720 

42,(>33 Ordinary 
Shares of i 1 eacli 
f III! V paid. . 42.633 

117,3:^3 

Sundry Creditors . 14,000 : 

Hank Overdraft . 1,328 

/132 681 3il32,H81 

The Company proved' unsuccessful, and resolutions were passed lo carry 
out the following scheme of reconstnn l ion : (1) That the /I Preference Shares 
be n'duced to an equal number of fully-paid shares of 10s. each. (2) That th< 
3^1 Ordinary Shares be reduced to an equal number of fully-paid shares of 
6s. 8d. each. (3) That the amount thus rendered available for the reduction 
of the assets be apportioned as follows: The Preliminary Expenses Account. 
Profit and Loss Account, and Advertising Suspense Account, to be vMitten 
off entirely; £1,200 to be witten off the Leasehold Works Account; £1,400 
to be written uff the Stock Account; 20 per cent Depreciation to be written 
oil the Machinery and Plant Account, and the balance available to be written 
off the Patents Account. ^Prepare a Balance Sheet giving effect to these 
proposals. {London Chamber of Commerce.) 

3. A Company, witli a paid-up capital of £200,000 in £i shares, having 
accumulated a Reserve of £60,000, resolves to capitaluc £40,000 of it by 
issuing to the shareholders 40,000 bonus shares of £1 each, fully paid, each 
.sluirehoUltT to receive one bonus share for every five shares held m the Com- 
pany. Make the Journal entries required to record the transaction. 

0 4. A Company with a nominal and issued capital of £150,000 in £1 shares 
I5tt. per share paid, declares a bonus, out of the Reser^^e Fund, at the rate of 
33}* j>er cent on the paid-up capital, with the object of making the sliarcs 
fully paid. Make the Journal entries required to record the transaction. 

5. A Company borrowed £1S,Q00 on Debentures, at a discount of 5 per cent, 
repayable of par at the end of bm years, and decides to provide for redemptirui 
by means of an annual Sinking Fund at 5 per cent compound interest. Show 
the subsidiary book entries, the Ledger Account affected, and explain tlAe 
procedure at the end of the period. 

6. A Limited Company has a balance of £10,500 at the credit of its Profit 
and Account, and instead of 4j(Qclaring a dividend, it resolves to use the 
profits to pay off £10,000 Debentures, now due, at a premium of 5 per cent. 
Make the necessary Journal and Cash Book entries and show the Lcdg?'r 
Accounts affected. 

7. A Umited Company issued ilSfiOO Debentures at a discount oi 5 per 
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cent, rcpayabla at pat by annual drawings of 1,875. Show the Cash Book 
the Ledger Accounts affected. - ^ 


8. A Limited Company has power under ita Articles of Associatjon to 
apply its profits to the purchase of its Debentute Stock in the open market 
and to cancel same. The amount standing to the credit of Front and I^iss 
is £8,500, and to the credit of Debenture Stock Account £32,000. The Com- 
pany's bank balance is £1,800, and the directors decide to expend £8,500 of it 
m purchasing and cancelling further Stock, the market price of which, inclusive 
of all charges, is 93 per cent. Show the Ledger Accounts, etc., affected. 


REVISION EXERCISE XV 

1, George Dixon, a shareholder in Rayon D'Or, Limited, had applied for, 
and was aliotted, 20Q Ordinary Shares of £1 each. He duly paid 5s. ptrr 
share on application and 5s. per share on allotment, in accordance with Die 
conditions of the issue. A call of 5s. per share was made by the directors, 
and was payable on 1st August, but all applications for the amount due from 
him were ignored by George Dixon. Under the provisions of the Articles 
of Association, the shares were forfeited by Resolution of the directors on 
December. Give the entries, recording the above transaction, which wr>uki 
appear in the books and accounts of the Company. {Royal Society of Arts, 
Accounting.) 

2, Explain, briefly, the meanings of the undermentioned term5 as applied 
to Assurance companies— 

Quinquennial Valuation. Loading. Half-credit Policy. Industrial Policy. 

Re-Assurances. Bonus. 

If any of the above items would affect the annual accounts, explain, briefly, 
where they would appear. (Royal Sociciy of Arts, Art;ouniing,) 

3, (u) Explain — ^and illustrate by pro forma Journal entries — the three 
ways a <x>mpany may provide for the redemption of its debentures. 

(b) Under what circumstances may bonu.*^ shares be issued? Supp4.»rt your 
answer with an illustration of the way a company will record Die issue of such 
shares. 


4. The following represent the balances of the L^hdon books of the Eastern 
Company, Ltd., as on 3Ist December, viz. — 


Share Capital (70,000 shares 


of £V each, fully paid) 70,000 
Bills Payable . . , 5,500 

Bills Receivable . . 2,000 

Investments at cost • . 14,000 

Qeneral Reserves . . 8,000 

Stocks on hand. • , 600 

Debtors * , . . 3,000 


Reserve for Doubtful Debts 
Creditors .... 
Payments in Advance 
Properties 

Profit and Loss , Dr. 
Rangoon A/c . 

Cash at Bank ^ 

Cash in band 


£ 


100 


5.000 

500 

25,000 

21,200 

18.760 

3,500 

40 


Jit; Bills Receivable aggregating £4,000 were under discount. 

Tne foitowiug statement of Assets and Liabilities at 31st December was 
received from the manager of the Company's Rangoon Branch, viz.— 


Cash at Bankers , . 
Cash in hand ' « 

London A/h (£17,9^ 
fs. lOdd * ' ' 

. General Keserves . 
Shocks oh hand 
;Adyahi(^ to Natives 




Rs. 

185,372 

19,269 

269,071 

nm 

327 , 595 ,' 


a. p. 
5 - 


6 

14 

3 


'H 


U*, a. p. 

BnUdiiw*, Pioat, tftc. 46,280 12 ^ 
. , V 87,669 13 6 

l^ymMitslJ^AdviMiee 9,000 - - 
llMMve for Ponfititil 
Ddbte ; • . ' , 2,000 - - 

.,w ' ; 64S,12(I ’S'- 
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The apparent difierence, between the balance of the Rangoon Account in 
i^lthe I^ndon Books and the London Account in the Rangoon Books, coni^ists 
"‘'M items in transit. You are required to prepare an amalgamated Balance 
Sheet as at dlst December. 

The rupee to be taken at Is. 4d. (16 annas l rupee, 12 pies » 1 anna). 
(Chartered Acc&utUanis.) 

5. Messrs. Crone, Derrick, dc. Co., Ltd., Railway and G«acral Contractors, 
whose head olEces and works are at Porthampton, are engaged on two large 
contracts, as follows — , 

No. 1 Contract, Light Railway for the New Forest Light Railway Co , 
I.td., at a contract price of jflSO.OOO. 

No. 2 Contract. New Hotel for the Sussex Development Co.; Ltd., at a 
contract price of 10,000. 

No. I Contract was commenced in January, and 

No. 2 Contract in March. 

On 31st December the following balances stix>d in the btxiks of the Company 
in respect of the.se contracts — 


No. 1 Contract. 

Plant and Machinery 

£5,000 

•f 

Purchases . . « 

30,000 


Wages and Salaries 

43,000 

»* 

Sundry Expenses . 

2,500 


Cash received on account 

£60.000 

No. 2 Contract. 

Plant and Machinery 

3,500 


Purchases 

80,000 


Wages and Salaries 

56,000 

tf 

Sundry Expenses . 

1,500 


Cash received on account 

£120,000 


The value of materials on hand and work hnished but not c^iihed for was 
follows : No. 1 Contract, j£2,500 ; No. 2 Contract, j£6,500. In the case of 
No. I Contract, 80 per cent of the amounts certified for was paid to the con- 
tractors, the remaining 20 per .cent being retained until completion. In the 
case of No. 2 Contract the retentions amounted to ^22,500. 

Make out accounts in respect of each contract Deal with the Plant and 
Machinery employed on the contracts in the way you ;:onsider best, stating 
your reason. Show the profit earned in resp^t of each contract, and say 
what you consider the Company would be justified in carrying to Profit and 
Loss Account in respect of them on 31st December. (Chartered 4cc4Htniants.) 

6. The X Mining Co.. Ltd,, having its registered office in London, remitted 

to its manager In West Australta during the year the sum of j£5,600. At the 
end of the year it .^received from its managers returns showing expenditure as 
follows Wages on Devel^ment, £1,000, Wages on Mining and Miliing, £1,200, 
Salaries £S0u, Stori^ Sua 4«T Expenses £260. puring the year st6res 

to the amohnt ol,^£5w had been .u^ chargeable against i£velopmeiit, and 
£700 chargeable against mining aad m^ing. Bafiion sold had produced 
£2,4Q0> and the estimated amount of bnUion ufieohl was £500. Show the 
Journal in the l{«ad,.Qffioa hooks. (Clhafteited InsHtuU of StcreUiries.) 

.f ' i" ' . 

7. The Wayside Booted., LJ^V was. Registered with a nominal capital dl 

£50.000, divided into t6,OOOpre»«rm^ each, afld800,0<K)<Aliiaiary 

Shares of is., eatK 

. On '31at Decombor, a Trial Balance, containing tbs foRowtug Salani:^, 
as shbiim an; page $00, was extracted from the books of the Comptuiy. 
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i ^ d. 

Oidinary Share Capital 
A/c * . . . 35,820 - 

Preference Share Cap- 
ital A/c , . 10,000 - - 

Pension Fund . 4,980 - - 

(Joodwill A/c . . 5,000 - - 

Debenture Capital (100 
5% Debentures of 
£50 each . . 5.000 - - 

Pension Fund Invest- 
ments . . 4,540 - - 

Stable Expenses . 421 - - 

Machinery and Plant 
A/c . . , 7,453 - - 

Transfer Fees received 1 10 - 

General Expenses , 939 - - 

Cost of Trade Cata- 
logues . . . 256 - - 

Bank Charges . . 17 - - 

i Company's contribu- 
tion to the Pension 
Fund . - . 500 - - 

BfiUUb paid to em- 
ployees . , 763 - - 

Gas, Electricity, and 
Watei . . . 1,367 - - 

Manager’s Salary . 1,300 - - 

Purchases . . 97,651 - - 

Purchase:) Retuin^ ♦ 1,243 - 

Interest paid on De- 
bentuies . . 238 10 - 

Directors' Fees . 250 - - 

Boxes and Packing . 674 - - 

Bills Payable . . 2,162 - - 

Discounts Allowed . 1.251 - « 

Discounts Received . 1,978 - - 


£ s. A 

bales, . . . 131.276 - 4 

Sales Returns . , 946 - - 

Carriage . . . 3,460 - - 

Stock in hand (Iht 

January) — 

Finished goods , 11,264 < - 

Materials and un- 
finished goods , 8.457 - - 

Cost of Repairs to 
Machinery and Plant 293 - - 
Debtors as per Sales 
Ledger. . . 16.245 - - 

Creditors as per Bought 
ledger. . . 11,747 - - 

Bad Debts wTitten ofi 315 - - 

Factory . 7,299 - - 

Postage and StatioTuiy 444 - - 

Homes and Van 3 . 946 

Audit Fee and Legal 
Charges . 274 - - 

Rent, Rates, Taxts, 
and Insurance . 1,173 - - 

Office Salaries . . 4,216 - - 

Bills Receivable . 1,931 - * 

Advertising . . 470 

Freehold Land and 
Buildings . . 18,442 

Cash at Bank . 3,259 

„ (Pension 

Fund) . . 440 ■ - 

Cash in hand . 75 - - 

Profit and Loss A/c 
(Debit Balance, 
brought forward 
from last year) • 1,236 - - 


Before closing the books, the following adjustments arc necessary-— 

1 . One month's carnage is owing and has not been passed 

through the books . £472 

2. Rent due to landlord but not provided lor . . , 150 

3. Value of Unexpired Insurance Premium . • 197 

4. Wages paid in advance 84 

5. Reserve to be created for Bad Debts .... 750 

6. Write off the following deprcciatioDS — 

^ {a) Machinery and Plant . 10% 

(/»} Horses and Vans . 

{c) Land and Buildings 

The stock as on dlst December was valued as follows— » 

Finished Goods j£13,241 

Raw Materials and Unfinished Goods .... /$,I92 

You are required to prepare Trading and Profit and Loaa Accounts tor 
the year ended 31st December, and a Balance Sheet as on that date. {Undoti 
Chantbsr pf Cmtnpfee,) 



CHAPTER XVI 


AMALGAMATION, RECONSTRUCTION, 

AND REORGANIZATION OF LIMITED COMPANIES 

Amalgamation. Of recent years there has beoi an incteasiiw ten- 
dency for companies engaged in the same or similar classes busi- 
ness to combine and amalgamate, their purpose being to effect 
economies by eliminating wasteful duplicaticm of mcpenditure and 
also to decrease the risk of competition. Many different methods 
are adopted, varying according to circumstances and the wishes of 
tl^e directors and/or shareholders of the companies concerned. 

The principal forms of am^amation may be described thosr- 

1. Formation and promotion of a new Qfurehasin^ company to 
take over the assets, etc., of two or more existing comi>anies, the 
latter being wound up on completion of the transfer. Alt<^atiycdy, 
the now company may become a "holding company, i.e. it 
acquires and holds the shares of the existing compames who retaiu 
their separate existence. 

' TT^Jima^anudion by absorption, where one existing company pur- 
chases and' takes over the entire busineai of another company, and 
the latter is wound up. 

3. AmatgamaHon ey the acquirement of a controUing interest, 
whore one company purchases not less than three-fourths of the 
issued capital of another company, and both compames retain 
their separate existence. 

AMALGAMATION BY FORMATION OF A NEW COMPANY; 

THE OLD COMPANIES BEING WOUND UP , 

A striking example of this method of amalgamation was the 
rumbination into four distinct groups of the railways of Great 
Britain, each group consisting of several compames whose assets 
wore transfenm to one new company. The old companies ceased 
to exist, and tlie new company issued fresh stock certificates to 
the .shareholders of the old companies in accordance with the terms 
arranged. 

In the amalgamation of limited companies, it is necessary first 
to obtain the shareholders' sanction to the scheme of amalgamation 
and the sale of tlic assets to the new ctnnpany ; and then to appoint 
liquidators whose duty it is (1) to cai^ the scheme into effect, 
and (2) to wind up the vendor companies. The liquidators, how- 
ever, really act as the vendor to the new company, ftiOT whom 
they receive the purchase consideration (usually fully-paid shares 

5»i 
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of the new company^ but sometimes partly cash and partly shafes 
or debentiires). The cash and/or shares, etc., is distributed to the 
shareholders of the old companies. ' ^ ' 

Cl osing th^ Books of the Old -Companies. The precise procedure 
v!ixm^si!!;»9X^ ^ terr^ am^ed for the transfer of 

the old companies' businesses, e.g. whether the new company takes 
over the cash as well as the other assets and discharges the habilities, 
etc., or otherwise. V. The following formula, which is expressed in 
general terms, may be found useful. 

1. Open a " Business Realization Account," debiitHg this account 
w4fh the assets taken over and crediting it with the liabilities trans- 
ferred. The contra entries appear in the various assets and liabilitii's 
accounts, which are now closed. 

2. t)ehil the new company and credit " Business Kcalizatiun 
Account," the balance of the latter account being transferred to 
a " Sun^’ Shareholders’ Account." A credit balance indicale.s a 
profit on realization, wliilst a debit balance represents a loss, in 
some cases, however, the net assets are taken over at the book 
v^ies and thus neither a profit nor a loss occurs. 

.. ' 3. Open a " Shares Account," debiting it with the value of the 
.=>}!ares received from the new company. If the purchase considera- 
tion inicludes ca.sh or debentures, additional accounts arc opened as 
may.te r^uired. 

Debit the " Sundry Shareholders’ Account " with the amount 
oiF shares, debentures or cash distributed, to the shareholders and 
credit Shares, Debentures or Cash Account, as the case may be. 

Close the Share Capital Account, Reserve Account (if any), 
and Profit and Loss Account by transfer to the Sundry Shareholders’ 
Acttdvmt. 

Wh^ the old company retains its cash balance, discharge^ 
its liabilities, and pays its own expenses, these transactions are 
pa^ed throt^h the Cash Account, the expenses incurred being 
dented to the " Business Realization Account." 

Piacthmal Certificates. Occasionally the allotment of shares in 
the new company involves the issue of fractional certificates. Tor 
e;cainpie^ the Batcedo Co. issues 200,000 shares of (,\ each as pur- 
chase consideiation to the Bat Co., whose issued capital is ^150,000 
only aisd, therefore, four shares in the new cos^any are issued in 
mctsiaii^e for three shares of the old cmnpany. ‘nius, a shareholder 
owning ten shares is ei^itled to 10 X | 13| ^ares in the new 

c(nn]»ny. Two methods are available for dealing with the frac- 

tions iwts, via.— 

1. Fracti^i^ certificates are issn^ and shareholders must dthcr 
sell tiiem or ^y a^tiomd fiaotiouid certificates to make up a : 
wh^ share. Dpohiutmifier of the req^stte fniotiai^ cerUficatcis,: 
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(2) Hie company sells sufficient shares to re^vesent' the total 
fractional parte and distributes the proceeds to the memb^ entitled 
thereto. 

Fractional parts of a. share may also arise under reconstntcdbn 
schemes or schemes for the reorgankatum of the share cafntal and 
are dealt with as outlined above. 

DISTRIBUTION OF SHARES, ETC., TO THE OLD 
SHAREHOLDERS 

Tlie liquidators of the old companies prepare. a Share Distribu- 
tion List, showing the names and addresses of the old shareholders, 
and particulars of their shareholding in tlie old and new com- 
panies. If fractional certificates arc involved, or if the purchase 


SHAKC DISTRIBUTION USl 

LKri'UAND Kounu. 


1 

1 

! Nauji 1 


Shares in Old Ccnupany 

ct]d 1 



Address and 

Old 

1 No. 1 

1 

DistiftctlTe 

Kumherv 

Shaw 1 
Led. Fo. 

Sunaame 

Chrislian 

Occupation 

Kaiups 

1 

Xo. 

1 Shart^fi ’ 

IrojD 

To 


i 

1 

1 

1 

1 

1 

1 

1 

i 

! 

i 

i 

! 

1 

1 

I 

1 

1 

1 ! 
1 

1 

i 

1 

1 

! 

i 


KiohT’MAiiv Kvumo. 


ShtfM iDi New CooipMy 






Hew 

Stuini 

Led. 

F0. 


Cash Paymeat 


Chq. 

No. 


KeiDaiite; 


Antouat 
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consideration includes the issue of debentures or a cash pa 3 msfent 
to the old shareholders, additional columns must be provided for 
those particulars. A duplicate of this list is handed to the new 
company, and forms the basis of the allotment a',id entries in the 
n^ share registers, etc. 

The entries to be made in the new 
conp^ahy’s books are as follows — 

- >1. Debit each asset account, including goodwill, and credit 
*' Business Purchase Account,” with the total. 

2. Debit '* Business Purchase Account " with the total of the 
liabilities taken over, and credit the separate liability accounts. 

3. Debit “ Business Purchase Account," and credit the liquidators 
of the vendor companies with the agreed purchase price. 

, 4. DM the liquidators of the vendor company with the total 
allotment of shares, debentures, or cash paid (as the case may be) 
in satisfaction of the purchase price. 

5. Where the new company obtains the benefit of any reserves 
or undivided profits, the Business Purchase Account wUl show a 
credit balance as the total value of the assets transferred will be 
in excess of the combined total of the liabilities and purchase price. 
Tins balance should be transferred to the credit of a Capital Reserve 
Account ; it is not permissible to use it for revenue purposes. Pay- 
ments for liquidation or preliminary expenses in connection with 
the acquirement of the business may be debited to this account, 
and the balance utilized for the reduction of goodwill. 

6. If the combined total of the liabilities taken over and the 
purchase price is in excess of the total value of the assets, the 
^ilerence is debited to Goodwill. 

7. In some cases, the new company makes a fiwtlicr capital iss\ie 
to provide additional working capital. The entries required for such 
issue will be identical with the entries for new companies discus-sed 
in Chapter XII. 

Exai^le. The Bat Co., Ltd., and the Cedo Co.. Ltd., agree to 
combine and form a new company under the title of the Batcodo 
Co., Ltd., with a capital of £300,000 in £1 shares to acquire their 
businesses. The sale contract provides that the new company is to 
take over the whole of the assets ^d liabilities of both companies, 
the consideration being the issue to the Bat Co. of £200,000, and 
to 'the Cedo Co. of £75,000 in fully-paid £1 shares, the latt(T com- 
pany also to receive £7,500 in cash. 

the new company is to pay the U^uidation expenses of the Bat 
Co. (£900) and Cedo Co. (£600), and its own formation expenses of 
£1,500, these amounts to be cha^d against the Capital Reserve 
Account. 

The Inland in the books of the vendor companies at the date 
of the amal^iamatKm were as shown at the top of the next page. 
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B.it Co. 1 

CcOo 

Co. 

Dr. 

Cr. 

Dr. 

Cr. 


£ 

\ 

£ 

L 


Issued Share Capital . 


150,000 


75,000 

Goodwill .... 

25,000 


10 , 00 (» 


Freeholtl and LoasehoM 





Property 

95 . 60 U 


45 , 2 S 0 


Plant and Maciiinery . 

35 . 2 S 0 


21,560 


Slock-in-Trade . 

18.760 


12 , 6 M 5 


Sundry Debtors 

12,655 


6,525 

* 

Sundry Creditors 


8,620 

! 

[ 5,680 

Mortgage on Property 




10,000 

Bank Balances . 

1 27.605 


1 3,130 


Ke!>crve Account 


50.000 

1 

5.000 

Profit and Loss lialaucos . 


6,250 ; 

1 

1 

3 . 5 U 0 


/ 2 14.870 

£ 214,870 i 

1 /^» 9,180 

j £99 ISO 


1 

1 


Assunie tliat the ainalgamation was duly completed and tho 
mortgage paid off. Prepare (1) the liquidators' closing accounts 
for the old companies, and (2) the opening accounts and the 
balance sheet of the new company. 


Books of the Bat Co.» Ltd. 

The principal ledger accounts arc as follows — 

Ot, BUSINFSS RI-AIJZATION ACCOUNT 


Cr. 


I 


To SuadUy AukIs 


L 


£,i U4.Z70 I - 


i 


£ 1^-4. 

By Creditor* . . j - - 

Baici'du Co. . soo.owo - - 

Sundry SUarcholdcn; . 6,350 , - * 

(BaJaace \v( tltcn od) * 


Of. 


BATCKDO CO., LTD. 


To Businm R^aliution 
A/c . . . 

(Agreed |>un:b««e 
price) 


i i 

-H 

I 

i 300,000 

I * 

1 J 

1 

1 1 

! 



1 ' 

1 


( Uy Shaies A/o 



£ ^ 
SOOfOOO j -• 


Vf. 


1 £ 

To Batredo Co., Ltd. .| «oo,ooo 

(Shaxti rtcdvtd) > 

1 

[1 £ 

By Sundry SbftrehoMets J 300,000 
(Di$u{botion oCUuki) j 

1 . 

jCD 
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/' 

lir. 

SHARE CAPITAL ACCOUNT 

Cf, 



Books of the Cedo Co., Ltd. 


Dr. BUSINESS REAUZATION ACCOUNT Cr. 


assarstr-': 

To Snadry Aaeeto . 

rfj 

i i w 

By Creditors , 

T, Murlitacte . 

,, Batcedo Co., Ltd. 
Suxulry Sbarebcddm . 

p- ... 

5.^0 
j 10,000 

1 8^.500 
‘{ r,<Kio 




j -j| 


j £90,180 

! 1 
hi 
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Of. SHARE CAPITAL ACCOUNT C>. 




nn 

BH 


s\(L 


To Sundry ShCLrebotden . 


HB 


''i " 


Dr. RESERVE ACCOUN'T Cr. 


1 

1 

£ !i.|J 



T' 

s.d. 

To Soitdrr Shireboldfcrs ,[ 

1 -j 


By Balai.^e b/f 

5,000 j 

\ “1 “ 


Dr. PROFIT AND LOSS ACCOUN'T Hr. 


; 

1 f i*. 

ii: 



r * “7 

: £ , r. d* 

1 To Sur,diy ShatoliOklv i-s . 

: 3,500 r- 

. 1 ; 


By Balaiice b/f 

, 3,500 . 


Dr. SUNDRY SHAREHOLDERS C >. 


1 

c 

/ i; ’ 1 


I i 

jd. 

To Sbau't Difitiibuted 

75,000 


By Capital A/c 

. : 75>0f-'0 


„ OrH 

7,500 

-I -g 

„ Rfivervc A/c 

.'1 5,000 

- 

„ BuHunesfi Rrallratiofi 


'• 1 

„ Profit and . 

.• 3,501^ 


A/r . 

j 1,000 1 

J-iii i 


,1 

1 1 

{ 

1 

1 £B3,5oo 

bi... 





Books of the Batcedo Co.^ Ltd. 


Dr, LigUlDATOR OF THE BAT CO„ LTD. Cr. 



■' i 

1 1 

*• 

dj] 

[ - - -T-r' 


To Creditofi (bubUitics 


. 

Hv Sundry Aucts . i4i4.Bro , 


taken ovfj) . ' S,6iO 


-H 

?< j 


„ ShATva iaeiird in Pay' \ 

1 

•; 1 

fi ; 


menl of Purcbaao , i 30o,ooo 

•*< 


ji * 


„ DAbtiTV'C Traoslerrfd to 


1 

if 1 


Rfw'ivo . . , 6, *50 

1 ” 


j V 


£4 

H 

4 

£| *i i.sro ' 


Dr. ^ ’ UQUIOAIOR OF THE CEDO CO., LTU Cr, 



To Cn^bora flitibdltidi 

... 

r, Mdd 

tp 0 , . , 

,4 Sbac^ in Pni 

Payment ■ . 

„ Caali»>*'>BiiaAc« Of iVr>^ 
cbafii? Prico , V 

f, iiaitfdtianitd W 

, R«Mrv«, 

iQkOOO 

^^J0OQ 

7.500 

, 


1 ■- 

By Sundry Aeseia . 

1 

T'l 

fid , 180 1 - 

1 

' \ 

j 

d. 

' 1 



s 

Ji 


, 1 


br 
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Z>f. SHARK CAPITAL ACCOUNT Cf. 


1 




. 

. 

By Bat Co. . 

„ CmIoCo. . 

£ s. 

200,000 I - 
75.000 ! - 

1 

1 




ii 

£ 

275,000 1 - 


Df. CAPITAL RESERVE ACCOUNT Cr. 


j 1 

£ 

s. 

if. ' 

i 

£ 

j. d . 

1 To Cash — Bat Liquidation 



,1 

By Bat Co. 

6,750 

.. 

Expenses . ' 

900 

- 

_ j 

„ C^o Co. . 

1,000 

- 

.. „ Cedo Liquidn-: 







tion Expense'S . • 

600 

- 

-‘1 




‘ „ „ Rrel uiiinary Ex- * 



ii 



1 

' peuses , .1 

1,80a 

- 

"! 



1 

* „ Balance c/d . .| 

3.950 

1- “I 





! i' 

£ 7 ,a 5 o 1 




£7.250 ' 

h" 

1 '1 

1 ;> ( By BaLiuce b/d . . ! 


ffT 


t)T, CASH ACCOUNT Cf, 





t. 

ii; 



I'o Cash uatiblcired from 




By Cedo Co., Mortgage [I 

paid od . . io,rx>o ' - - 

> Bdl Co. . 

27,605 

— 



,, CedoCo. . 

1 3.150 



CetUi Co,, llabace of 

: i 




i 

Purchase Price 

; 7,300 , - - 

1 } 






: „ laquidatiou Expenses, 






I ; Bat COr 

1 qoo j « - 






j CedoCo. . 

' 600 1 - 






! i Preliminarv Exiienses . 

1,800 1 - - 







„ Balance c/d 

9.935 ! - - 



£30.735 ‘ 


- 



j £30.735 , - - 


To Balance b/d 

Lm 35 ; 

; J 

JT . . 




BALANCE SHI LT 09 im BAICEDO CO., LTD. 


fj’ 

LiabilUirs ;j 

Nouioftl Capital. 


hi, 4. 


‘GoodwiU 


Aiuti 


Shaccs of £i «ach 


.|j 300,000 1 -^1 -{] Erefbold and LraMhoUl Pro- [| 


iHoed Share Capital: 27^^00 
Shares of £1 earUi fully paid 
CapiUI Reserve A/c , 

SoB^ Creditors 


375.000 

3.950 

14.300 

-i 

[ 395.250 





i Plant and Machinery 
‘ Stock-Ui-Trade , 
Sundry Debtors 
Cash 



Amakamatioa by Formation oi a “Holding C ombang ,** This 
m^ithod' ir f 'ffle oM^rompanics 

their separate existence, and the new company either — 
(1) Purchases tire shares of the old companies for cash, in which 
ca^ the entries requited are a debit to Investment Account and a 
cr^it to cash for the amount paid for the shares ; or 
, Allots and, issues its own shares in exchange for the shares 
' bid com{^nte8f By this method, the entries required are 
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a debit to Investment Account and a credit to Share Capital 
Account. ^ 

Wliichever method is adopted, the financial books of the old 
companies are not affected; all ^at occurs is a change of share- 
holders, and this change is effected by the execution of transfer 
deeds in the usual maimer ; the entries recording the transfers being 
made in the Register of Transfers and Share Ledger. 

'fhe new " holding " company makes a public Issue of capital 
to provide itself with the necessary funds; the financial books 
recording this issue being written up in the ordinary way. Nomin- 
ally, the assets of the new company consist of shares in. the old 
companies, but, in reality, the " hokiing ” company is the absolute 
owner of the old companies’ businesses. 

An^ganution by Absorption. Where one company acquires the 
bu§lf!l!'§‘§"df another, the latter company going into liquidation and 
its separate existence being tenninated, the transaction is described 
as " amalgamation by absorption." Usuidly, the purchasing com- 
pany acquires the entire undertaking, i.e. it takes over the whole 
of the assets and also discharges the liabilities, but in some cases, 
only the assets arc transferred, the liabilities being paid by the 
vendor company. 

\ practic.al ^oint which arises for consideration is tjiat. the vendor 
cofrfpltiiyvbusihes^ inay be- a valuable one and the snie' conse- 
quently, results in a profit to the shareholders, such profit ^itig 
(1) from a higher price being paid for Goodwill tKah the amount 
at whitih' it'Sfhnds in the company's books, (2) the reserves 
longer required, and (3) the market value of the purt^tsing com- 
pany’s shares (which form part of the sale consich'ration) being 
greater than their nominal value. In some cases the market price 
of the shares may be at a discount, but as this probably will be 
taken into consideration when fixing the purchase price for the 
absorbed company’s business, the absorption may still show a 
profit to the sWeholders. In order to show tlie transaction in its 
true aspect, the vendor company should pass the shares received 
through its books at their market value. 

With the purdiasing company, however, different considerations 
arise, and the shares issued in payment (or part payment) must be 
dealt with on the basis of their nominal value. Tlius, if comp.any 
A, whose £1 shares stand at a premium of lOs. per share, purchases 
the undertaking of company B for £150,000, payable in fully-paid 
£1 shares, and the net assets acquired (i.e. tlie excess of total assvUs 
over liabilities) are valued at £230,000, the purchasing company 
apparently maices a profit of, 5 ^ 0 , 000 , as it acquires aasets wtjrth 
that amount in excess of the purchase prio*. The real effect of 
the transaction is, however, that company A issues shares of the 
total nominal value of £150,000 at a premium of £80.000, and the 
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latU'f amount must be credited to a Premium on Shares Account. 
The true intrinsic value of a share is not its nominal value but its 
market value, ise. the price at which it may be bought or soltl ; 
and it will be seen that the shareholders of the vendor company 
receive, approximately, the true value of the assets transferred. 

Generally, the piircha-se price is fixed after a detailed valuation 
of the assets and liabilities has been agreed upon but, in some 
cases, the practice obtains of settling the purchase price on the 
basis of the market value of the vendor company’s shares. Tor 
example, if company C, who.se shares stand at 5s. jrer sliarc prcmiuini; 
has an issued capital of £80, (HK), this indicates that the market 
estimates the total value of the net assets, in round figuriis, at 
£lCKt,000, Now, if the undertaking is absorbed by conipany 1) 
on this basis, the purchase price payabh; is £100,000, whatever the 
•H)ok value of the as.sets may be. Usually, they are somewhat 
less, and the purchasing company must revalue the assets and make 
the neccssar>‘ adjustments. Floating assets and liabilities must 
appear at their actual value, whilst the surplus of the purcha.se 
price over the book value of the remaining a-ssets is attributable 
cither (1) to an increase in value of some of the fixed assets (land, 
property, etc.), or (2) to the value of the goodwill, 
wuxample. The Balance Sheet of the Dale Co., Ltd., at 31st 
December, 19..,. is as follows— 


Ltabihfies 

£ 

As^ts 

{ 

Capital 


Land atid Bui Id in gs 

75.000 

120.000 sharusoi/1 each. 


Plant and MibChint^rv . 


fuUv . 

120,000 

Stock- iJi-Tradc . 


Reserve Fwnrl 

60,000 

j Sundry lMbtT>rb , 


Sundry Creditcirs » 

21,250 

tl^Ca^h at Banker? . 


Pp>fU and A/c, 

j 

' '('ash in Hand 


Balance at Credit 

! 

6,528 




Cim.m i 


£207.778 






The entire undertaking is acquired — as on the above date —by 
the Somerton Co., Ltd., the agreed purchase con.<iideration. being 
the pa 3 nment in cash of ^noOjtWO and the allotment of two fnily 
paid£l jshares (market vauuc per share) of. the Sofnerton Co. in 
extm^ge for. each three shares of the Dale Cb, the liquidation 
cxpetises ol .tbe A-endor company amount to the balaticc 

of the ^bi consideration being (^tributed fro amonigst the 
shareholders, 

Close the boolts ttf Ae vendor corhpany. and show the (q>enmg 
entries, in the' bocdcs of the intrchasing comptmy to teeord 
.Stcquisifion of the bui^ss. 
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BocAs of the Dale Co., Ltd. 

journal"; 


Realization Account . . 

To Sundry Assets .... 
being total value of assets acquired. 

Dr. 

i 

Sundry Creditors .... 

Dr. 

21.250 

To Realization Account . 

, 


being amount of liabilities taken over. 



Somerton Co., Ltd. .... 

Dr. 

200.000 

To Realization Account . 
being agreed purchase pricc. 




Shares Account .... Dk 
Cash Account . . . . ... 

To Somerton Co., Ltd. . . . , 

being payment of purcbaao cousideraLion ; 

100.000 in cash, and 80,000 shares of 
each fully paid, valued at 25s. per share. 


Realization Account .... Dr» 

To Cash ...... 

being payment of liquidation expenses. 


Share Capital Account , , . Dr. 

Reserve Fund . . . . . „ 

Profit and lx>ss Account . . * „ 

To Sundry Shareholders 
being transfer of balances. 


business Realization Account . 

To Sundry SliareUolders 
being trausft^r of profit on reaUz;ition 


Sundry Shareholders , .Dr. 

To Shares 

To Cash ...... 

being distribution of I6s. 8d. m the I in 
sliares and I6s. Sd. in the £ in cash. 




Tlie twjo pi^d|>al kdger accounts are as follow^ 
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Dr. Sl'NDKY SHAKF.HOr.DERS Cr. 


To Shares 

i 


Bv Share Capita! 

/ 

12!)^ 000 

80,000 / t sluuo^ 



„ Reserve FunO 

OO.Ot^O 

at 25s. . 

100,000 


,, ProfiijiDfl Loss 

0.528 

,, C-ash 

98,500 

! 

1 

Rc'alization 

Accoiinl 

1 L972 


il08,.S0O j 



/19S.500 


\ 



! 


Books of the Somerton Co., Ltd. 

jOUKNAl. 



i 

L 

J-aml and Buildings i 

75.000 


Plant ami .Madinu ry „ 

50.450 


Stock*u\-Trad».* „ 

45,575 


! Sun Irv Debtors „ 

58.250 


C;U'h at liMiK'tTS „ 

12,380 


Cii' h in llaiul „ 

123 


To LiquuvU<ir uf the D«ilo Co , T.td. 


207.778 

value t>{ assets acquired 



Liquidator of the Dale Co . l.td. />> 

21,250 


To Sundry ('n-ilitors . . . . i 



being liabilities taken over. 



Licpiiclator of the Dale I'o.. Ltd* Dr 

: 186,528 


To Share Capital Account 


80,0(10 

b-ing allotment of 80,0u0 shares of £1 ear h, 



fully paid. 



To Cash 


100,000 

„ Pp*miiun on Shares Account . 


6,528 

being excess value of the net as'-ef over the 



Quminal value of shares and cash paid. 




Tlic Ledger Account for the liquidator of the Dale Co. will appear 
as follows — 

Dr. LIQUIDATOR OF TH1-: DALE CO., LTD. Cf. 


■ 

To Sundry Credi- 
tors . , 

,, Sliare Capital . 
„ Cash 

l^jnr;minin on 
Shares n ■ 

i 

21,2.50 

80,000 

100,000 

6,528 


By Snndry Assets 

L 

207,778 



1207.77^^ 



/207,77a 



! 
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Amalgamation by the Acquirement of a Controlling Intoest. 
Utulor this form of amalgamation, an existing company purchases 
a sufficient number of shares of another company so as to obtain 
a controlling interest in the latter concern ; the shares being acquired 
eitlicr by agreement with the shareholders or by purchase in the 
open market. The Companies Act, 1929, provides that a thrcc- 
fuurths majority of the shareholders, present either personally or 
by proxy at an extraordinary general meeting, is needed to pass 
ciatain resolutions effecting any important alterations in the con- 
stitution — or the regulations — of the company. To ensure effective 
control, therefore, the shares acquired must be not less than three- 
fourths of the issued capital. 

Tlic entries required in the books of the purchasing company are 
a debit to Investment Account (Shares in . . . Co., Ltd.) and a 
credit to cash for the cost of the shares purchased; the inve.stment 
apjx'aring as an asset in the Balance Sheet. The financial books 
of the company whose shares are purchased are not affected; all 
that occurs is a change of shareholders, the new shareholders being 
either the purchasing company itself or its nominees; the only 
entries made are in the Transfer Register and the Share Ledger 
recording the transfer of the shares. 

Both comptinics continue their separate existence, but, usually, 
the purchasing company nominates, wholly or partially, a fresh 
directorate and thereby obtains control over the other company’s 
activities. 

The term " Reconstruction ” is commonly ased 
tS^^^i^ribe a scheme imdor which a company goes into liquida- 
tion for the express purpose of selling its assets to a new company 
for partly paid shares carrying a further liabilitj’. Usually, the 
liquidating company has exhausted its working capital and, by 
means of such a scheme, the company is reconstructed and recon- 
stituted .so as to form a new company with precisely the same 
objects, the same or a similar name, and composed of the same 
shareholders, who are called upon to provide additional working 
capital. 

Rccon^Fuction sdiexnes, however, may also be initiated for the 
purpose of (1) wdening jth^ CPWpahy’si sphere of opwations by en- 
latgmg-thd "|)6wers" Untamed in its Memorandum ASsbCiatiOn, 
(2) ebangirig the doitif^ of the'e^pahy, e'gi a Scottish company 
registered at Edinburgh wishing to BlctgUMi Sompany 

with a London registratioti, or dirrjni^ into effect a compromise 
with its creditiuat and/or members, by which the creditors will acc.>pt 
shares or debenttircs in satisfaction of their debts. The Coropames 
Act, 1929 (Section 155), empowers the company to acquire the 
shares of shareholders dissenting from the sdieme or contract 
approved by the majority. 
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The term " reconstruction " is also used in connection with 
sclicmes for reductiiHi of capital ; this phase of the subject is dealt 
with in Chapter XV. 

Entries in the Bodes. The entries m the financial books of the 
old company are similar to those for the hquidation of a vendor 
company in an amalgamation For the new company, the entnes 
are upon the same hnes as for a new company acqumng a vendor’s 
busmess m exchange for shares credited as ftm or partly paid. 

When paitly-paid shares are issued, the entries for the additional 
capital called up are made in the ordmary manner. (See Call 
Accounts, page 391, and C/Sll Books, page 499.) 

Reorganization. Jhis term is generally usod to deno te the le - 
arranepmenl of a 


5n ot shares ol Oitterent classes. <>* 'fn® shares 

into HXSiiMt Smipte consdidatjbi and thoir 

division info slih'res of lai^r amount than ej^t^ shares, Or thd 
subdivision of shares ifita sMfes of smaller 'ami^t m sanO f ioned 
Section 50 of the Companies Act, 1929, and such alterations must 
lie notified to the Registrar of Coo^anMawitinn one mondi of their 
being put into effect. 

the re-arrangements involve the revision ot preferential 
or deferred rights possessed by certain cLisses of sbareholdeis, such 
revi.sion must be sanctioned by the sharehold* rs and subsequently 
confirmed by the Court m the' manner provided for by Section 61 
of the 1929 Act. 

Reorganization differs from Reconstitiction m that the laihr 
usuatlv mvolm the li 




colrtinoff^’%.* se 




tlfe Tornilcir change is a trtailet <SF exjgd* 
bidy in r^atd to having' Us share ca^taf^VgdlE^ted. or 

study of the practical examples in this chapter slionkl aid 
the<.students' disenmmation the terms under which changes in 
the formation, control and capital, etc., of companies are treated. 

Entries in tiie Bo(^ In most cases, the on^ entries required 
are the dosure of the old sliare capital accounts, and the opening 
of new accounts to emrespond with the revised capital. For 
examfde, a emnpany has issued 100,000 Ordinary Shares of ^1 
each, and it decides to divide these shares into two classes, vis. 
50,000 PrefciTed Ordinary Shares of £l each (with prior rights as 
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to dividend and return of capital in a winding-up) and 50,000 
D.’ferred Ordinary Shares of l\ each. The joumai entry to record 
this re-arrangement will be as follows — 



. £ 

. £ 

Ordiijiary Share Capital Account . Dr, 

100,000 


To Preferred Ordinary Share Capital A/c . 


50,000 

„ Deferred Ordinary Share Capital A/c . 
being the division of the company's paid-up 
share capital into two classes in accordance 
with special resolution passed and confirmed 


50,000 



. 


Share Converaon List. Tlie niembers’ accounts in the Share 
Ledger for the Ordinary' Shares are closed and new accounts opened 
for the Preferred and Deferred Ordinarj' Shares. To facilitate the 
entries in the new share ledgers and the exchange of the old share 
certificates for the new certificates, a share conve rsion list is compiled 
in the following or similar manner. 

SHARE CONVERSION UST 


Lbft-kavo Kvuhc, 



The t^v^t^on bf share capital iiilo stock or vice versa, and other 
re-atTan^ttKEits of 'capital are. faceted in a si mil a r . manner. 
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ADVANCED ACCOUNTS 


Excbat^ of Dejientures for Shares. Sometimes, debentures arc 
issiK'd with the right, at the holder’s option, of conversion into 
shares, but in such cases it is important to remember that altlunigh 
debentures may be issued at a di.scount, shares must be p.iid for 
in full, either in cash or some other consideration. It is only possible 
for shares to bo issued at a discount, with the consent of the Court, 
consequently, unless that consent is obtained, if debentures are 
issued at the rate of £95 per £100 debentures, the maximum nominal 
value of shares that may be issued in exchange for a £100 debenture 
is £95. For example, assuming that £10,000 debentures are issued 
at £95, the entries required upon issue are indicated by the following 
Journal entry — 




! f 

/ 


Cash Dr. 

1 9 f^OO 



Debonture Dii^count Acci unt . . Dr. 

SOO 



To Debenture Account, 


10,0011 


being i.‘-.suo of 10,000 debentures at /95 




per £100. 


1 


The Debenture Discount Account is extinguished by succos>i\'e 
tran.sfers to the (K bit of Profit and Loss Account over a period of 
years, say, ten years or other period as may be arranged, according 
to the term or life of the debentures. 

When the debentures are converted into shares, the difference 
between the nominal value of the shares allotted and the amount 
of the debentures surrendered may be utilized in extinguishing any 
debit balance of tlie Debenture Discount Account, or, if the Tatter 
account is closed, tran.sferred to the credit of Premium on Sliarcs 
Account. 

If, at the end of, say, five years, the whole of the debentures in 
the foregoing example were converted into shares, and there was 
a debit balance of £250 in the Debenture Discount Account, the 
Journal entry to record the conversion will bt: — 


Debenture Account. . . . Dr. 

10 ,^ 

/ 

JUi 

To Share Capital Account 

9.500 

„ Debenture Discount Account . 


250 

„ Promiura on Shares Account . 
being conversion of ;^1 0,000 debentures into 
9,500 shares of £l each; shores allotted 


250 




. I'Furthcr,. ,a |)ebcnture Conversion List, similar to the Share ' 
^^^y^sion Lfet slHinirn,,qn the previous page, will be prepared,; the 
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Recounts in the Register of debenture Holders closed^ new 
accounts opened for each allottee in the Register of Members and 
Share Ledger. 


QUESTIONS ON CHAPTER XVI 


1. What are the principal forms under which limited companies may 
amalgatnate their businesses? Discuss their principal features. 

2. Explain how fractional parts of a share are dealt with in an amalginna- 
tion, reconstruction, or reorganization, etc. 

3. Dehiie a '' Holding Company." WTiat is the nature of the prijicipal 
assets of a Holding Comp;»ay? 

4. Outline a sclicmc for " amalgamation by absorption." 

5. How is a ** controlling interest " in a company acquired ? 

6. Define the terms " Reconstruction " ancl " Reorganization." What is 
the distinctive difierence between a reconstruction scheme and a reorganization 
scheme ? 



EXERCISE XVI 


I. The AVynne Co , Ltd., and tlie Garde Co., Ltd , agree to amalgamate 
and to piomotc a now company, to ht' regisu-red as tlic " V\ ynKavilr.* Co., Ltd./ 
with a cnjutal of /400,0()0 m £l shares, to take ov*-r their r<*S)>cctivc undei 
takings. The balances in tiv' b<K)ks ol the respccLicc companies at the dale 
of amalgamation were as follows — 


lHu«d Capltal~- 

Wynne Co., ijo.'V'o Shares of kIi 
G arde Co. lof, „ 

Speroqot Debciitu(t.b 

Goodwill 

Land and BoUdln^s .... 
Plant and Machinery • . . 

S(ock4u-Tlradi>. .... 

Sundry Creditooi .... 

Siiiid^ Debtors . . . , 

Bills Reoeivahla .... 

Ediiiocsat Bank .... 

R*‘*‘crvc 

ftoiil and Losa AeosiUit • • 


j \Vj urn Co. 

G.u de Co. 

Dr. 

Cr. 

/V. 

r,. 

£ 

£ 

£ 



150,000 


100,000 


50,000 



25,000 


IJ.tW.'O 


75,2 .V> 


42/>5r> 


35,4 


r‘'.7l5 


42,076 

35,628 


19.058 

4S,534 

2 .C 234 


15,620 


4.257 


16,90a 

SO, 000 

1.234 

5,1>00 


5.724 


3,6->2 

£261,352 

£26i.35a 

£ 138,640 

£228*640 

1 

i 


The Gonsidcimtkm for the ude of the respective undertakings to the new 
company is — 

Wynns Co, ; the allotment of ISO, 000 fully -paid shares of /I each, a 
payment of ^p0,000 in cash and the discharge of the debenture debt at ^ .. 
premium ol 5 per eenL ^ ' 

Cards Ca. : the allotment of 100.000 fully, paid shares of £1 each, 
payment of iflO^OOO in cash. " " 

The old companies each ray their hqmdation expenses, which amount tn 
1^000 for the Wynne Co. and /4S0 for the Garde Co, The forniaiion . 

of the new company amount to /L200, ' ' : 
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The new company makes a pnblic issue ol lOO.OQO shares to provide addi- 
tional working capital ; the issue is fuRy subscribed and paid for in fill] on 
allotment. Close the books of the old companies and open the new company's 
books, drafting the first Balance Sheet. 

2 The Ess Co , Ltd.« had an issued capital of ^5,000 consisting of 50,000 
Ordinary Shares ol £l each, fully paid, and 45,000 7 per cent Cumulative 
Preference Shares ol each, fiiUy praid 
The Tco Co , Ltd., had an issued capital of j£SO,000 cemsisting of 30,000 
Ordinary Shan.^ ol £1 each, fully paid. 

These two companies (both Private Companies) decided to amalgamate 
their businesses, and lor this purpose a liyoldmg company, called Tlic Unit 
Co., Ltd., was registered on the 1st July, 19^. with a capital of ^150,000 w 
£1 shares This Company was to purchase all the Ordinary Shares of lx)th 
the abive companies. B.. the Managing Director of the Ess Co., Ltd., and F., 
the Managing Director ol the Tec Co , Ltd , each took up and paid for 1 .500 
shares. 

The purchase was arranged on the following terms : The Shareholders of 
the Ess Co , Ltd , received one £1 share, fully paid, w the Unit Co , Ltd , 
in exchange for each of their Ordinary Sh«vres Tlie Shareholders of the 
Tee Co , Ltd., received one and a half £1 shares, fullv paid, in the Unit Co , Ltd., 
Ill c vv liangc ioT t ach of their Ordinary Shares. 

Thr^ expenses inadental to the formation of the Unit Co.. Ltd . ainoimted 
to /2.000. and were paid out of cash 

Make the necessary entries in tlie b<K)ks of the various companies to give 
t tfeu to the arrangements outlined above, and draw up the opening Balance 
ShtHit of ihe Unit Co , Ltd. (London As^octaHon of AMunfanit ) 

3. With a view to reducing ei>tabltshment expenses and gimerally to efiect 
economy m working, the A Co . Ltd , was taken over by the B Co . Ltd., as 
from Ut January upon the following teriiK^ — 

(i) The B Co., to as^iumc the liabilities and take over the assets at book 
values. 

(ii) The B Co. to disrharge the debentures m A Co. at 105 % by the 
of new debentures At 6 % m the B Co. 

fill) TIic BCo. to pay the slMrehoMen in A Co. 10s. per share, and ti> cive 
three lOs shares in the B ko lor every £1 <^h.ire m Uic A C>> The 10s. 
<^har<*s were considered a& bt»ing at par 

The tollowing Balance Sheet of the A Co was prepared as on 31st 
PiKyjnjN*r, 19. 


Luilnli*i€S 

NoYOin,iI li yi/nao iifaiies of 

i,t «afh 

i 

50/100 

amu 

Cioorhofl ... , 

Pr^hrTtit Lftod And Uuiklini!^ 

i 

13,650 

l,aio 

H%0 

4 

i 4 .t> 5 « 

J,IOO 

ImMtA : 4Mo» shar^i nf £t csdi . 
frjvo pet ernt Debcntiuei 
gj^tve Fund 
heodrv Cff dftori . 

Frnfit .I'ld Loss Account, UaitAOe At 

mdit • f 4 * 

47 . 5 «> 

17,000 

rs^ 

7A50 

Fhrturet «nd FrUlast 

Sundry Deliton « • 

Stock 

fomtimnti .... 
Ctek at bank asd m Kind . 




1^7, no 








dve the entHss nexusmry to close ofi the books of the A C6., and show how 
tihe acr|ui^ihon of the business would be tecorded in the books ot the B 
{fnsHfyU 0/ Chairi0r$4 , 
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4. The followiAg was th® Balance Sheet of the X Manufacturing Co., Ltd. 
(in wliich there were five shareholders with equal holdings), as on 3 1st 
ix'ceniber*— 


Liaifuiiies 

if 

Asutt 


1 t 

Nonuoul CapiUt : jo.ooo (Trtiiaary 


Land am! Buildiii{$B . 


* • 

Shares of e;ich 

2<J,00O 

PUni anti Madunery . 
Fumiturr and 


. 1 iftfiH 

> * 415 

Ksued : rS,ooo Ortlinary Shares of 


Sf«>tSc 



fi each* ftiljy paid 


Simdcy iJcUlors 


. i.«,or4 

Sundry Creduors .... 

3*ft74 

lnv**siincptb . , 


, \ r6,jrn 

' Kcbcrvc Fund 

i5,Ofrf) 

Cash at iC-uik . 



Pront -ind L>ss Acctnuit, fiaiamt >t 

Cash in hfiTul , 


• I ^4 

Credit .... 

“,45i‘ 

i4^j.l44 



1 ’ 


It was docnled to form u now Limitoil Company to take over the business 
as a g<-iing coucern as cm tlie above date. tJie new'winpany bearing the same. 
miino, ami having a nominal capital of /75.1HK) in ordinary shares of /I cm h. 
The consuJoration for tlie -aJo of the husmess was oO.OOO fuUy-paici shart N 
in the new a^mpany, and the balam:e i»f the Pmfit an-l Lrxss Account in 
the new company taking ovei all asset^' (as set out in the old com]>anv's 
B ilanre Sheet) with the exception ol the investments* : and undertaking lo 
pay the sundry cuHlitors and the liquidatkm expertises (esiinmted .at f2<30). 
with the excex)tion of contributed In the old compciuy. 

The new company had fresh vahiatious made of the following assets, vix. ; 
Laud and Buildnigs wduch were valued at /5,0fK ) ; 

Plant and M.trliinory ; and 

b'ntiuturo and Fiitings ^^(K) 

Oiaft the initial Balii.ficc‘ Sheet <d the new company fis on 1st January. ' v»» 
tm* entries ncce.s.'.ary lo Die of Dio old company and uc what 

oa(.h shareliolder would recidve. Invest nuuUK tvert; not realised, but were 
distributed ra/a to the shareholders, (7w6,hn>/r of CkarUn':! Aaottr.fants.) 

^ The liulauco SrtutsS o( the A Co.. Ltd. cird the l> Co, Ltd., at 
oLi December were iV*Uo\vs>— * 



A. Co. 

D. t:p. 


A, t'o. 

W Co. 

Liahihlirs 

Oehiuiry Capita! in fi 

i 

i 

Asms 

Laud and Buil>' .:<«• 



strifes 

IV* if^rcnco llkf. 

5 f>,tioo 

2<l,000 

PdU 'tt Ri'ghia 

00,000 

2iV«W 

I>!'?nliirftS . * . 


3,000 

fX‘t»iora . . . , 

40,000 


t.ioUtors , 


-1,000 

Iiivo$>unenU . 

t-l.OOO 


1 r<»fit and Ijoss Ai?ctJWin, 

, fO/X>0 

Ehuili e « • 

Vlt>,OCK]l 

4,000 

aiianocis at Ctiriit . 

‘ tCStRX> 

booo 





Ci5o,j‘>cH> 

iJjir.ooo 



1 


1 

Ll_ 

' ■ ;■ 1 




Tlte blRlinary Shares of the A Co., ttd.. were quOt^ per share, and 

the Preference SbStt's at pw. They Mtecd to bay the Patent Rights of the 
U 0>., Ctd.. tor ^40,000, the bo6& tiebts at their , fefco vrfno; and. to give 
/tO.OOO tor the goodwiU. th® considieratiOD eee.to be the aHotioent of 
2(».U0P Or^^mtv ^aitai and JfS.tKW Ptofemice^twH-and the D Co., ttd.. 
wait put toto, ^wldatii» «cto*^^ 
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Make the necessary Journal entries in the books of the A Co., Ltd., and 
show the Balance Sheet after the purchase. (Inst, of Chartered Accountants,) 

6. The following is the Balance Sheet of the Bailey Manufacturing Co., Ltd., 
on 30th June — 


LiabUiim 


Isssu^'U Capital 130,000 Ordinary 
Shares ot £i eacJi . 

Mortage 

Creditors . . . . 

Bills Payable «... 
Eink Overdraft 

Superannuation Pbnd . . . 

Reserve for Income Tax « , 


. CP.Tai, 
Reserve Account 
Profit and Loss Account 


£ 

130,000 

40.000 

20.000 
6.000 

55.000 
5.000 

10.000 
r.750 

10,000 
so, 000 


£2^7,750 


Assets 


Goodwill 

Freehold Land and Buildings 
Freehold Cottages . 

Lmm hold Proport y . 

Majit iiud Machinery • 

Loose Tools . • 

Futures and Fittings 
Motor Vehicles . , 

Stock .... 
iH'btcns 
Investments . 

Sust)« nsc Account . 

Iiilaixd He\ieiiue Kedaiin 


£ 

. 00,000 

. 65,000 

. 10,000 

. <,0(XJ 

, 50,OCK> 

. 7,000 

. 10,’XJO 

. 8 , otX ) 

. 40,1 so 

. 35,0'^ 

. 12,<^0 

. 1 1,500 

. 14,000 


0 ‘^ 7,750 


The Company decided to wind up and sell the assets to a Syndicate on the 
basis of the Balance Sheet, subject to the following increases — 

Freehold Land and Buildings, 50% ; Freehold Cottages, 75% : Phitit 
and Machinery, 100% ; Stock, 100% ; Loose Tools, 100% : MoUir 
Vehicles, 25% ; Fixtures, 20%. 

The leasehold property was taken over at face value , the investments at the 
market price of the day, 10,000 ; the suspense and goodvnll accounts at nil ; 
and the amount due from the Inland Revenue, 3,000. Five per (cnt 
Reserve was deducted from Debtors as ^ Reserve for bad debts. The lia- 
bilities were ail taken over as they stood, except that sliareholders were to 
receive a dividend of 10%, free of tax 
The Syndicate were to pay the members of the Bailey Co. by shares in a 
new company formed by the S3mdicate. 

You are required to draw up a Balance Slieet, showing bow tlM5 figures 
would appear in the Balance Sheet of the Syndi(.ate and also state the ajnount 
of shares the members of the Bailey Co. would receive in the Syndicate for 
each £l share in the Bailey Co. (Incorporated Accountants.) 






CHAPTER XVII 

MANUFACTURING ACCOUNTS, PERCENTAGE TRADING 
AND PROFIT AND LOSS ACCOUNTS, WORKING ACCOUNTS; 

COST BOOK MINING COMPANY 

Since the manufacturing and selling departments of a business are 
kept separate, it is advisable that a manufacturer's accounts be 
divided in such a manner as to afford him the greatest possible 
information. Where only one commodity is being produccti, a 
Manufacturing Account will serve a useful purjjosc; but where 
numerous articles are being manufactured that have little or nothing 
in common, a system of Oast Accounts must be designed, in order 
that the cost of each separate article may readily and accurately 
be ascertained. 


MANUFACTURING ACCOUNT 

Definition. A Manufacturing Account is an account drawn up 
to ascertain the prime cost of a commodity (or commodities) that 
lias (or have) been manufactured. It deals, therefore, only with 
raw materials, the charges thereon, and direct manufacturing 
exi>enses such as productive wages. " Manufacturing Account " is 
a general designation, specific terms being in use in certan, «.ases. 

Prime Cost, Oncost, Cost of Production. These terms, when used 
by accountants, have not always the same signification. Prime 
Cost is generally taken to mean the cost of raw materials, plus 
charges thereon, plus productive wages. Oncost is a term used to 
denote all expenses consequent upon or incidental to jproduction 
and distribution. These expenses, together with the " loading ” 
or profit, are added to the prime cost in order to ascertain the sell- 
ing price. Selling price is, therefore, prime cost -b oncost -b profit. 
In some cases, however, oncost is divided into two daffies, factory 
and general. Factory Oncost includes all expenses directly or in- 
directly connected witli production, viz. Rent, Rates and Taxes of 
factory ; Motive Power, Gas, Fuel, Water, Lighting and Heating of 
factory; Patent Fees, Wayleaves, and Royalties bn manufacture; 
Wages and Salaries of foremen, timekeepers, watchmen, etc.; 
Repairs, Renewals and Depreciation of Machinery, Tools, etc.; 
Interest on Capital outlay on Plant, Machinery, Tools, Land, amd 
Buildings. General Oncost i&dudes all ^ling, distribution, and 
administration ejqpenses. In such cases, factory oncost forms part 
of the prime cost, or, as many accountants then prefer to call it, 
cost of production. Sdling pnee is, therefore, cost of production 
(prime cost 4- factory oncost) -f general onc^t -b profit. 
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For examination purpose — and it is a valuable practical method 
at the same time — ^it is advisable to prepare a manufacturing 
account on a strictly “ prime cost " basis. The account would then 
be comprised of the following components of cost of manufacture 
only— 

{a) Raw material. 

(6) Carriage on raw material purchased. 

(c) Manufacturing wages. 

By limiting the items in a manufacturing accotmt to tho.se of 
first cost, it i.s possible to make a comparison of each year’s gro.s.s 
profit on the basis of the turnover of the business. Prime cost bears 
a definite relation to turnover, i.c. as the vohune of trade varies 
so also doc.s prime cost; it inevitably moves in sympathy tvith 
turnover. 

Oncost items do not so change. Fixed charges remain constant 
whatever turnover figures may be. For example, factory rent at 
£500 per annum will remain at that amount despite movement in 
the turnover of the busmess. 

The object of the inclusion of oncost details in the cost of manu- 
facture is to ensure that the selling price .shall yield a .sufficient 
margin of gross profit to cover all <‘xpr-nditure consequent upon, 
and incident to, the business of manufacture. 

The only danger of " loading ” the cost of manufacture with 
onco.st details is that the resultant " sale price ” may retard turn- 
over. Under competitive conditions of modem commerce, tlie. basis 
of cost, determining the sale price, must be so regulated that no 
barrier to turnover is raised. In any case, whatever items are 
included in the manufacturing account, a uniform method must 
be adopted if comparison of results i.s de.sired, 

Tlie following pro foitna examples will serve to illustrate the 
subject — 

Example x. 

MANUFACTURE ACCOUNT 

;i,. ^ pmmb' cost account 



C ' ’ 

$. 

d. 

Ry Stocks at finish — 

i 

s. 

d. 

Stocks start- 







Kaw ktaleriais . 

6,5eo 

16 


Haw MateriaH • 

5,025 

12 

3 

Pertly Mauufactwed 



Partly Mamifaettired 


1 

' Ooods . 

,, fA Raw Ma> 

8.05(1 

2 

10 

Goods , . 

10,350 

tl 



5 

8 

„ Balance (Pricrie Coal of 
GoodisManufactured) 

I5,»76 

3 

(0 

twiid5 . . 

Prd^t and Carriage on 
Raw Materi^ 

m 

M 

3 



„ Productive Wages ' . 

22^750 

12 

3 

txansfi'ired to Ac- 
count (5) 

44.877 

7 

10 


£^,253 . 

11 

8 


£60,25$ 

IT 

8 


t - ' 



' ^ ■ 


: 
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MANUFACTURING ACCOUNTS. ETC, 


Pf. (») COST or PRODUCTION ACCOUNT Cr. 



£ 

s. 

D 


£ 

t. 

d. 

To I'nme Cost oi Goods 




By Proportton of Factory 




Maiiuiactured as per 
Account («) 

,, Proporlion cm Factory 
Oncost on Partly 
Manufactured Goocb 

44.877 

7 

1 

Oncost on Partly 
Manufactured Goo<» 
(£10,350 Ms. 7d.) car- 
ried forward 

1,850 

9 

4 





,, Balance (Cost of Produce 



(£8,056 2s. 10d.}bTt. 
forward 



■1 

tion of Goods Manu- 




1,575 

12 

■1 

factored (carried to 

53,455 

3 


„ Fa<,Uwy Oncost— 



Trading Account 

4 

Rent, Rates, Taxes, 
and lu&urance 

Gas, Fuel. Water, 

1,200 

11 

6 

* 




l«u;btingand Heating 

1.250 

4 

9 





Patent Royalties 

Wages and Salaries . 
Repairs, KenewAl^and 
I icjireciation id Tools 

325 

1.825 

1,750 

10 

3 

6 

10 





and Machinery, etc. 
Interest on Capital 
Outlay in Plant and 
Machinery. ToeJs, 
Laud and Buildings 

5 

4 


j 




2..S00 I 

16 

7 






£55;io'r 

j“ir 

ft 


£55,305 

12 1 8 





i 





TRADING ACCOUNT 


.. — 

£ 

s. 

d. 


1 

i 

s. 

i. 

To Stock of Mauuiactared 




By Sairs . £72,255 17 1 




Goods at start 

6,276 

S 

9 

/.essKctums 2,016 6 10 




„ Manufacturing A/c— 

Cost of Goods manu- 




„ Stock of Manufactured 

70,239 

10 

3 

iactured as per Ac- 




Goods at finish 

5,803 

13 

10 

count (5) 

53,45$ 

3 

4 





„ Balance (Gross Profit) . 

17,311 

15 

- 



~ 



£76,043 

4 1 

1 


£76,tH3 


1 


i 







jPROFIT AND LOSS ACCOUNT Cr. 



i 

9 , 

d. 




4, 





By Tlrading A/o . 

17.Su 

15 

f,' J 

4» 
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The Manufacturing Account is sometimes made up in one 
account, and in a slightly different form, as follows — 


MANUFACTURING ACCOUNT 



i £ 


d. 


£ 

4. 

J, 

To SlvK'ki. a* sUirt- - 




By Anioui’l tranr-fcnTd to 




Kaw ^!atcrials . 

I 0,500 

16 

b 

Trad T! : A/c (O'®! f»f 




i\uTlv ManufdClUi.'fl 

i 



Goods MAnufacturcdl 

53,45 > 

3 

4 


j S,05«J 

2 

Id 

; 




„ r*iir(.’ liases of Raw Ma- 







leruls . 

I 22,520 

5 

8 

i 





37,077 

5 

_ 

1 




LfSi 

Sto« ks at finish — 








Raw Ma- 





1 



terials . 12 3 

Partly Man- 








iifactured 

Goods . 10,350 11 7 

15,376 


10 












21,701 

1 

2 





To Carriage and Rreiaht on 







Raw Materials 

425 

14 

3 





„ Manufacturing Wages . 

22,750 

12 

0 





Pnme Cost of Prodactiou . 

Add Fattory 

44,877 

7 

10 





Oncost * 12 fi 

+ Proportion 








on Partly 

M a n u f a c • 
tured Goods 

Wf . . 1,575 12 4 








t»»,42K 4 10 

- Pioportion 
on Partly 

M a ri 11 f a o'- 
tured (;oods 

rVf . . 1,850 9 4 

8 577 

t s 

6 


i 





10 





Factory Cost of Prodactlon . 

I £53,455 

3 

4 


£53,455 

3 

4 

i 

i i 1 


1 1 


Gross Profit or Loss on Production. In Example i it will be 
noticed that the goods produced have been transferred from the 
Manufacturing Account to the Trading Account at cost price. This 
is the usual practice, the theory being that the Manufacturing 
Department exists solely for the benefit of the Selling Department, 
and" that the latter is, therefore, imdcr an implied obligation to 
take over the factory output at actual cost, whether such cost be 
higher or lower than current trade prices. In such cases the Manu- 
facturing Account will show neither profit nor lo-ss. Many accoun- 
tants contend against this practice, maintaining that the Manufac- 
turing Department should be put on a business basis, i.e, that its 
oiitput should be charged to the Selling Department at current trade 
prices iirespective dE cost. In other words, the Selling Department 
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ought not to be placed at a disadvantage by having to take over 
goods at a price higher than that at which they could be actually 
purchased. Special allowance .should also be made in the case of 
any of the goods manufactured not being readily marketable ; 
otherwise, the factory profit on these goods is likely to remain an 
" anticipated ” one. In these cases, the Manufacturing Account 
will show a balance, which will represent either profit or loss on 
production, and will be transferred to Profit and Loss Account. 
By this means it will be seen whether the Manufacturing Depart- 
ment is a profitable one ; and if not, it can be dosed down, unless 
cost of production can be lowered by strict supervision and- econo- 
mies to cheapen production. Tlic gross profit or loss on produc- 
tion must not be confused with the gross profit or loss on sales, as 
the two are quite different. The following e-Kample, worked accortl- 
ing to the above method, will show clearly the principles involved — 


Dr. 


MANUFACTURING ACCOUNT 

FO« THE VfAR HkDINC. SlST DkC., 19. . 


To Storks at start— 

Raw Materials , 
Partly Manufaciuri^d 
Goods . 

„ Puix)ia«« of Raw Ma- 
terials . 

Las 

Slocks at finish 
Raw Ma- 
terials ,£Sfi2S 12 3 
Partly Man- 
ufactured 

Goods . 10,350 11 ; 


To Carriage and Fri inlit on 
Raw Materials 
Manufacturing Wages 

Prims Gost ol Production . 
Factory 

Oncost .£H,852 12 6 

•f Proportion 
on Partly 
Manulac^ 
tured Goods 

b/f . . 1,575 12 4| 


f(10,428 4 10| 
- Proportion 
on Partly 
Manufac- 
tured GoexU 
c/f . . 1.850 9 4| 


Portocy CM ot Production 
To Balance «jfosi Ptofit of\ 
Prodfuiim) 


i 

6.500 

22,520 

37,077 


15,376 

21,701 

425 

22,750 


44,877 


8,577 


53,455 

5,526 


jC58,98] 


15 


13 


10 


Bv Tradi' Pi ice of Goods 
manufactured, irans- ' 
ferred to Trading Me. 


58,981 


£ 58,981 


U 


13 • 10 

1 


13 


10 


I I 
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TRADING ACCOUNT 




Example 2. From the following particulars prepare Manufactur- 
ing Account {showing cost of pig iron produced), and Trading 
Account for the year ended 31st December — 


Stock .s at 1st January — 


£ 

5. 

d. 

Pig Iron . . * . . 

fc • 

28,401 

16 

8 

UniColoao ..... 


301 

16 

9 

Coal and Coke .... 


L729 

15 

5 

Iron Ore ..... 

, 

1,628 

10 

4 

Purchases during Year — 

Coal and Coke .... 


29,173 

14 

2 

Limestone ..... 


4.016 

2 

11 

Iron Ore ..... 

. . 

16.415 

n 

2 

Sales of Pig Iron during year 

• « 

102,617 

13 

6 

Expenses during the year— 

. Furnace Wages ... * 

• • 

9,266 

10 

8 

Carriage Inwards 

• « 

2,427 

9 

5 

Repairs and Renewals of Furnaces 

• t 

2.906 

14 

2 

Stocks at 31st December — 

Pig Iron . * . . 

* * 

38,153 

12 

8 

liineston,e . . . 


41S 

6 

7 

Coal ..and Coke . . , ' ; 

» * 

1,841 

n 

3 

Inm Ore ' * 


1.841 

u 

S 


It mustfir^ be ascertained how much of each kind of raw- material 
u^ ih the inauufac^ pig iron. “Ibis inforrnatioh. 
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is ot»tained from the Ledger Account of each raw material as 
follows — 


> IKON IMO: Cr. 


li*.. 
Jan. i 
Jau.-lJfC. 

To Halance 
l^irobases . 

£ 

1.62S 

4 . 

10 

11 

J 

d. 

4 

2 

81 

1 

By Stock c/d 
„ Balance (amoimt 
used) trarsfen-ed 
to Maiiufactudng 
Account 

£ \s.'d 
),84ru; 5 

10.202'*)0* I 

19. . 


£18,044 

1 

*6 



£18,044 l| « 

Jan. 1 

Tc Balance b/d . 

1,841 

U 

1*5 



i ! 


/>r. LIMKSTONK Cr. 


Jau 1 
jati 

i 

To llalAU'. ^ , . ! 

,, Pufcha«<'!» 

i ! rf. 
j 30!!l6 9 

; 4,016 2,11 

i ' 

19, , 

l>c. 31 
31 

BySl-rt’kc/d 
„ (Aiuount 1 

us4‘d irajisfrirod ( 
U* Manufacturing '■ 
Account 

i 415! 6« 7 

i ! 

! ' 

3 90213 1 

Jav 1 


£4.317T9 8 



1 £4,.317'Id 8 

To Babnoe b/d . 

4ir'j oj 7 



; 1 

1 } . 

Dr. 


COAI. \M) COKK 


Cr. 

19., i 
Jan. 1 

To Bolara:;*: 

Purebasr^. . 

i 4. iU 
; 1,72915. 5 

2y,173;i4j 2 

1 

19 . 
Uei‘. 31 
31 

i 

By StiKk c/d 
,* Balance (Amount 
used) Uaiisff;rml 
to Manufactunng 
Account 

ii ’ C :• 

[ 1 Hit U 3 

29,061 IK 4 

19.. 
Jan 1 


£30,0^13 oj 7 



£30,903| 9 7 

To Balance b/d . 

1,841 Uj 3 


U- . ^ 

i“r 


It is now possible to construct the Manufacturing and Tradings 
Accounts, which are as follows — 

Ur. MANUFACTURING AaOUNT cr. 


19.. 

Dec. 31 

To Amo-mtsi Cob* 
fiunu»d — 

£ 


19,. 
Dec. 31 

By Transfer to Trad' 
iug A/c (Cost of 
Fig Iron prodtu^ed) 

£ 

s. 

15 

“ 

4. 


tronOco 

Um^itone . 

Coal and Coktr 
„ Funmoe Wages . 

„ Cairiage Inwards . 
Rcimni and Kc' 
nav^als of Fur*^ 

BftCCS . 

16.202 

3.902 

29.061 

9,266 

2,427 

2,906 

10 1 
}3' I 
16; 4 
40, 6 

u! 2 


63.767 


! 


^6$, 7^7 

is’o 




151 

,9 
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TRADING ACCOUNT 


19.. 


£ 

s. 

d. 

19. . 


£ 


d. 

Jan. 1 

To Stock of Pig Iron . 

28,401 

16 

8 

Dec. 31 

By Sales of Pig Iron . 

102,617 

13 

6 

Dec. 31 

„ Amount trans< 




.. 31 

„ Stock of Pig Iron . 

38,153 

12 

8 


ferred from Mauu- 










f acturing A/e 










(Cost of Pig Iron 










]>roduced) 

63,767 

15 

e 






„ 31 

„ Balance (Gross 










Profit) 

48,601 

13 

9 








£140,771 

6 

2 



£140,771 


~2 



i 



' 





The Manufacturing Account may be drawn up in tabular form, 
as on the next page. 

Sub-Manufactur^ Accounts. As previously mentioned, the 
title " Manufacturing Account " is only a general description. In 
many businesses sub-manufacturing accounts are prepared, being 
designated by tlie name of their particular process or stage of 
manufacture. 


Example 3. 

EXCELSIOR COTl'ON MILLS, LTD. 

SPINNING ACCOUNT 


Of. roR THE Year Ekoinc 31st Deo., 19., Cr. 



i 

s. 

m 

Bv Sale of- - 

£ 


d. 

To Cotton 

«7,;i52 

3 





„ Biokrragc, Charges, etc. 

31)3 

18 


Yarns 

6,985 

14 

2 

„ Fr.'ight and Carriage 

1,315 

3 


Waste 

2,750 

■LI 

5 

„ Wages and Salaries 

18,116 

5 


Sundries . 

401 

17 

8 

„ Coals .... 

2,068 

15 


„ Balance- transferred to 




„ Oil, Tallow, etc. . 

„ Gas, Electric Light, and 

326 

9 

6 

Trading A/c 

106,022 

14 

10 

Water 

„ Cards, Hopes, Roller 

295 

14 

11 





Le.^ther and Cloth 

t'()4 

15 

7 





„ Skips, Bobbins, and 
Skewers . 

„ Brushes, Starch, and 

215 

16 

4 





Banding . 

317 

12 

8 





„ Strapping and Laces 
„ Packing, Paper, and 

142 

6 

7 





Twine 

328 

3 

11 





„ Rates, Taxes, and In&ur* 








Since 

471 

13 

2 




1 

„ MIU Charges and Sundry 








Stores 

227 

10 

5 





„ Horse and Stable Ex- 








penses 

274 

5 

11 





„ Repairs to Buildings, 








Engines, Boilers, Gear- 
iiig, etc. 

1,365 

12 

8 





„ Depreciation of Plant 

2.234 







and Machinery . 

9 

5 





£ 

116,160 

17 

I 

£ 

i]d;i6o 

T7~ 

nr 


1 1 1 












ACTURING ACCOUNT 




I r* o ^ 

* ^ cr- X 

r c) o 

Cl CO 


i CM ! cc •!:> i ^ 


« m ^ ca 

C^^ ^ o 

O <» CM 
CO OC (V 


i-s^le 

I III I 

S g I g-u. 
o£« 



Note. Other terms for the abc^vc Accoim*. arc; " Furnaces Account/* *' Working Account/* ** Pig Iron 
Production Account/* 
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WEAVING ACCOUNT 

/)»■. FOR TKE Year Ekmno 3!st Dbc.. 19. . Cr . 


- 1 . J 

1 

t. 

d. 


£ 

s. 

a. 

To I’luckiase ol Yai-ns, etc.. 

4,027 

3 

10 

By Sale of Waste , . 

127 

13 

2 

„ Freight and CArriage 

795 

13 

6 

„ „ Sundries . 

98 

14 

S 

Wages aild Salaries 
„ Coals .... 

29,050 

7 

4 

„ Balance— Transfer to 




1,058 

13 

6 

Trading A/c 

41.545 

18 

5 

„ 'lallows, Oils, Waste, etc. 
,, Gas, Electric Light, and 

1S3 

11 

4 





Water 

138 

7 

5 





„ Shuttles, Picktjrs, Pick- 








ing Bands, etc. . 

516 

8 

3 





,, Contbs, and 








Healds . 

325 

11 

9 





„ Bnislics and Sundries . 

99 

15 

2 





„ Slrripjnng and l.acies 
„ Skips, l^obbins, and 

87 

16 

7 





SUewers . 

107 

4 

5 





„ hlour and Sizing Ma- 








terials 

1,628 

S 

10 





„ Kates, Taxes, and Insur- 







ance 

245 

9 

2 





„ Mill Charges and Sundry 








Stores 

206 

3 

4 





„ Horse aud Stable Ex- 








penses 

97 

11 

3 





„ Repain to Buildings, 
Engines, Boilers, Gear- 








ing, etc. . 

495 

8 

9 





„ Depreriatioii of Plant and 





1 



Machinery 

2,106 

14 

7 






£41,772 

1 6 



|£^L772”] 

C 



trading account 


Dr . FOR THB Year E'sdino 3I5t Dire, 19. , i.r. 


— 

£ 

s. 

rf. 


! ^ 

s. 

fL 

To Stocks of Cloth, 1st Jan.- 




By Sale's of Cloth — 




At Mills £41,306 18 5 




Grey . £60,516 14 2’ 




At W'arc- 




White . 163,726 13 S' 

1 



house 72,617 1 8 




Dved . 13,087 3 .5i 




At Bleachers 





236,330 

11 

3 

and Dvers 8,340 1 3 




„ Sales of Bought Goods . 

9,916 

13 

8 

. . — 

122,264 

1 

4 

„ Stocks of Cloth, Slat 




„ Goods purchased . 

1 '8,716 

12 

8 





„ Bleaching, Dyeing, and 




At Mins £40,598 12 7 




Printing . 

- 28,502 

3 

n 

At Ware- 




Carriage 

345 

13 

9 

housi^ . 74,503 2 5 




„ Packing 

265 

14 

6 

At Bleachers 




„ Spinning A/c 




and Dyers 10,404 1 3' 


. 


amount 





125,50.V 

16 

3 

trans. .£106,022 14 10 








„ Weaving A/c— 








amount 








tfans. . 41,54.5 18 5 




>■ 






147,568 

13 

3 



1 


„ Bals^rai (Gross Profit) . 

64,090 

1 

9 



i 


£ 

: 371,753 

1 

rT 

£ 

37L75;r 

1 

ti itfiw 

IE 


Discounts on Purchases. In accounts such as the fotegoing 
Spinning and Weaving Accounts, and also in pthdrs, the Discounts 
on Purchases are often credited to the Manufacturing Department, 
or, if there is more than one, apportioned betwe^ them. Such 
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discounts are in effect a reduction of the Purchases to the absolute 
nH figures, and hence appear in the Manufacturing Account cither 
as a separate credit or as a deduction from the Purchases themselves. 

Combined Manufacturing and Trading Account. In some cases, 
the Manufacturing and Trading Accounts are merged into one 
account under the heading of either " Manufacturuig and Trading 
Account " or simply " Manufacturing Account,” the balance of 
which is called the gross profit, and is transferred to the Profit and 
Loss Acccount. In such cases. Depreciation of Plant will be entered 
in the Manufacturing Account instead of in the Profit mid Loss 
Account. 

Example 4. 

THE OUTHOKN URICK WORKS, LIMITED 

MANUFACTURING AND TRADING ACCOUNT 


Or for the Ykar JtsniKG aisT Dfc., 19. Tr 



£ 1 

&. 


i 

L 1 

s. 


Tt* ( oal Coiisiumtl 

l,b4.S 

10 

ri 

Pv Stock id Bricks, 1 




„ Storr*! Consmned . 

ilH7 

4 

10 

£673 14 ft; 



.. Katir)tii» 

79fi 

13 

2 

„ Bnck Sales 




„ VVajies . ' . 

*2,851 

10 

6 

forvcai 9,506 10 5J 




„ Stable Expenses . 

10 ' 

5 

4 






„ .... 

150 


- 

10,180 3 IH 



„ Carriage Inwards . 

463 

9 

8 

Lrsa 




„ Kepam and K»'n<?wal9 . 

237 

16 

7 

Stock of Eficks, 




,] Medical Fees . 

10 

10 

- 

1st Jan. 957 1 2 

! 

t 



,, Deureciatiou — 





9.223 

;« 11 

Plant . £03 4 S 






1 

Machinery. 187 13 6 






) 

tciliis .216 on 







Pumping 


I 






llaiit . 10 7 2\ 








U.iiUvay 

! 







Swiiiig . H 15 4 









522 

10 

7 





„ Bidauai (Gro^w Profit) . 

2,227 

3 

9 






£9,223 

3 

11 



3 

11 




TRADING AND PROFIT AND LOSS ACCOUNTS, 
PERCENTAGES 

Indispensable as is the ascertaining of the exact cost of produc* 
tion to the manufacturer, not less important and essenliaL to both 
the manufacturer, and the trader, is the knowledge of the ratio 
which sudh cost and the various expenses bear to the tuniover. 
Cost must be definitely known in order to be able to fix, with any 
degpree of certainty, a remunerative selling price for goods. Where 
the trader has past records of the exact percentage that each 
item of expense Wrs to the turnover'; he is in a vastly improved 
position for tendering for appUcantis' and advertisers' require- 
ments than if he had.not that ^formation. Estunates have to be 
giyen whi(*, owing to the severe competition of the prewnt day, 
must necessarily be as low as ^srible ; and though the prices have 
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to be cut very fine, yet they must be such as to leave the manu- 
facturer or trader a definite margin of profit. 

Advantages of Percentages, It will be obvious to the student 
that, in order to compare things that have no apparent points of 
resemblance, there must first be some common basis. A familiar 
illustration from arithmetic will make this point clear. The student 
is asked to compare the following fractions — 

Thr uSr • 

In their present form a real comparison is impossible; but when 
reduced to a common denominator the following is the result — 

Tdh • 

It is now seen that the first fraction is the smallest and the last 
fraction the greatest — a conclusion impossible to ascertain when 
they stood in their original form. Now apply the illustration to 
the subject under consideration. Conclusions drawn from a priina 
facie inspection of £ s. d. figures may be very misleading. If asked 
to compare the first two years' trading results of a merchant, which 
arc as follows — 


15^ Year 2nd Year 

Turnov(T, jJ20,000 ; T urnover, ;£25,000 ; 

Gross Profit, ;f4,500. Gross Profit, £5,000; 

it would be feasible that the second year's result might be viewed as 
the more satisfactory, and for two reasons: (1) because there was a 
larger turnover, (2) because there was an increased gross profit. 
The reasons seem plausible enough. Reduce these two profits to a 
common basis, i.e. reduce each profit to its relative percentage of 
turnover, and the following results prove the case otherwise — 


Is/ Year 

Percentage of Gross 
Profit on Turnover 
4500 X 100 
20,000 

« 22\ per cent. 


2nd Year 

Percentage of Gross 
Profit on Turnover 
5000 X 100 
25,000 
20 per cent. 


It can now easily be seen that the prima facie conclusion, that 
the second year w^as the better one, is to some extent false. Not- 
withstanding tlie fact that the turnover was larger and the gross 
profit increased, yet the rate of gross profit has actually decreased 
by 2^ per cent. This must have been due to more having been paid 
for the goods, or the goods have not been sold to so good an advan-* 
tage in the second year as in the first. 

Prime Cost of Goods Sold, When looking at a Trading Account 
prepared in the ordinary form, it appears difficult to arrive at the 
cost value of the goods actually sold, owing to the difference in the 
stocks. If the stocks at commencement and close of the trading 
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period were exactly the same, they could be ignored; one would 
balance the other, and they would not affect the calculation. But, 
when the opening and closing stocks differ by a considerable sum 
the difference must be taken into consideration. A moment's reflec- 
tion, however, will show that the stocks can quite projperly be 
merged in the purchases. Stock at the commencement is really 
Iasi year's purchases unsold ; stock at the end is really this year's 
purchases unsold. The Trading Account is, therefore, prepared in 
a slightly different form. The initial stock is added to the purchases, 
and the final stock deducted from them, and thus we arrive at the 
prime cost of the goods actually sold during the trading period 
under review. 

Turnover. Generally, the value of the turnover is obtained by 
taking the gross Sales and deducting therefrom the Sales Returns. 
In some businesses, however. Work in Progress appears in the 
Trading Acco\mts. In such cases, if it is desired to adopt the per- 
centage method, the Work in Progress at the end must be added 
to the Sales, and the Work in Progress at the commencement 
deducted from them, in order to arrive at the correct value of the 
turnover for the period. 

Output (or Production). The value of the output (or produc- 
tion) in a productive business is arrived at as follows — ^ 

Sales of Finished Goods (say) .... 38,753 16 1 1 

Add Stock at end 5,427 18 5 

£44.!8I 15 I 

Z.M 5 Stock at commencernent . • • . 4,9id l2 10 


Value of Output ...... ;f39,265 2 6 


Example. From the following particulars prepare Trading and 
Profit and Loss Accounts showing percentages o[ gross and net 


profit and expenses on turnover — 

stock, 1st January 
Purchases, less Returns 
Sales less Returns 
Claries .... 
Commission . • 

Wages .... 
Advertising . • 

Discount Dr, 

Carriage Inwards 
Rent, Rates, and Taxes 
CArria^ Outwards 
Trade Expenses . 

Bad Debts . * 

Depreciation . . • 

Interest on Capital 
Stock, 3l8t December . 


I $, d. 
7,126 4 ll 
11,126 14 5 
21,627 16 2 
497 2 10 
316 13 8 
3.167 12 S 
308 5 6 
372 11 5 

816 4 3 
362 17 9 
316 12 10 
398 16 2 
318 5 3 
372 14 7 
230 15 3 
7,584 14 0 
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TRADING AND PROFIT AND LOSS ACCOUlliT 

Dr. For ths Ybae Enbimq 5111 Dbc.« 19 . . Cr. 


iPerct.! 

on I 
S.i.rs I 


To Stock, 1st Jan. • 

„ Purchases (aet) . 

%■ 

1ms Stock, 31st Dea 

Prime Cast of Sales 
„ CairiA^c luw'uJs . 

„ Wa^ei, 

„ Bat dace (Gitiss Pco&t) 




7,t36 4'iT 

i ' zt , 12614 5 ; 


49.32; 10,666 4 101 
3.77 8*6; 4 af 

14-65 3.167 la 5 
32.20 6,97514' 8 


I 21,62716 2 


To Salaries . . 

•• CommissiOD « « 

„ A'ivrt-tisitip 
„ Discount 

„ Kent, Rat* and Taxes 
„ Carriagt* Ouiwards 
„ Trade Kxpc.t&es . 

„ Bad Debts . 

„ Depreciattou 
„ Interest oq Capital 
„ Balance (act prohg J ih.zb> 3,4^0 79. 5] 


•‘•30,; 

1.461 

I.43|! 
>-72 . 
I.6« . 
1.4.'!, 

1 . 03 ’ 

t .47 

1 . 7 a; 

t.07'| 


497, 2 10] 
3 * 6, 13 8 } 
3«8. 5, 6 ) 
37 a II 51 
36217 9 ] 
316 12 zol 

398 x6 
318 . si ^ 
37a, *4. n 
230,15 sf 


32.261(16,975 24 ;^ 


By Sales (net) 


By Grots Rrulit b/d 


21,627 1& a 


lo.k.ooi 21,627 16. t 
32.26, 6,975 X4, 8 


-JL 

32.26 46 <>75 >4 8 


WORKING ACCOUNTS 

Definition. A Working Account is an account drawn up to 
ascertain the working, or gioss, profit arising from some industrial 
enterprise, either productive or non-productive. In productive 
enterprises, such as mines, quarries, plantations, newspapers, etc., 
a Working Account corresponds very clo.sely to the Cost of Pro- 
duction Account of a majiufacturer. In non-productive enterprises, 
such as canals, steamships, railways, hotels, etc., a Working Account 
is similar to a Revenue Account wr Income and ^penditure 
Account, and, sometimes, also to a Trading Account. The term 
'* WoNdng Account " is merely a general designation, specific titles 
being in use in ^rtain cases. 

It is im^osfflble to be exhaustive,, but the following selected 
examples vmt^ply repay the student’s careful attentiwi. 

Example NU. 2 is also called a "Crop Cosi Account.^’ Similar 
accounts are drawn up cm tea, coffee, cocoa, cotton, and rubber 
plantations; 
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* 

Example t — 

THE WETTER GOLD MINING COMPANY, LTD. 


MINE WORKING ACCOUNT 


j 

£ 

s. 

d. 

1 

i i >- 

<f. 

To Ore Extraction- 1 




By Bullion A/t 

257,356 ^ 14 

0 

Expenses of Miniiio' .! 

43.278 

9 

2 

„ 'i'ailhigs A/c « 

2,306 1 4 

‘ 10 

„ Reduction of On; * - 






i 

Milling 

17.805 

13 

7 


1 


Conoentratini< . 

10,987 

6 

8 



I 

Cyaniding 

45.703 

12 

xo 


; 

i 

Tratuiuiug 

„ Concession Kents paid . 

5.196 

700 

3 

3 


i 

) 

Royalties pui<t 

3,617 

16 

5 


1 

1 

l^rospectmg Fxpt nsi»«s 

1.134 

2 

b 




. Claim Expenses . . i 

1.836 ! 

IX : 

9 




Wages at Mine 

4.178 1 

13 

6 


i 

1 

C>neral Charges at Mnu l 

2.615 

4 

11 




„ Mint and Bank Charges 

1 




; 


on Bullion 

1.362 

to 

t 


i 


„ l>eprt»daiton of Works, 



i 


1 ■ 


MarUincry, and Plant 

5.956 1 

13 

1 

1 


i 1 


„ Balance <Gio^ Profit) . 

11,^, .269 

15 

1 


1 

i 

£ 

259 , 60 * 

19 

u 

£ 


a 


Example 2 ~ 


Dr. 


RBVALLA TOBACCO PLANTA I IONS, LTD,, 

PLANTATION WORKING ACCOUNl 


Ct. 


To IMuatatiou Wages — 

PUutiog . .|| 13,308 

Manui'actiu'tog . . ’| 4/122 

n Flaota lion Salaries - 

European StJiff . 7.234 

Native Ovcrsiws .j 3,238 

Native Watchmen 043 

„ Coolie KaMusesiBi'iV.<:x - 
age, Passage Money, I 
cfc.) . , 3,024 

„ Hospital Working Kx- ; 

penscs . . .1 1,033 

,, Transport Expenses . i 1,041 

M General Plantation £x< ! 

penses . . ! 1,017 

„ Stable ExjHiiises . . { 633 

n Loss (b)' death) of Ad- ! 

vuiices to Cooties . • 540 

„ Wastage of Lh'o Stiv.k i 
(IMea, Ballocks, i 
etc,) . . , 326 

,, Coaunission on Sale of " 

Tobacco . 3,316 

„ Repairs, Renewals, and 

Railtway . . 136 

Steam taunch, 
ers, etc. ., '391 

Loose Tools . 35 Q 

Pkff, V^rf , etc. . < see 

Waya, Roads, etc. . , 1^430 

BiiifdintfS, etc. . 3*^8 I 15 

„ Balance {Gross Proht) .jj 17,321 ] t 


^62,916 


12 I 4 


15 ‘1 i 


li\ cii Sale ol 

Tobacco , 




s, d, 

*5 ! i 


i ! 




t5 
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Example 3 — 

THE “ DAILY BUGLE ” NEWSPAPER COMPANY, LTD. 

Dr. PRODUCTION ACCOUNT 


To Paper used . 

„ Ink used 

„ Compositors’ and Ma- 
chining Wages . 

„ Cost of Literary Contri- 
butions . 

,t Reporters' and Office 
Salaries . 

„ Editors' Salaries . 

„ Xewsagency Telegrams . 

„ Petty Expenses . 

„ (ias, Electric Current, 
and Fuel . 

„ Krpairs and Reucivals . 

„ iX'prcciation of Ma- 
chinery, Plant, and 
Stereos 

„ Dg)rccidtionofUaotype| 
Iristallation 

„ K itcs,Taxf^, and Insur- 
ance oi Works . 

„ Balance (Gross Profit) . 


£ s- 
14 

506 xo 
4,316 17 


4,856 13 
1,500 - 

25 s 8 
65 15 

506 JO 
320 9 1 


10 

75 - 


By Sales— Cash. 

„ S.ile to Agents. Jms Dis- 
counts and Returns . 
„ Sales to Subscriliers, less | 
Postages & Wrappers. 


„ Advertist*raents . 

„ Sales of Waste Paj^r . 
„ Jobbing Printing Sales . 


£ 

1 

.s 

li. 

7x6 

15 

4 

15,327 

xo 

3 

a.237 

18 

6 

18, ’82 

'4' 

T 

18,756 

12 , 

1 ) 

22fi 

13 


88 

U 

i * 


iC37,354 .5 3 


(/.37.354 5 M 


Accounts .similar to the above are also chawii up in Trading and 
f*rofit and Loss Account form. 


Example 4- 


THE ELBURY STEAM TRAWLER COMPANY 

WORKING ACCOUNT 



By Sales of Fish 
„ Sale of Old Rope, etc. 


£ 

1,036 I 1.5 
1 6 



Accounts similar to tlie above are sometimes drawn up in Revenue 
Account form, also in Trading and Profit and Loss Account form. 
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Example 5 — 


LREKI-EY CANAL COMPANY 


WORKING ACCOUNT 



£ 

5 . 

d. 


£ ‘ 

S. 

d. 

To Maiiitf naure, Dif-dgiiig, 




By Toll Trafilc Keceipta 

7.516 

n 

8 

aiiil l( c-br«akmg 

3.617 

14 

a 

„ Freight „ „ 

14,608 

5 

10 

», Ken Is Pavalile 

2,0X6 

3 

6 


...J... 



,, Kates, Taxeb, aud Insur* 





22,124 

19 

6 

an('« 

1.426 

z6 

3 

' Less Traffic Expenses 

12,016 

14 

3 

„ General Charges . 

1.319 

2 

9 





„ Depreciation of lioats; 




Net Traffic Receipts . 

IQ. 108 

5 

3 

aud Cairying 




„ Rents Receivable 

3.856 

13 

6 

Plant 


8 

xo 

„ Miscellaneous Receipts . 

86 

4 

JO 

„ Balance (GroiiS Proiit) . 

4.774 

18 

I 


* 




/!i 4 . 05 i 

3 

7 


£14.051 

3 

7 


Accounts similar to the above are sometimes drawn up in Income 
and Expendilmu Account form, also in Revenue Account and Net 
Revenue Account form. 


Example 6 — 


OCEAN NAVIG.ATION COMP.WY, LTD. 

WORKING ACCOUNT 



£ 

«. 

d. 


£ 

s. 

d. 

Tu Navigation E.xpenscs'- 
Coai, Oil, and Water . 




By Passage Mcniey . 

1.096,520 

10 

6 

655,000 

5 

XI 

„ Freight, Charters, and 



Dues, Towage, Pilotage, 



Miscellaneous Services. 

1,484,201 

5 

3 

etc. .... 

x84,62a 

a 

6 

„ Government Contract 




Pay of Officers and Crew 

316,080 

15 

6 

Services — India, China,* 

285.000 



„ Provisioning of Passen- 


Australia . 


- 

gers, Officers and Crew 

3 « 5,027 

13 

4 

„ Compensation from Ax> 
genline Government 
for seinire of s.s. £asl- 




„ Suez Canal Dues . 

„ MisceUaneoiis Ezpexi&cs- 

326,156 

12 

9 




D.aniages, Claims, and 




ern Star , 

12,000 

- 

- 

I..aw Charges 

Expenses of Steamers 

15.000 


• 





laid up . . . 

10,626 

i. 9 io 

z6 

8 





Quarantine Chaiges 

M Ships* Repairs, Stores, 
and Gen^l MainteiK 

13 

6 






once Chat]^ . , 

„ Insurance Charges and 

176.3SO 

4 

a 





General Average Claims 

20,627 

xo 

6 





„ Deureaation of Fleet, etc. 
„ BaJIauco (Gnas Profit) > 

345.000 

S«>. 7 io 

x8 

5 





£ 

2.877,721 

X 5 

B 

£ 

2 , 877,751 

B 

IP 







t... 


Accounts similar to the above arc sometimes drawn up in Trading 
and Profit and Loss Account form. 
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Kcan^le 7— * 


Dr . 


IHB "NORMLEV“ HOTEL. LTU 

WORKING ACCOUNT. 


To Consumption of— 

Groceries and Pre 

Wines, Spirits, and Li- 
qoeors 


Cigarettes . 
Sundry Stores 
Wages and Salaries 


Buddings 
Laundry 
Stable and < 
penses 


l^preciatioa — 
Furiiitore and Fitting 
Cutfery and Plate 
House, Bed, and Tabl 
Linen 

China and Glass 
M Balance (Gross Profit) 


1 £ 

t. 

A 

s : 4,670 

xa 

« 

• : 4.356 

7 

3 

9 a,oi7 

8 

4 

1 <.156 

td 

5 

I 275 

xo 

9 

1 5,930 

7 

6 

2,036 

* 

9 

1 327 

*3 

4 

: 

ta 

TO 

237 

• ! 365 1 

24 

6 

xo 

1 a 

■ ! 1 

7 j 

1 

I 1 t,365 ! 

zo I 

1 ! 
' 1 39*' i 

z6 1 

1 

186 j 

X5 

. , ia6 j 

13 ; 

8 

147 1 

4 1 

3 

1 9,86a j 

X 1 

5 

i£l*.SI4 i 

8 ‘ 

7 


By Amounts charged to 
Customers— 

Groceries and Ftovtsioas|| 

Wines, Spirits, and Lf 
queurs 

Ale, Boer, and Minerals 

Tobacco, Cigars, Cigar- 
ettes 

Apartments. Attend 
ance, and Baths 
„ Bar Receipts 
,, Billiard Room Receipts 
„ Stable and Garage Re- 
ceipts • 


6,763 

6,857 

3.169 

*.634 

12,079 

X.X68 

5M 

308 


£32.514 


Cf 

«r <?" 


10 6 

I 

12 ; -8 

K4 ! 9 

3 


Accounts similar to the above are also prepared in Trading and 
Profit and Loss Account form. 

COST BOOK MINING COMPANY 

Definition. A Cost Book Mining Company is one formed for 
the purpose of working tin mines in Devon and ^mwall. It is 
governed by the Stannaries Acts, 1869 and 1887, {Latin, slaHn$m 
tin). A comply is formed by a certain number of persons taking 
shares. A principal agent or secretary is appointed, called in the 
Acts a “ purser," who manages the afiairs of the mine. A Cost 
Book Mining Company is not a partnership within the meaning of 
the Partnership Act, 1890, nor a joint stock company within the 
meaning of the Companies Act; it seems to occupy an intermediate 
position. 

'Statutory Reijuirements. ..The pdrswr must keep a Cost Book, 
and enter therein the names and addresses of the shareholders, the 
number of shares held by them, and the amount paid up thereon. 
In the same hook, he must also record the minutes of all meetings, 
and enter all receipts and payments and liabilities. £S«ry sixteen 
Weeks, {at least); the parser must convene an drdinaiy meeting of 
the shareholders to transact the bmuness of the mine. Tlie accounts 
mmt he laM bdoi^ &e shareh<ddeni, wfao> if a profit has bemi 
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made, declare a dividend. After the meeting* the accounts most 
be printed, and a copy sent to each shareholder, and also to the 
lessors of the mine* 

Calls, Forfeiture, and Relinquishiiig of Shares. By section 11 
of the 1869 Act, a company may m^e a call for the purpose o\ 
defraying the whole or any portion of the estimated expenses to be 
incurred. It may allow discount, not exceeding 5 per cent, for 
prompt payment of the call; it may charge interest at 5 per cent 
and expenses on calls in arrear ; and it may also forfeit shares 
for non-payment of calls. Shares may also be relinquished or 
transferred by the shareholder paying to the purser his share of tlie 
liabilities to date. Shares forfeited must be carried "to an account 
to be called ‘*Thc Account of Forfeited Shares"; and shares 
relinquished must be carried to an account to be called "The 
Account of Relinquished Shares." Forfeited and relinquished 
shares become the absolute property of the company, which may 
dispose of them as it thinks fit. Shares transferred must also be 
recorded in the Cost Book, 

Mine Club Fund. By the Stannaries Act, 1887, section 13— 

All moneys deducted in any mine from the wages or earnings of or otherwi-se 
contributed by the minors for tlie purposes of a mine dub. or aociclont, or sick 
or benefit fund, shall, unless a majority of the miners shall by resolution deddo 
otherwise, be deemed to belong to the miners and not to the company, and 
fhe said moneys, and any contributions added thereto by tlie shareholdors. 
shall be placed to a separate account, and the details thereof, showing the 
amount received and the several payments thereout, and to whom made during 
each preceding sixteen weeks, shall be sent out in the balance sheet co bo 
presented to the sliareholders at each ordinary meeting ; and a copy of tlie 
same siiall be posted in the miner’s dry or changing sheds, and in the account 
house 


QUESTIONS ON CHAPTER XVII 

1. What is a Manufacturing Account? With what ite:us does it deal? 

2. Expiain the meaning of the terms " prime cost and cost of 
production/* 

3. What is meant by " oncost " ? What are its two usual divisions ? 

4. What ex|>enditure is included under (a) factory oncost, (fi) general 
oncost ? 

5. At what price Should goods manufactured in one's own factory be 
charged to the Selling Department ? What different views are there on 
this point? 

6. What is meant by a sub-Manufi^turing Account, and when is such 

an account used ? . . 

7. What is the object of percentage ** Trading and Profit and Loss 
Accounts ? What ^vantages do they offer ? 

8. How can we arrive at the prime cost of the gooils actually sold during 

a certain {>eriod, when the Stock at ^onnnencement and finish thereof differs 
by a considerable amount? How are the values of the turnover amt 
output arrived at when there is V^rk in Progress at start and finish of tlie 
trading period ? ' ; 

9. Define the term Working Account To what other forms of accounts 
are vvorldng Accounts in many cases similar ? 
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10. What is a Cost Book Minin" Company ? Explain the terms ** purser/' 
“ Stannaries Acts/’ ” forfeited shares/’ “ relinquished shares," " mine club 
fund." What are the statutory requirements with reference to the keeping 
of accounts ? 


EXERCISE XVII 

1. From the following particulars draw iq) in both forms a Manufacturing 
Account and a Trading Account, and carry the balances in each case to a 
Profit and Loss Account — 


Slocks, 1st Jan. — 


Raw Materials 



. £6.273 

11 

4 

Partly Manufactured Goods 



7,9S5 

12 

6 

Onec^st on above 



1.39G 

18 

5 

Finished Goods . . , 



5,674 

13 

9 

Stocks, 31st Dec. — • 






Raw Materials 



. 4,916 

13 

2 

Partly Manufactured Goods 



. 10.40S 

16 

5 

' Oncost on above 



1,742 

13 

6 

Finished Goods 



, 5,509 

10 

6 

Purchases of Raw Materials 



. 22,437 

16 

3 

Freight and Carriage on above . 



459 

3 

8 

Productive Wages 



. 22,587 

18 

2 

Factory Oncost — 






Rent, Rates, Taxes, and Insurance 



1,312 

12 

5 

Gas, Fuel. Water, Lighting, and Heating 


1,19S 

13 

6 

Patent Royalties 

. 


306 

5 

9 

Wages and Salaries 



1,910 

10 

3 

Repairs, Renewals, and Depreciation of 

Tools, 



Machinery, etc. . 

. 


1,806 

17 

8 

Interest on Capital Outlay on Plant and Machinery, 



Tools, Land, and Buildings 

, 

, 

2,485 

9 

4 

Sales ..... 



. 73.086 

14 

2 

Sales Returns .... 



2,378 

12 

7 

The trade price of the goods manufactured was £^S,472 Is. 8d. 



2. From the following particulars prepare Manufacturing Account (showing 

cost of pig iron produced) and Trading Account for the year ended 31st Doc. — 

Stodcs, 1st Jan, — 






Pig Iron .... 



. £29,642 

16 

7 

Limestone • . . • 



402 

10 

11 

Coal and Coke 



1,846 

12 

9 

Iron Ore .... 



1,7'25 

9 

6 

Purchases during Vear — 






Coal and Coke 



. 28,607 

10 

5 

Limestone .... 



3,743 

12 

10 

Iron Ore .... 



, 17,023 

6 

4 

Sales of Pig Iron during year 



. 123,350 

n 

8 

Expenses during year — 






Furnace Wages 



8,845 

3 

It 

Carriage Inwards 



2,516 

10 

3 

Carriage Outwards . 



3,308 

12 

6 

Repairs and Renewals of Furnaces 



2,847 

13 

5 

Stocks at 31st Dec. - 






Pig Iron .... 



. 37,858 

11 

6 

Limestone .... 



383 

13 

4 

Coal and Coke 



1.916 

12 

5 

Iron Ore » » 


r 

1.732 

6 

8. 
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3. From the following particulars prepare (a) Spinning Account, (b) Weaving 
Account, ifi) Trading Account for tiw year end^ 31st Dec, — 


Cotton 

Purchase of Yams, etc. 

Brokerage Charges, eta 

Freight and Carriage 

Wages and Salaries .... 

Coals 

Oil, Tallow, Waste, etc. . 

Gas. Electric Light, and Water 
Cards. Ropes, Roller, 1-eather, and Cloth 
Skips. Bobbins, and Skewers 
Broshes, Starch, and Binding . 

Strapping and Laces 

Packing. Paper, and Fwine 

Kates, Taxes, and Insurance 

^Ull Charges and Sundry Stores 

Horse and Staldc Expenses 

Repairs to Buildings, Engines, Boilers, Gear 

mg. etc 

Depreciation of Plant and Machinery 
Sale ol Yarns ..... 

„ „ Waste 

,, Sundries .... 
Shuttles, Bickers, Picking Bauds, eta 
l^' Cds, Combs, and HeaUls 
finishes and Sundries ... 
F^our and Sizing Materials . . 

Slocks of Cloth — 


Spiiming 

Dept 

^82,616 10 5 

297 13 8 
1,187 12 9 
17,802 15 4 
1.987 11 5 
306 14 8 
265 10 3 
7S6 2 10 
208 10 6 
286 14 7 
121 16 9 
297 3 8 
436 3 10 
206 14 8 
187 6 7 

1,287 14 6 
2.206 15 2 
6,816 12 9 
2,632 5 n 
89 14 7 


Weaving 

Dept 


£4.106 

12 

5 

763 14 

9 

28.780 

15 

6 

1,127 

14 

11 

165 

2 

9 

128 

16 

7 

114 

3 

6 

96 

12 

3 

226 

13 

4 

197 

10 

5 

112 

4 

10 

478 

13 

6 

2,087 

19 

5 

136 

15 

2 

95 

6 

8 

538 

10 

8 

309 

14 

6 

105 

3 

to 

1,594 

11 

7 


At Mills .... 
At Warehouse 
At Bleachers and Dyers 
Goods purchased 
Bleaching, Dyeing, and Printing 
Carriage ..... 
Packing . . . 

Sales of Cloth — 


1st Jan. Dec. 

;i40,785 10 2 it 40.753 2 10 

75,016 11 6 76,017 14 8 

9,528 16 8 8,426 11 9 

. /8.675 ID 3 

. 58,487 11 5 

339 16 7 

273 14 8 


Grey 61,728 15 6 

White 160.906 14 11 

Dyed ^ . 12,614 13 8 

Sales of Bought Goods ....... 9,427 13 6 


4. From the following particulars of the ** Newbcil ** Brickworks, prepare a 
combined Manufacturing and Trading Account for the year ended 31st — 

Coal consumed, / 1,897 15s. 2d. ; Stores consumed, ^236 7s. 9d. ; Rations, 
£7S3 2s, lOd. ; wages, ;£2,916 14s. 7d. ; Stable Expenses, ^£12 ds. 8d. ; 
Rent, {165 10s. ; Carriage Inwards. {438 128. 9d. ; Repairs and Renewala. 
{247 6s. 5d. ; Medical Fees. {12 1^ ; Depreciation — Plant, {106 28. lid.; 
Machinery. {195 133. 6d.; Kum. {^3 4s. 7d. ; Pumping Plant, {12 6s. 9d.; 
Railway Siding. {10 14s. 5d. ; Brick Sades during year, {9.671 18s. 9d. 
Stock of Bricks— ^Ist Jan.. ^^72 St 18d. ; dlst Dec.. ^^16 fSs. Sd. 

5. From the following particulars prepare Trading and Profit and Loss 
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Account, showing percentages of gross and net profit and expenses on 
turnover — 

Stock, 1st Jan., ^,947 10s. 6d. ; Work in Progress, 1st Jan, ^ 1.2(53 5s. Id. ; 
Purchases Returns, £12,056 3s. 7d. ; Sales Returns, £23,529 16s, 8d. ; 
Salaries, £486 12s. 5d. ; Commission, £327 5s. lOd. ; Wages, £3.585 I6s. 2d. ; 
Advertising, £326 13s. 7d. ; Discounts, Dr. £384 f>s. 4(1. ; Carriage 

Inwards, £1,857 lOs, 2d. ; Rent, Kates, and Taxes £375 I4s. 5d. ; Carnage 
Outwards, £352 17s. 9d. ; Trade Exjienses, £375 Us. 4d. ; Pad Debts, 
£327 6s. lOcl. ; Depreciation, £384 I5s. 8d. ; Interest on Capital, £257 
Us. 6d. ; Stock, 3Ist Dec., £9,765 19s. 3d. ; Work in Progress, 31st Dec., 
£1,628 193. 2d. 

6. From the following particulars of the “ Krynx Gold Mining Co., Ltd., 
prepare Working Ac<X)uut for the year ended 3lsfc Deo. — 

Ore extraction — Expenses of Mining, £40,825 16s. 7d. ; Reduction of 
Ore— Milling, £16,517 12.s. 8d. ; Concentrating. £10.026 5s 3d ; Cyaaiding, 
(44,587 2s. 9d7; TTamming, £4,866 Pis. lid.; Concession Keats paid. £600 ; 
Royalties paid, £3,427 lOs. 5d. ; Prospecting Expense.^. £1.013 Is. 8d ; 
Claim Exptiiises, £1,768 I5s. 3d, ; VVages at Mine, £4,026 4s lOd. ; (^ernn-d 
Charges at Mine, £2.347 13,> 6d. ; Mint and Bank Charges on Bulhon, 
£1.428 Us. 5d. ; Depreciation of Machinery and Plant, £5,043 12s. 8d. ; 
Bullion .Account. £246.017 13s 2d. ; Tailings Account, £2.034 15s. 6d. 

7. From the following particulars of tiie “ Koomiie " Tobacco Plantations, 
Ltd., prepare Working Account for the year ending 31vSt Dec. — 

Planting Wages, £13,016 14,s. 8d. ; Manufacturing Wages, £4,108 12s. 2d. ; 
Salaries — European Staff, £7,087 Ss. ltd. ; Native Overseeri, £2,007 I6.s. 5d, ; 
Native Watehiuen, £8% 7s. lOd. ; Coolie Expenses (Brokerage, Pas.^r ge 
Money, etc,), £2,956 Us. 6d. ; Hospital Working Exyieusos, £1.016 4s. 81. : 
Ttansport .Expens(3S, £1,037 2 sl. 6d. ; General Plantation lixpeases, £1.216 
Ids. 7d. ; Stable Expenses, £602 10s. 9d. ; Lo.ss (by death) of Advances to 
Coolies, £536 5s. 2d. ; Wastage of Live Stock, £467 9s, 4d. ; CommEsion 
on Sale of Tobacco, £3,026 13s. 3d. ; Repairs, Renewals, and Dfipreciation *" • 
Railway, £167 19s, 5d. ; Steam Launch, Lighters, etc., £346 2s, 9d. ; Loose 
Tools, £307 Us. 8d. ; Pier Wharf, etc., £265 10s. 6d. ; Ways, Roads, etc.. 
£1,328 11s. 4d. ; Buildings, etc,, £3,516 13s. 5d. ; Proceeds of Sale of 
Tobacco, £60,817 18s. 6d. 

8. Fiom the following particulars of the IFwfern Star Newspaper Co., Ltd., 
prepare Working Account (or Production Account) for the year ending 31st 
Dec. — 

PajiCf used, £8,516 10s. 2d. ; Juk used, £487 14s. 6d. ; Compositors and 
Machining Wages, £4,206 1 5s. 8d. ; Cost of Literary Contributions. £987 
1 4s. 3d, ; Sales — Cash, £707 ,16s. Sd. ; Agents, less Discounts and Returns, 
£15,016 2s. lOd. ; Subscribeti less Postages and Wrappers, £2,187 14s. 5d. ; 
Ret^rters and Office Salaries, £4,617 10s. 2d. ; Editors' Salaries, £1,400 ; 
Newsagency Telegrams, £246 18s, 6d, ; Petty Expenses, £72 63. tOd, ; 
Gas, Electric Current, and Fuel, £487 13s. 5d. ; Repairs and Renewals, / 316 
14.S, 9d. ; Sales of Waste Paper, £206 145. 7d, ; Advertisements, £17,950 
SdL ; Jobbing Piintiiig Sales, £60 10s. 3d. ; Depreciation — Plant, 

Machinery, and Stereos, £236 15s. 7d. ; Linotype Installation, £70 ; Rates, 
Taxes, and Insurance of Works, £160 I4». 8d; 

9. From the following particulars of the '* Bekton " Steam Trawler Co., 
pr^are Working Account for the year ending .31it Dec, — 

Ga^ and Oil, £147 10a. 9d. ; Repairs and Renewals, £80 12s. 5d. ; landing 
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Duea, £10 8s 6(1. ; Harbour Dues. £8 45. 3d. ; Wagcs—General. £148 lOs. 9d. : 
Fishermen, £150 6a. 5d.; Casual Labour, £18 Hs. 7d.; Commission, £20; 
Repairs, Stores, etc., £50 13s. 6d. ; Net Braiding, Mending, and Tarring, 
£14 Us. 5d,; Carpentering, £12 Os. 7d.; Painting, £11 85. 4d.; Salvage 
Claims, £20 16s. 5d. ; Sales of Fish, £904 89. lOd. ; Sale oi Old Rope, etc . 
£l 3s. Ud. , 

10. The following Balances are extracted from the books of the ** Oversley ** 
Canal Co, You are required to draw up the Working Account for the year 
ending 3tst December — 

Maintenance, Dredging, and Ice Breaking, £3,506 13s. 8cl.; Rents Payable, 
£1,857 lOs. 6d. ; Rates, Taxes, and Insurance, £1,314 14s. 5d. ; General Charges, 
£1,206 I5s. 4d, ; Toll Traffic Receipts, £7,406 15s. 6d. ; Freight Traffic Receipts, 
£14,517 Us. 8d. ; Traffic Expenses, £11,986 14s. 4d.; Depreciation of Boats, 
Horses, and Carrying Plant, £862 9s. lOd. ; Rents Receivable, £3,914 16s, 7d.; 
Miscellaneous l^eccipts. £85 9s. 8d. 

1 1 . From the following particulars extracted from the books of the " Wide 
Seas *' Navigation Co., Ltd., prepare Working Account for the year ended 
31 fit December — 

Navigation Expenses: Coal, Water, and Oil, £609,126 lOs. 9d. ; Dues 
Towage, Pilotage, etc., £148,705 I5s. 6d. ; Pay of Officers and Crew, £282,856 
Us. 5il. : Provisioning of Passengers, Officers, and (Tew, £257,493 18s. 4d.; 
Suez Canal Dues, £289,586 I69. 8d.; Damages, Claims, and Law Charges, 
/ 12,000 10s. 6d. ; Expenses of Steamers laid up, £9,857 4s. Ud. ; Quarantine 
Charges, £1,625 I7s. 5d. ; Ships' Repairs, Stores, and General M^nntenance 
Charges, £165,714 6s. 7d. ,* Insurance Charges and General Average Claims, 
^18,109 I3.S, 4d. ; Depreciation of Fleet, etc., £327,916 153. 6d. ; Passage 
.SToncy, £1,025,716 15s. 8d. ; Freight Charters and Miscellaneous Service.s, 
£1,306,578 10s, 6d. ; Government Contract Services, £259,000; Compensation 
from Brazilian O^oveminent for seizure of s s. Early Bird, £10,000 

12. Tiui following Balances are extracted from the books of the Sunbeam " 
Hotel, Ltd. You arc required to prepare therefrom the Working Account for 
the year ended 3lst December — 

Amounts Consumed: Grocery and Provision.^, £4,520 I4s, 2d,; Wines, 
Spirits, and Liqueurs, £4,206 lOs. 8d. ; Ale, Beer, and Minerals, £1.986 I3s. 5d. ; 
Tobacco, Cigars, Cigarettes, £1,023 I7s. 6d.; Sundry’’ £240 16 r. 7d.; 

Wages and Salaries, £5,017 1 l.s.'4d, ; Licences and Insurances. £957 I3s. Kid, ; 
Newspapers, Magazines, Printing, and Stationery, £305 4s, 9d. ; Coals, Gas, 
and Lighting. £627 19s. Id. : Repairs and Renewals of Buildings. £214 lOs. 6d, ; 
Laundry, £334 18s. 5d. ; Stable and Garage Expenses, £235 6s. 8d. ; Rates, 
Taxes, and Insurance, £1,075 lOs. 6d, ; Repairs, Renewals, and Dqireciation 
— Furniture and Fittings,' £306 4s. 6d. ; Cutlery and Plate, £162 8s. 5d.; 
House* Bed, and Tahiti Linen, £105 Us. 3d. ; China and Glass, £114 17s. 9d. ; 
Amounts charged fo Customers — Grocery and Provisions, £6,517 Us. 4d. ; 
Wines, Spirits^ and Liqueurs, £6,702 I Os. Sd^; Ale, Beer, and Minerals. 
£3,098 12s. 6(1.; Tobacco, Cigars, Cigarettes, £1,587 8s. 9d.; ^artments, 
Attendance, and Baths,. £11,5 16 14s. 3d.; Bar Receipts, £1,025 Us, 5d, 
Itilliard Room Reempts, £472 9s, 7d.; Stnblc and Garage Receipts* £276 
I5s. 4d. 

13; From the foHowing Trading^ccount ascertain and stato-^ 

(a) The of materiel used. 

(0) The value of the output <rf manufactured goods. 

\cy The percentage o| gross profit on sales. 
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Dr. TRADING ACCOUNT Ct, 


To Stock — 

4.^00 

s. 

d. 


42,^0 

s. 

d. 

Finished Goods. 

• 

- 

By Sales . . . . 

- 

- 

Raw Materials . 

1,200 



„ Stock — 




,, Purchases 

12,000 

.. 


Finished Goods . 

3.500 


.. 

„ Wages. 

20,000 


- 

Raw Materiab . 

1,400 

-> 

- 

„ Carriage 

1,000 

- 

- 





„ Balance, Gross Profit 

8,700 

- 







£46,900 

- 

- 


£46,900 

- 

~ 


{Incorporated Accountants.) 


14. An order amounting to /2,000 was executed at a cost of : Wages. ;t880; 
Materials, ;£602. Working on the cost figures shown below, state the net profit 
made on carrying out the order. 


Cost Figures 

i 

Materials 


13,000 

Wages 


26.000 

W'orks Oncost . 


6,500 

Gross Profit 


4,500 

Office Oncost 


. 1,300 

Net Profit 


3.200 

W^ork executed . 


50,000 


15. An Engineer's books give the following figures — for the first yv.ir: 
Materials purchased, jJlT.SOO; Sales, j^3(),000; Wages, jf7,500; and Ex|H*nscrt, 
^2,000. The Stocks at the beginning of the year were: Materials, ;£6,00(): 
Finished Work, 3£4,000: aud at the end of the year they were: Materials, 
/5,000; and Finished Work, £3,000. For the second year, the materials 
purcha^ were £14,000 ; Wages, £4,800 ; Expenses, £1,200 ; and Sales, £17,000. 
The Stock at the end of the second year is Materials £7,000, and F'inishcMl 
Work, £6,000. Prepare a statement showing each year (and also the average 
of the two years) what arc the percentages of Cost of Materials, Wages, 
Expenses, and Profit on the output. {West Riding of Yorkshire.) 


16. The undermentioned figures have been extracted from the Trial Balance 
of the Blankshire Iron Co., Ltd., whose financial year closes on 30th June. 

Prepare a Furnaces Account showing the cost per ton of the Pig Iron 
produced, a Trading Account and a Profit and Loss Account. 


Balances Extracted from Trial Balance 
30th June. 


Coal purchased 

Coke and Limestone purchased 
Ironstone purchased • * . . 

Wages (Furnace) 

Sato of Pig Iron 

Stock of Pig Iron (30tti June) . 
Tradecliarges , . . . , 

Sato of Waste Materials and By-products 


7,^20 

19,550 

7,461 

6,842 

62,446 

9,402 

5,424 

5.862 
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OlTjce Salaries 
Directors' I'Vea 
Transfer Foes 
Depreciation 
Interest received 
Bad Debts , 


I 

3.401 

1.500 

52 

3.890 

321 

1.680 


J'he stock of Pig Iron in hand as on 30th June was valued at £9,221. 

'Die Pig Iron produced during the year amounted to 18.600 tons. {London 
Chamber of Comm^'rce.) 


17. A Manufacturer's books show the following figures for each item for 
two years: Materials used. £22.389 and £21,427; Wages. £7.495 and P,Sn\ 
Rent and Power. /1.C59 and £1,655; Carriage, £513 and £494; Trade Ex- 
pcnbcs. £303 and £309; (las and Water. £213 and £240; Travellers, £719 and 
£763; Rex>airs, £426 and £563; Insurance. £78 and £78; Depreciation, £600 
and £580. 

Goods produced (Net). £36,468 and £36,261. 

Prepare a Statement showing for eac)i year the various costs per cent on 
production, {West Riding of Yorkshire,) 


18. From the particulars given in Exercise II, 24, page 75, prepare a Mine 
W'orking Account. 


19. Messrs. John BeiTy and L. Flower were equal partners in the firm of 
Berry Sc Flower, Iron Smelters. The following balances of accotmts appeared 
in tlieir books as on 31st December: General W'^ages, £8,037; Goal used 
(including Cirriage), £6.047; Coke used (including Carriage). £17,5*6; 
Wagon Hire (credit balance), £278; Pig Iron Sales, £54,056; Ff»uv*dry con- 
sumption of Pig Iron. £103; Branch Railway Income (leased to adjoining 
company), £705; Materials and Stores (including Foundry Charges and 
Repairs to j.ucomoiivcs, etc.), £1,198; Ironstone used (including Royalties, 
otc.), £5,707; Limestone used (including Royalties, etc.), £1,513; Salaries of 
l^'urnace Experts. £559; Travelling Expenses, £40; Rates and Taxes, £657; 
Land Damages and Compensation to neighbours, £60; GcTK^ral ('harges, £92; 
Manager's Salary, £500; Pig Iron Stock (3 1st December), £12,268; Interest 
(credit balance), £199; J. Berry (Drawings Account), £4,000; L. Flower 
(Drawings Account), £5,000; Works Plant, Rolling Stock, etc., £33,080; 
Coal and Coke Wagons, £3,150; Coal Stock (31st December), £240; Coke 
Stock {3ist December), £688; Ironstone Stock (31st December). £600; 
Limtstone Stock (31st December), £35; J. Bcrr>' (Capital), £25.531 ; L. Flower 
(Capital), £26,613; Sundry Creditors (including all necessary adjustments), 
£18,732; S\indry Debtors, £15,329; Loans to Workmen. £2*13 ; Reserve for 
l^arl Debts, £909; Cash at Bank (Deposit), £9,000; Cash at Bank (Current), 
£ 1 .523 : Cash in hand. £44, 

Write £2,500 off Works Plant, Rolling Stock, etc., as depreciation. 

Write £150 off Coal and Coke Wagons as deprive intion. 

Make the Reserve for Bad Debts up to £1,500. 

No interest upon Capital or Drawings is to be char^. 

The stock of Pig Iroii on 31st December was valued at £10,550. 

Prepare a Pig Iron production Account (showing the cost of Pig Iron pro- 
duced;; a Pig Iron Trading Account vShowing the gross profit realized by 
Pig Iron Sales) : and a Profit and Loss Account for the year ended 3lst Decem- 
ber, and a Balance Sbeot as on that date. (CharUr$d AccouiUants.) 
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20. Enumerate the items that you would expect to find in the following 
accounts— 

(a) Manufacturing Account (prime coat only). 

Manufacturing Acco>int (cost of production). 

(c) Working Account of a Mine, 

(£?) Working Account of a Canal Company. 

21. Give your views on manufacturing accounts and state your reasons 
in support of your preference for the prime cost basis of its construction, or, 
if you oppose the prime cost basis of construction, give reasons justifying the 
inclusion of oncost items therein. 


22. Prepare a Furnace Account (two ways), inserting figures to give 
completeness to the examples, that will show the components of cost of 
manufacture of pig iron. 


23. For the current year a Trading Account stands thus — 


Cost of Materials 
AVages . 
Discount 
Expenses 


5.000 

3.000 
5(K) 

1,500 


Salbd • 


£ 

10,000 


/lO.OOO ^flO.OOO 

State Uie above costs as percentages on Turnover. " 

As this leaves no profit, the Trailer con.sii]crs how he can improve matters, 
and finding that he cannot advance his soiling prices he will aim at increasing 
the Turnover by ;f2,000, and reducing the percentage costs on Turnover by 
Materials 2, Wages, 1, Discount 2 ; the Expens'^s remain at the same amount. 

Show his Trailing Account for the next year on the basis of these alterations. 
(IFwf JRiding of Yorkshire:) 


24. State in what manner you consider the percentages of cost should be 
shown in a manufacturing business of which the following are the Profit anJ 
Loss figures for the year. Calculate such percentages. . . 


Purchases ....... 4,500 

Wages 2.000 

Rent 200 

Stock, 1st January , . * . . 1,000 

Kates, Taxes, and Insurance . . , , 100 

Salaries 750 

Depreciation of Plant ..... 250 

Stock, 31st December ..... 1,000 

. Sales ........ 10,000 

NetProfit , 2,200 


£11,000 ;in,000 

{Chartefed Accmnimi&) 

25. The Lotidd?i and Madras Trading Co., Ltd.^ op4fied a Branch in Madras 
on let July. The following arc balances extracted from the Madras Branch 
Socks on 30th June (1st year) and 30th June (2ttd year).— 
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Is/ Year 

2nd Year 

Stock at the banning of the year , 

• 

. 4 

i 

. 5,400 

Purchases during the year 

♦ - 

. 10,000 

11,000 

Freight and Duty (Inward) . 


850 

1,200 

Packing Charges (Inward) 


200 

350 

Wages 


200 

250 

Salaries — ^Manager 


600 

1,000 

Do. General .... 


400 

600 

Commission — ^Manager . 


300 

Nil 

Do. General . 


50 

40 

Travelling ..... 


400 

360 

Advertising ..... 


150 

300 

Postages and Telegrams 


. 100 

200 

General Expenses 


120 

180 

Sales ...... 


6,000 

11,300 


The Stock or\ hand at 30th June (2nd year) was ^{7,700. 

Make out compaiative Trading Accotinls for the two years, showing gross 
and net trading profit and percentages. Draw attention to any points which, 
in your opinion, call for further investigation, and criticize the results show^n. 
Yon are informed that in the first year the shipments consisted wholly of 
valuable goods of comparatively small bulk ; but in the second year one-third 
of the shipments consisted of bulky goods of comparatively small value . 
{Chartered Accountants.) 


26, The manager of a Manufacturing Concern, of which yon arc auditor, 
is paid partly by salary and partly by commission. Under the agreement 
for service, in ctise of dispute as to the commibsion payable, the auditor's 
decision is to be fin«al. Such a dispute has arisen, and in order that your 
decision may be whifily unbiascnl, the Profit and Loss figures are given to you, 
without any indication as to which iirc the items in dispute. The follov'*-v .\re 
the figures supplied, and you are asked to prepare and certi<'; rtarements 
showing — 

(а] The manufacturing profit. 

(б) The percentage of net profit to the manufacturing cost. 


Stock, 1st January 

m 

• 


Dr. 

1,500 

Cr. 

£ 

Purchases . * . 

• 9 



2,000 


Manufacturing Wages and 

Salaries . 

* 


2,000 


O0tce Salaries 




410 


l>i£count on Sales 




150 


Carriage Inw'ards . . . 


a 


100 


Carriage Outwards 

• 9 

• 


120 


Printing and §rationery 

• * 



70 


Kent and Kates . 

m * 



390 


Travelling Expenses 
General Expenses 

• • 



130 





290 

100 

Discount on Purchases . 

* • 

* 



Sales 

« • 




0,000 

Stock, 31st December i,. 

m • 




1,800 





;£7.I60 



In answwing this (luestioU) tli« detail must be shown. (Chartered Ac^ 
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, REVISION EXERCISE* XVII 

1. Provide the necessary Journal, Cash Book. and^piBger records for the 
following transactions — 

(a) Sold Goods to B on a three months' bill, which document was for £200; 
B accepted on 1st January, at which date it was endorsed ove r to J, a creditor. 
The bill was duly met on maturity. 

(b) Bought, on credit, from the Exact Scale Manufacturing Co.,:j^^td., a 
special mechanical scale which has dial plates showinjj weight and price; 
cost /200. Where, and how will you record this transaction ? 

(c) A, who has a contra account with Jonc.s', Ltd., desires a settlement 
of his account with them. In the books of both parlies, show how the following 
transactions will be recorded— 

(1) Being defective, Jones' returns goods value iS to A. 

(2) A cheque on account sent by A to Jones' has been, returned R/D; 

amount stated in the cheque was 

(3) A has ailvised Jones' that an invoice for purchases from him value 
is in error to the extent of ;£9; due to one item being ( barged at £21 

instead of £\2. 

The above matters must be adjusted ; and you are asked to stab- how much 
A must forward Jones' in settloinent, in addition to providing the necessary 
book-keeping records. [According to A's books — his accounts for Jones' 

— (a) in the Bought Ledger, a balance of £[320; (6) in the Sales I-cdger, 
l>aiance of ;f60; prior, of course, to the above transactions arising,] 

2 Capital expenditure and revenue expenditure must be carefully dis- 
criminated, and you are asked to place under " capital " and " revenue " 
respectively the following items, giving reasons, where necessary, for items 
which seem partly capital and partly revenue — 

(1) Sale of Old Plant. 

(2) Purchase of Patent Rights. 

(3) Renewal fee for (2). 

(4) Purchase of Deliver}' Vans. 

(5) ,, „ New Wheels (at a later date) for (4). 

(6) Installation of Electric Light, etc. 

(7) Depreciation of (<5), 

(8) PuTcha.se of Plant and Machinery. 

(9) Repairs to (8). 

(10) Extension of Water Mains by a Water Company; also rcplarcmenl of 

existing Mains. 

3^ A business has ten Sales Ledgers marked respectively A, J3, C, etc. 
The Sales Day Book has analysis columns corresponding "to the Ledgers. 
Eac^ Ledger is balanced separately each month. On 20th Januai-y a sale r:f 
£10 posted to F Ledger is placed in Day Book irt G column by mistake. Say 
how the January monthly summaries of F and G Ledgers arc affected, and 
how the balances shown by the summaries will compare with the balances 
as extracted from the Ledgm. {West Riding of Yorkshire.) 

4. Explain what is meant by " Capital Expenditure/* and state the con* 
siderations which would guide you in deciding whether a*>ggrticula# kern of 
expenditure properly comes within this category or not. {West Riding of 
Yorkshire.) . ^ 
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5. The ^ Compa m^ Ltd.. purchased a business as a going concern, as 
from the 1st April/|PP ;£33,000, payable as to ;J25,000 in fully>paid shares 
of /I each, and the balance in cash, all outstandings to be adjusted up to that 
date, and the company to pay interest at the rate of 5 per cent, per annum, 
oji i he net purchase money from 1st April up to the date of completion, namely, 
the Ist July. As on the 1st April the following payments had been made in 
advance 

* Telephone ' Rent . • . . £10 12 II 

Fire Insurance , . . .656 

Plate Glass Insurance . . .27- 

On the other hand, there were outstanding liabilities as follows — 

Rent ;^15 7 8 

Gas and Electric Light . . . 86 17 - 

Water Kate . . . . 2 10 - ‘ 

Between the 1st April and the 1st July, llie vendors recei\'cd on account 
of the purchasers 13s. 5d , and paid on their account £2,^S 12s. 6d. 

A deposit of /3,00(} had been paid by the purchasers on the 1st April. 

Prepare an account showing the amount duo on completion of the purcliase.' 
iChaiterfd Institute of Secretayies.) 

6. A. Andrews & Co., of London, consigned goods to the value of ;^2,000 
to their agent, B. Bengalee of Bombay, and drew on him for 1,500 at 3 

j^onths, discounting the ))ill at the National Provincial Filank for ;£1,4S5. 
^he cliarges for Insurance, Freight, etc., paid by A. Andrews jJc Co. amounted 
to ^70. In due course B. Bengalee rendered an Account Sales to A. Andrews 
& Co. for £2,500 less Commission, etc., £85. enclosing a Sight Draft for the 
balance. Record those transactions in A. Andrews 6c, Co.'s book.s. 
[Chartered Accountants.) 

7. — ^Smith & Jones united m a venture to purcha&e at par and issue to 

public £200,000 Debentures of a Company, and agreed to share and 

lo.sses equally. They issued the Debentures, whidi were fully suljscribe<l. 

5% premium. Smith, on his own account, subscribed for and was allotted 
£20,000, which he subsotiuently sold at 10% premium ; while Jones subscribed 
for and was allotted £3,000, wliich he sold at 9% premium. The cost of the 
issue was £6,000. Create an Account showing how much each gained by the 
transaction, disregarding interest and tax. [Chartered Accountants.) 

S. A bill at 6 months for £500, accepted by A on 1st January for goods 
puichased from B, is discounted with C on 31st March at 5 per cent, per 
annum. The bill is dishonoured by A's bankers on presentation, the charges 
for noting and expenses being 5s. A then agrees to pay B £100 Cash on 
account, and to be charged interest at 6% p.a., giving two bills— one for £200 
at 3 months and one for the balance at 6 months. Show all these transactions 
in B*s Lodger, (Chartered Accountants.) 

9. D, E, and P entered into partnership on the 1st January, their Capitals 
being — 

D . . * £3,000 

E . . . . 2.000 

F . . . , 1.000 

and the profits were to be divided— 

; D ,7, P 

Each partner wa* tp be creditedr beF're the 
interest on bis Capital at the rate of 5% p,a., and F was, in addition, to be 
cr^itpd with £200 a year for management. The Drawings were to be diArged 


^nal 


division of prolits, with 
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with interest, monthly^ at the same rate as on the^pital. The several 
partners' Drawings were as follows — 


D 

E 


F 


1st March 

. £100 

1st January 

• £50 

1st March 

• £75 

1st May . 

. 73 

1st February 

. 50 

1st June , . ^ 

. 75 

1st July . . 

. 125 

1st .April 

. 50 

1st August 

. 100 

1st September 

. 50 

1st August . 

. 100 

I St October . 

. 50 

1st November 

50 

1st October . 

. 70 

1st December 

. 50 



1st December 

. 30 



On the dist 

December, the books wore closed and after ample provisiun 


had been made for l^ad and doubtful debts, depreciation of Stock, Plant, etc., 
but before interest upon Capital and Drawings had been adjusted, or F's 
Salary had been charged.therewas a balance of protit on the Trading Account 
of £2,500, Make the necessary calculations of interest, give effect to the 
arrangement for F’s Salary, divide the net profits as arranged, and make a 
final statement showing the position of each partner. {Chartered 4 ccoantani^.) 


10. Prepare an Income and Expenditure Account from the following Ttial 
Balance of a club, taken out on the 31st December — 


Rent for tlie year ....... 

Rates, Taxes, Lighting, and Instiratice for the year 
Sundry Creditors 

Entrance Fees .... ... 

Cash at Bankers* 

„ in band ........ 

Secretary’s Remuneration ...... 

Sundry Debtors ........ 

Subscriptions paid in advance 

Furniture, Fittings, and FiKtures .... 
Stewards' and Servants’ Wages ..... 
Structural and other Improvements to Club House 
Printing, Stationery, Newspapers, etc. 

Law Charges ........ 

Annual Subscriptions 

Card and Billiard Room Receipts .... 
^^rashing, l&iveries, and Sundries ..... 
Wines, Spirits, Cards, and Cigars sold 

Repairs to House and Furniture 

Conversazione Expenses ...... 

Wines, Spirits, and Cigars purchased .... 

Stock of Cigars (1st Jan.) 

Interest on Loan 

Special Call made on Members 

l&Gess of Income over Expenditure brought forward from 
last account . . • . , . 


£500 


436 


£1.322 


36 

30 


2 


150 


37 

160 

1,281 


600 


L6H4 


145 


18 

2,173 


123 

107 

433 

409 


95 


311 


15 


6 

314 


1.295 

£5,856 

jf5,856 


£122 has to be written off the furniture, fixtures; and fittings, and £100 off 
the structural aftd Other improvements. There is no stock at the end of the 
{Chanared AccOiiniants,) . 

IL Vou are appointed book-keeper to an old-establisbSd business which 
has recently ImSn converted into a pnbHc Llmitod Company. Give rpth^s 
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of <vay books which it would be necessary for the new Company to keep, other 
than tlie ordinary of Account which are already in existence, and need 

no amendment. {National Union of Teachers.) 


12. Knter into Journal and Cash Book the following transactions of a 
Limited Company — 

The Company was repfistered on the 1st January with a Nominal Capital 
of /120,000, divnied into 120,00(1 shares of each, of wliich 40,0i)0 were issued 
as iiilly paid to the Vendor as part purchase consideration, 40,000 oflered for 
subscription to provide Working Capital, payable as to ns. per share on 
application, 5s. per share on allotment, and the remainder in two calls of 5s. 
each ; 40,000 .•shares to be held in reserve for future issue. The Vendor also 
received ^10,000 in 5 per cent Debentures, being the balance of the purchase 
consideration. 

Jan, 5. Appliaations were received for 35,000 shares. 

6. Allotment made of 35,fH>0 share.s. 

10. Amount due on allotment of 35.000 shares was received. 

Feb. 10. First Call of 5s. per share was ma<lo, pavable on the 24th February. 
10. 40,000 fully paid Shares allotted to the Vendor. 

10. 5 per cent. Debentures issued to Vendor for £10,000, balance of 

pnrcbasc-m<mcy. 


{Cha rtc re d A ccou yzta n ts.) 


13. Jones, Brown <5k lUibmsoii were partners in a business, profits and 
losses being divided— Jones tths, Brown .>ths. and Kobm.son Jth. The 
partner ’.hi]) was di.ssolvixl as on .Sl^t December, on which d-ale the position 

j t. . j r- 11 - 


Capital — 


BALANCE 

SHEET 

Sundry Assets 


£10,620 

Jones . 

Brown , 

£3.000 

2,100 

i 

1 

Debtor-s — 
Robinson 

, /.iOO 


Loans — 

Jones . 

. £500 

;i5.100 1 

1 

Sundry 

Cash in hand 

2, 00'- 

2,500 

120 

Smith 

Sundry Creditors 
Bank Overdraft 

. 800 

1,300 1 
5,840 I 
1,000 : 

£13,240 



£13.240 


The expenses of dissolution were £120, Jones took over the business, 
paying £7.850 for the Sundry Assets,” and £2,500 for the Goodwill. Prepare 
an account, as between the partners, showing the result of the di.ssolution. 

( Chartered A ccountants.) 

14. Prepare Journal entries to record the following transactions in the 
books of a Liinitod Company : 200 shares of £1 each, 15s. called up, and on 
which 5s, per share had been paid, were forfeited and subsequently sx)id to 
X for £130, credited with 15s. per share paid up. {Charteied Aci\ntntants.) 

15, The following is stated in a Brewery Company's report to have been the 
result of the year's woricing — 

Profit for the year . . ^ . £120,000 

of which there has been paid of charged - - 

Interest on Debenture Stock 40,000 

Interest on Mortgages and Deposits . . • • 10^000 

5ti^(*405) 
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Directors' and Trustees' Fees, Income Tax, and Manage- 
ment Expenses . . . . . ;J16,000 

Loss on houses taken under the Licensing Act, 1904 . 5,000 

Compensation Levy under the same Act . . . 5,500 

Dividend on Preference Shares .... 15.000 

and it is recommended tliat the balance be carried to Reserve Account. Make 
the Journal entries to record the above appropriations, and post to their 
respective Ledger Accounts. {Ch^ftered AccoimiaKts,) 

16. The General 'i'rading Company. Ltd., carry ou business as Merchants. 
The Capital of the Company is /40,000. divided into 20.000 Ordinary shares 
of £1 each, all of which have been issued and are paid up to the extent of 15s. 
per share, and 20,000 6 }ier cent Preference shares of £1 each, of which 
15,000 have been issued, and are fully paid up. 


TRIAL BALANCE— 30rfi June 


Ordinary Share Capital 
Preference „ „ 

Stocks, 1st July. Department 

,, *» 


*1 *» 

Purchases, Freight Duty, etc. 


M >* 

n »* *» 

Sales. Department A 

fj *» 

M »» 

Sundry Debtors 
Bills Receivable 
Sundry Creditors 
Bills Payable . 

Office Furniture and Fixtures 
Rent, i?ate3, and Insurance 


C 

D 


A 

B 

C 

I) 

Depart. A 

M B 

“* C 


Marine Insurance 

Travellers* Salaries and Expenses 

Office Salaries 

Commission 

Advertising ...... 

Stationery and Printing .... 

Telegrams and Stamps «... 
Bank Charges ...... 

Discounts and Exchange . . . « 

Incidental Expenses 

..Directors' Remuneration .... 
Coal Mining Syndicate Sliawa . 

(permanic Bank (l.imlted) . • . . 

Banqua de la K^publique . 

British Bank (Limited) . ♦ ... 

Income ,Tiax R^eatve Account , . * 

Dividend Aixount-^Half-year's Dividend on 
PnOt Shaites, 31at Dec. . . . 


/2.300 

1,100 

400 

700 

16.000 

27.(>(>0 


12.000 

13,000 


23,000 

5,000 


1,080 

1,800 

2.400 

5.400 
1,800 
1,200 
4,800 
2,700 

600 

120 

1.500 
600 

3.000 

6.000 

3,550 

2.500 

3,500 


;fl5,O0O 

15,003 


30.000 

37.000 

15.000 

18.000 


12,000 

1,500 


30Q 


450 


^143,800 ;iJ4?300 
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The business of the Company ia divided into four Departments-^ 

A. Iron and Steel; 

B. Coal ; 

C. Machinery and Tools; 

D. Sundries. 

From the Trial Balance on previous page for the year ending 30th June 
prepare Departmental Trading Accounts, showing gross proAt of each depart- 
ment, and apportion the expenses in proportion to the turnover of each 
department. 

Write 10 per cent depreciation oflf Furniture and Fittings, provide ;^300 
for Bad Debts, and 2% on the debtors for Discounts. 

The Stocks on hand on 30th June were : A, /3,000 ; B, /1, 000 ; C, /700 ■ 
and D, ^980. 

No dividends have been received on the shares in the Coal Mining Syndicate, 
Ltd., and the directors have decided to place ;i3,000 to a Reserve Fund, to 
provide for the depreciation in value of these shares. 

Prepare Profit and Loss Account and Balance Sheet. (ChafUred 
Accountants.) 

17. The Chiddmgfold Manufacturing Co.. Ltd,, was registered with a 
nominal Capital of /lOO.OOO, divided into 50.000 6% Preference Shares of 
£\ each, and 50,000 Ordinar)» Shares of each. 

The books of the Company were l^alanced as on 31st January, on which 
date a Trial Balance, containing the following balances, was extracted from 
the books ^ 


Carriage, Dock Dues, and 


Cash in hand 

<:2ia 

Freight 

^4.773 

Horses and Carts . 

720 

Advertising . 

649 

Transfer Fees 

1 

Fuel, Lighting, and Water 

2,163 

Purchases 

102,664 

Postage and Incidentals . 

590 

Purchases Returns . 

*^,743 

Catalogues and Price Lists 

416 

Factory Wages 

12,704 

Packing 

542 

Salaries and Travellers' 


Machinery Repairs . 

177 

Commission 

10,691 

Stable Expenses 

913 : 

Rents, Rates, Taxes, and 


Office Expenses, Station- 

[ 

Insurance . 

3,173 

ery. and Telephone 

1.022 

Sales .... 

174,493 

Ordinary Share Capital A/c 
Six per cent Preference 

5.000 : 

Sales Returns 

Discount Account (Debit 

6,619 

Share Capital Account . 

20,000 i 

Bi^riaiice) 

2,762 

Debenture Capital Account 

1 

Bad Debts written off 

203 

(200 Debentures of jf 100 

t 

Bank Charges and Interest 

42 

each at 4J%) 

Employees’ Superannua- 

20,000 1 

Legal Expenses and Audit 


; 

Fee .... 

418 

tion Fund , 

4,360 1 

Company's Contribution to 


Debenture Interest . ^ ^ 

85n ' 

Sui^rannuation Fund . 

516 

Directors* Salaries . ' . 

1,095 

Debtors as per Sales Ledger 

19,876 

Buildings Account . 

903 . 

Creditors as per Bought 


Machinery and Plant A/c 

8,750 
38,672 I 

Ledger 

4,340 

Stock on hand (Feb. t^t) . 

Bills Payable . 

320 

j£5,000 Consols (at cost) 
(Investment of Employ- 
ees' Superannuation 

Fund) 

f 

i' 

4,360-1 

Cash at Bank . 

5,784 


Before clawing the books the following adjustments are neceasfvry - 
1. : Telephone Kent paid in advance .... ^25 

% Travellers' Commission owing v • • . 342 
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3. Rent due , . • £379 

4 Insurance unexpircd . .511 

5 Reserve for Discounts, etc , on Sundry Debtors . 500 
6. Wnte ofi the following Depreciitions — 

Machinery and Plant 10 per cent 
Carts and Horses, £214 

The Stock on hand as on 3lat January was valued at £31 839. 


The Director's decile to wnte off the whole of the Buildings Account and 


to transfer £7,000 to Reserve Account from the piohts of the \ear 

You are required to prepare a trading and Piolit and Loss Account loi 
the year ended 31st January, and a Balance .^heet as on that date {London 


Chamber of co»w>u rce ) 



CHAPTER XVIII 


DEPRECIATION, SINKING FUNDS, RESERVES, RESERVE 
FUNDS, SECRET RESERVES 

What is Depreciation ? Depreciation is the gradual decrease in 
value of an asset from any cause. 

Differenc e between Depreci ation, Fluctuation, and Wear and 
Tear. JJ cnr(>ciation denotes a nermanml decrease in value r liiictua- 
lioji indicates nierel}' a temporary decrease or increase of value; 
wear and tear signifies shrinkage of value arising from one cause, 
namely, use. 

C aines of Depreciat ion. The causes of depreciation are — 

1. tV'dinaiy, iimen nt, or internal, sucli as vveai and tear of wast- 
ing a>scts arising through use or working, e.g. buildings, plant, and 

machinery. 

2. Extraordinary or external, such as obsolescence in the case 
of machinery, a fall in market price in the case of investments, 
expiration or eitluxion of time in the case of a lease, patent, etc. 

' Reasons for Charginpr Depreciatio n, UnlesvS assets are depre- 
ciaied, li is obvious that, on the Ralaiux^ Sheet, their value will be 
overstated; and the Balance Sheet will not, therefore, be a 
representation of the state of the busines.s. Fiuther, aosets such 
as jilant and inaclunery are held for the purpose of caniing income, 
and the loss arising on those assets through wear and tear is un- 
doubtedly a loss incurred in the earning of such income, and should 
equitably be charged or set off against it. Lastly, if depreciation 
was not provided for by charges against Revenue, additional 
capital would have to be raised whenever the necessity for replac- 
ing the asset arose. 

Special Terms and their Meaning. In connection with the sub- 
ject of depreciation, special terms are in use, which the student 
must carefully note, llw life of au asset is the number of yearn 
that it will continue to be usable or productive. At the end of their 
life some assets have no value at all, e.g. a Lease, or Patents; other 
assets, such as Plant and Machinery, have a residtial or break-up 
value, that is, the value of the material as old or scrap iron. 
Machinery is said to be scrapped or throv^^n on the scrap heap when 
it is broken up at the end of its period of usefulness, because it 
is worn out or has been super^ed by newer and more efficient 
machinery. In certain businesses, the possibility of obsolescefice, 
i.e. machinery being rendered obsolete by the later ,.^d better 
inventions, wliich will do the same work more quickly and more^ 
cheajdy, is a very impoitant factor, andinfluences largely the rate$'*' 

845 , . 



646 


ADVANCED ACCOUNTS 


of depredation. If the loss sustained by obsolescence is unex- 
pected and very large, it is not earned to Profit and Loss at once, 
but written off gradually over a number of years; but where 
such obsolescence can be foreseen, it should be provided for in 
anticipation. 

Repairs, Renewals, and Replacements. To lepaii, means to 
lestoie again, to make efficient for all praelical purpo&es. To 
renew, means to discard mi'aisset, or some part of it, tuxd tu rei)Ja(‘e 
with a similar or improved asset or part. It has b<ea aigm^d by 
some accountants, "THSt, if proper provision is made for repairs 
and renewals, the necessity for providing for depretiation is 
thereby obviated. Other accountants mountain that, m spite of 
constant repairs, there is an inevitable depreciation to be taken into 
consideration. 

Entries for Depreciation in the Books of Account. To depredate 
in the book-keeping sense of the term, means to wiite down the 
value of assets. This is done by means of a Journal entry debiU>fg 
to a Depreciation Account the amount to be written off, and 
crediting it to the account of the asset, thus i educing the book vdlue 
of the latter. The Depreciation Account ilself 1*5 (l*>'*ed ultimately 
by transfer to Profit and Loss. 

Methods^ of Depreciation. There are seven diileicut methods of 
cha«^g or providing for depreciation — 

Fixed Instalment Method. 

Diminishing or Reduemg Balanc Method, 
li Annuity System. 

Depreciation Fund Method. 

5. Insurance Policy System. 

6 Revaluation Process. 


7 To chaiige one sum to cover repairs, renewal, and deprecia 


and use 


Nature and use. Under this system, a fixed proportion of the 
original capital outlay is wntten off annualfy in order to reduce the 
asset to zero or residual value at the end of the penod, repairs and 
small renewals being debited to Profit and Loss. Tliis method is 
suitable for Patents, and aJteo for short Leases which involve little 
capital outla3^, and is sometimes used for Plant mrd Machinery. 
Suppose, for instance, Madiineiy has been purchased at a cost of 
;£4,000; tibat its life is six years; that its break-up value is £4<)0. 
Then, £3jS00 must be written off in six years, tiial is, j£600 each 
year. foeddug ttt it from the percentage pennt of view, we have 
to write off or of the amount, that is, 00 per cent in 
rix yeais; iheterore, 15 cent of the or4tin<il cost must be written 
ofi ea<di peaf. ,Again, snpposing a patent had sixteen years to 
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run, if could be written off by of the original cost each year; 
and at the end of that time the balance of the Patents Account 
wrmld be extinguished. 

ag^^ne i^^^vantage of tliis method is (for Plant 


and Machiner 



is an increasing charge’to Kevenue^^ZmS 

in fhe first few years n il? ft ks BT t UBI 

tl»y ttray be Vow^hegWrJln^ is tha t any a^di; 

'tions to the j)J^t ,and^ maclunei 3 ^jK(H^* 

.calculation, and necessitate a fresh on^ 

Machinery 'A<SWMtfre!|?^ 


M\CH1N£RY ACCOUNT 


Yfii 


f r he 

t 

1 


1 


loC 

im - 1 - 

1 



1 

„ ' i»i n*- 

100 l - ’ 

1 



2 

r r ( ) 

200 - j - 


1 

!| 



DETRFCUnr>N (MACHINTRVj ACCOUNT 



r 





■■■■■■ 





\ 

v\ V ^ I 






2 

n i» ff 






*5 

91 1 » 



1 

1 






Example. A Ix-asc i*. purchased for a term of four years for the 
sum of £320. Show how tlie Lease Account would appear in the 
Ix'dger during this period, depreciation Ixmg \mtten off by equal 
inst.^menis each year. 


Or LEASt. ACCOUNT Or. 


Year 

i 

To a»5b 


4 

</ 

\ear 

1 

B> PrpreciaUoa < * 
,, Balance c/d 

k 

a 




£320 

- 

- 



£320 


- 

2 

ToBaUucAbM 

W 1 - 

\ 

- 

> 

By Deptfdatiou 
, Balance c/d 

80 

100 

"7 

~ 

- 



£240 

- 




£240 


~ 

8 

To Balance b/d* 

100 

- 

- 


Bv Peirredation ^ 

p Balance c/d . 


~ 




"iciw 

- 




£100 j 


1* 

i 

fo HalaocL b/d . 

"“oT 

- 

- 

4 

By D^cedbation 

w’j 

• 

- 


In the above example, depreciation is (fj^ X *» 100 pet cent 
in four years, or at the rate of 25 per cent per annum of the ori^|mal 
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outlay. Or, from another point of view, ^^320 has to be written off 
in four years, which gives us £80 each year to write off the original 
cost. A Journal entry would be made each year for four years, 
thus — 

Depreciation . . .. Dr. £8Q 

To Lease . . . Cr, £80 

The amount of the Lease Account not written off would appear on 
the assets side of the Balance Sheet. 

D jipuushing Balance Method 

Natur^ fpd Use. By this method a fixed rate per cent is y^riffen 
oli^l^c^ reducing annual "b^apee of the Asset Accouhf each year, 
in order to reduce it to residual value when its period of usefulness 
for revenue-earning purposes has expired. Repairs and small re- 
newals are, as under the first method, charged to Profit and Loss, 
This system is usually adopted for Plant and Macliinery, Furniture, 
Fixtures, "Fitting, etc. 

AaFOOtag^. The advantage of this method of j^epj:eciatiou is 
that it tends to give a. tairly eyen^ charjge agaifiSt Jlevcuuc 
F qt 7 ^ rtlt!-*tteprec^6n is h^vy during the.^st few. yeajgs, thiSTis' 
cfJumer^lanWStfTJy'tlie repmrs being light; and in the later years, 
vifBSn repaTis~afe heavy, this is coimtcrbalanced by the decreasing 
chdfgefor xfi^eciation. 

Mathematical Formula. The rate per cent to write off the 
diminishing value each year is found by means of the following 
formula — 

where P denotes the princip.al, r the required rate per cent, n the 
number of years, and R V the residual value. 

Example. Machinery is bought for £2,000. Its life is estimated 
to be six years, and its break-up value at the end of the period 
£356. Show the Machinery Account for the .six years, writing off 
depreciation at a fixed rate per cent on the diminishing or reducing 
value of the asset. 

./According to the formula — 

\ 100 / 

which, when reduced, gives — 

f « 100- 100?/a78 =. 100-100 (-7500) approx.; 
hence r »» 100 - 75 «= 25 per cent approx. 
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The Ledger Account of the asset will be as follows — 


Dr. MACHINERY Cr. 


Year 

1 

loCash 

2,mio 


d. 

Year 

I 

By Depreciation . 
„ Balance c/d 

1)0 

5. 

d. 







1,500 

“ 

- 



£2.000 

- 






- 

, 2 

To Balance b/d 

1,500 

_ 


o 

By Depreciation . 
„ ' Balance c/d 

375 







1,125 

- 

- 



£1.500 

- 

- 



£1,500 


- 

3 

To Balance b/d 

1,125 

- 

- 

3 

By Depreciation . 

281 

• s’ 








„ Balance c/d 

843 

15 

- 



£1,125 


- 



£M25 

- 

- 

4 

'lo Balance b/d 


15 

- 

4 

By Depreciation 
Balance c/d 

210 

632 

18 
16 1 

9 

3 

1 

1 


£843 

1 5 

L 



£843 

13 1 


5 

To Balance b/d 

«32 

18 

; 3 

3 

By Depreciation 
„ Balance c/d 

158 

jT' 

"T 




I 


474 

1 12 

2 


1 

£632 

I ft 

3 



£632 

i 16 

3 

h 

lo Balance b/d 

474 

12 

2 

6 

By Depreciation 

1)8 

12 

2 







lAdjiislmcnt 
' of lOd ) 










„ Balance c/d 

i 356 

- 

- 



£174 

uT 

•y 



£474 


2 

7 

To B.'ilanco b/d 

35(1 

i ■ 

- 



! ““ 

ii 

i 

1**“*"* 


Reduction of Formula. The reduction of the formula seems to 
give students a great deal of trouble. A simple method of reducing 
it is as follows — 


Formular- ^ (-® = 356 

Divide both sides by 2000, and the following is the result— 


/lOO-rV 356 _ 178 _ 

\ luO / “*2000 1000 

Take the sixtii root of both sides, and the result yieldb— 


100 -# 
100 ' 


;/*i78 


Multiply both sides by 100 — 

=» loo-f = looj/nyg 

Transpose the 100, and change signs^ and the result is— 

r « 100- 100J!/178 « iOO- 100 (-7500) appro*. 
Hence, r « 100 - 75 » 25 per cent approximately. 
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In this case, the cube root of *178 is *5625 (approx.) ; and the 
square root of ’5625 is *75. In cases, however, where the root 
caiuibt be extracted arithmetically, e.^. the fifth root or the seventh 
root, recourse must be had to logarithms to obtain the required 
root. For instance, m the above example — 

log -178 = 1-2304200, 

by 6 - 1-8750700 - log of -7500 (approx.) 

Depreciation of Additions to an Asset. The question of how to 
treat additions to an asset when writing off depreciation on the 
first occasion after such addition, is rather a complex one. Owing 
to conflicting views, no less than three different methods obtain. 
The additions are — 

1. Ignored, by writing depreciation off the balance of the Asset 
Account as at the beginning of the year, 

2. Included, by writing depreciation off the balance of the A.sset 
Account as at the end of the year. 

3. Depreciated proportionately, a machine purchased about the 
middle of the year being written down at half the annual rate, and 
so on. 

Example. Machinery is bought for a sum of £2,500. Additions 
are made in June in the second year to the extent of £2(X), and in 
March of the third year to the amount of £150. Show, by means 
of Ledger Accounts, the various methods of dealing with the addi- 
tions when writing off annual depreciation at the rate of 10 per 
cent on the diminishing balance. 

First Method — 


D>. PLANT AND MACHmERY ^ Cr. 


Yw 

1 

To Cash 


$. 

d. 

Year 

'' 1 

By Depreeiathm. 
10% £2.500 . 
Balance c/d 

£ 

250 

2.250 

$. 

d. 



jC2.50ii 

- 





- 


i 

To BaUnco b/d 
„ CasbUuno) . 

S,250 

200 

- 

- 

2 

By DtpreciaUon. 
^10% £2.250 . 
.. Baliiwec/d 

225 

2.225 





iC2r450 

M 

4* 




^ 1 


» 

To BaiahM . 

xm 

> JLSO 


: 

3 

„ : 

222 

2*152 

to 

IQ 





B 

B 


, 


- 




\mm* 

B 

i 

■1 


' i 
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Third Method— 
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Interest are then wiitte;i down by equal annual instal,igsRt5^,lJhJU. 
fflKiRguSE^’ “tSus raethodinised’ 'pnhcipaHy 'fbr Leases involving 
wfilia&'albie outB^lSfft'ead Dver a numbw of years, when it is not 
desiri^ to 'r6tJfe,tr them at the end of the p^od. IfteHOl so suitable 
for''Plant and Machinery, as fresl},c^cvilations wdOld he necessary 
each time additions Vrete 'fnaae. „This system ahhbugh very 
seieiifific, results in an increasing charge gainst Revchiie each year ; 
f6f, 'while the depreciation that is debited remains constant, the 
intiCTest being credited will diminish each yearj If at the expiration 
ol'a Lease, dilapidations have to be providedf for, this can best be 
done by means of the Sinking Fund Method explained later on in 
tliis chapter. 

Annuity Method Depreciation Tables. The amount to be written 
off yearly by the Annuity Method, i.e. Principal + Interest - 
Instalment, can be easily calculated from Tables based on the 
following formula for — 


1 + Interest" - 1 + Intere.'-t, or + Interest 

Tntmst Compound Interest" 


where n = number of years. Tliis gives us for five years, at 5 
per cent, 


•05_ 

•276281 


+ -05 or •180975 + -05, that is •230975 ; 


and so on for other rates and years. 

The following Table A is sufficient for ordinary book-keeping 
purposes, and for the working of the exercises at the end of this 
chapter — 


TABLE A 

Amount required to write off £\ by the Annuity Method 


Years 1 

3% 

3i % 

4% 

! 4i% 

I 

i 5% 

" ■ ^ 3 

•353530 

•356933 i 

•360348 

•363773 

•367208 

4 

•269028 

•272251 

•275490 

•278744 

•282012 

5 

•218354 

•221481 

•224627 

•227792 

•230975 

6 { 

•184597 

•187668 

•190761 

•193878 

•197017 

7 

•160506 

•163544 

•166609 

•169701 

•172819 

8 

•142456 

•145476 

•148527 

•151609 

•154721 

9 

•128433 

*131446 

•134493 

-137574 

•140690 

10 

•117230 

•120241 

; J 

•123291 

1 1 

•126378 

1 

1 

•129304 
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Example. A Lease is purchased for a term of seven years by 
payment of £3,000. It is proposed to depreciate the Lease by the 
Annuity Method, chai;ging 4 per cent interest. Show the Ledger 
Account of the asset during this period. ' 

Reference to the above Table A shows that the amount for £1 
for seven years at 4 per cent is -166609. Multiplying this by £3,000, 
\ve got £499-827000, or £499-827, which (converting the decimal at 
sight, as explained in Chapter IX on page 284) gives us £499' 
16s. 6Jd. 


Dr. LEASE ACCOUNT Or. 


Year 

1 

■ i ' 

r. 

d. 

Year 

1 

c 

r. 

1 

X 

To Cash 

1,000 ! 


- 

I 

By Depreciation 

499 

' 16 1 

1 r 


„ Interest • 

, 1 20 i 

- 

- 


pp Balance c/d . 

ap63o 

?! 

i 5 



3,120 { 

- 

- 

i 


3.120 i 

- ' 

' - 

2 

To Balance b/d . 

2,620 1 

"3'! 

1 

5 

^ i 

2 I 

B V Depreciation . ( 

499 ; 

^ If5 

7 


,p Interest . • 

104 1 

*6 1 


1 

Balance c/d . 

2p225 






19 

7 

i 

' 

2.724 1 

x9 ; 

; 7 

3 

To Balance b/d . 

, 1 

3 


3 

1 

By Dcpcccjatiou .li 

J 1 

499 i 16 1 

j ^ 


,, lutrrcat • 

1 89 ! 


' X 


,, Balance c/d . 


i « 

0 



'2,314 ' 

' ’ ' 

' I 



2 , 3 X 4 

1 


1 

4 

'Jo 13 alanee b/d . . i 

t, 8 i 4 1 

6 

6 

4 

By I>cpreciation 

m 

16 

7 


„ Interest . • .i 

72 1 

11 

6 


,p Balance c/d • 


T 



1 

i 

1.886 

18 




‘ 


_ 7 ~ 

5 

\ 

To Balance b/d . 

i 1.387 

1 1 

1 S 

3 

By Depreciation 

. 499 

16 



„ Interest . 

33 

9 i 

I « 


pp Balance c/d . 

Mi 

14 

> 


t 

1 

1,442 

II 

i 



ix.442 

11 

t 

6 

To Balance b/d , J 

942 

14 : 

0 

6 

By Depreciaiio:; .! 

} 490 

r .5 

7 


,t Interest • . J 


X 4 1 

a 


pp' Balance c/d . .; 

1 4 do 

‘ ij 

t 



] oHo 

8 

8 


1 

' 980 


3 

7 

To Balance b/d , . 

480 

12 

1 1 

7 

By Depreciation .| 

i 499 

i 

’ 7 


1 „ Interest . • 

19 

4 1 

1 6 



’) 

i 




! 499 



i 499 

! 

? 


1 


“n 







Note. Owing to fractions of a Id. being neglected, there is often a small 
adjustment to make in Ihc last year. \ 

Calculations in Decimals. In examination work tiie student is 
sometimes asked, to leave the calculations in decimals instead of 
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reducii^ them to money. This saves time and labour. The last 
example, worked in this fashion, would appear thus — 


T hASB ACCOUNl. - . 


i 

Tu Cash 
t, loteresit . 

• 

• 

i 

3,000 000 
xao 000 

l^ar 

I 

By r>epreciation 
„ Balance c^d . 

4 # > ' ’7 

2,030 173 





3 , 130*000 



3,120*000 

2 

To Balance b/d • 
Interest . 

, 


3620*173 

104*807 

3 

By nepreciation 
„ Balance c/d . 

499 837 
2.223 153 





2,734 9*0 



3,724*980 

5 1 To miance b/d • 

1, Interest . 

. 


89*006 

3 

By Depreciation 

Balance c/d . 

493 827 
1.8x4 432 




1 

2.314**59 



2.314*159 

4 

Tb Balance b/d . 

„ later<«t . 

• 


1.S14 332 
72*573 

♦ 

By Depreciation 
„ Balance c/d . 

499 837 
1.387*078 





1,886 905 


1 

1,886*903 

5 

To Balance bfd . 
t, Inttiiest . 

• 


x. 387*078 
55 483 

5 

By DeiK'eciatioo 
„ Balance </d 

499837 

942*734 





1,442 56t 



*,442*581 

6 

To Balance b/d 
„ Intfcebt . 

♦ 


942 /34 
37*709 

4 

By Dcpreoatiun 
„ Balance c/d . 

499837 

480616 





980*443 



980*443 

7 

To Balance b/d . 

, „ Interest . 

• 


480 (>16 
19*224 

7 

By Depreciation • » 

(Adjustment of *013 
or 3 d.) 

499*840 





499 840 


1 

499 840 


I 


(4) PqweciatiCTi Fund Prim^e 

Nature atuf Use. Under this method the a&>et is allovred to stand 
in the books at its original cost. A fixed amount, called the Sinking 
Fund instalment, is ^bited to Profit and Loss each year ; and a 
corresf>onding amount of cash is invested every year in gilt-edged 
securities, the amount being such as will, during the life of the 
asset, accumulate, at compound interest, to the sum required to 
replace it. This system is adopted for Plant and Machinery and 
wasting assets whenever it is desired not merely to write off an 
asset, but also to majke provision for its replacement at the end of 
its life. 

Other Tenm The Depredation Fund Account is also designated 
by other names, such as Amortisation Fund Account, Sinking Fund 
Account, Redi^ption Fund Account, the first term is morq 
appropriate p the writing off of intang^le expenditure, i.e such 
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as is not represented by assets, e.g. Preliminary Expenses, Deben- 
ture Discount ; the last two terms are more suitable for the repay- 
ment of loans and debentures. Depreciation Fund Accotngi^ tte 
best term to use in connection with the replacement of nesting 
asset. 

Object of Invest^ Cash. The object of investing cash each 
year and allowing it to accumulate is that the Fund becomes avail- 
able (on realizing the Investments) whenever it is required. If a 
sej)arate sum of money were not thus provided, the cash required 
at the end of the period would have to be taken from the or<^ary 
bank balance ; this might cause serious inconvenience to the busi- 
ness, and if the amount were very laige, might cripple 'it. If this 
coiild not be done, fresh capital would have to be provided. The 
gnat advantage of the Sinkmg Fund Investment, therefore, is that 
it provides the money outside the business, and prevents any dis- 
turbance of the financial position. 

Students often experience considerable difficulty in understand- 
ing these Sinking Funds and their corresponding Investments. It is 
because the fact that profit itself is very often not a tangible item, 
but only a mere paper balance. If goods are sold for ]£120, which cost 
£100, it is true a profit of £20 is made, but the point is, if the goods 
had been sold for cash ', then the profit is a realized one ; but if these 
goods were sold on credit, the profit exists only on paper, and will 
not be. realized until the debt is paid. With reference to the Sink- 
ing Fund and its Investments, there is a twofold action. The Sink- 
ing Fund Account Ls being built up either by charges agMii^st, or 
appropriations of, profits, while the Inve^ment Acco*mt is being 
built up by appropriations of cash. '* Putting by and investing 
profits ” is a term wrongly used in this connection ; what is really 
done, however, is to invest cash on account of profits. Again, an 
asset cannot be purchased with profits, but only with cash or its 
equivalent. It does not follow that having a ^preciation Fimd 
Account (or a Shiking Fund Account) amounting to £3,000, that 
£3,000 in cash is in hand in respect of it. The t^k balance at this 
particular time mi|^t be very small. The object of the Suddng 
Fund Investments is to make sure that a separate sum of cash, i.e. 
independent of the ordinary bank balance, ^all be available (by 
selling the investments) whenever it is required. 

Ptocediim at End of Period. At the end of the period the Invc.st- 
ments will be realized, the cash received being debited in the Cash 
Book "To Sinhng. Fund Investntotd Accoumt,** and posted .to the 
credit of this said acepmit in order to close it. The Depreciation 
Fund Account is tran6ferTed.to the A^t Account, and thereby closes 
the latter. This shows clearly that a Depredation Fiimd is 
a charge profits end not an appropriation of preffits. The 

is how in hand with wbkb to purchase the new asset, ^louldi 
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however, the investments realize more or less than the required sum 
— and this is often the case in actual practice — the difference of the 
Invest^ient Account must be adjusted by a debit or credit to Profit 
and Loss, as the case may be. 

Sinku^ Fund Depreciation Tables. The Sinking Fund amount 
is calculated from tables based on the following formula — 

1 Iiilercsst 

1 Interest** - 1 or Total amount of Compound 
Interest Interest in n years 

This gives the amount to be set aside yearly, at a given rate of 
interest, to provide at the end of n or the given number of 
years. 

For five years at 5 per cent the amount shows — 

*180975 

and so on for other years at otlier rates. 

The following table, which is suflicu'nt for ordinary book-keeping 
purposes, should prove very useful to the student — 

TABLE B 

Annual Sinking Fmid lni>Uilments to provich £1 


Years 

3% 

3i% 

1 1 

4% 

1 

41% 

^ 50/ 

3 

•323530 

•321933 

•320348 

•318773 

•317208 

4 

•239028 

•237251 

•235490 

•233744 

•232012 

5 

•188354 

•I8«481 

•184627 

•182792 

•180975 

6 

•154597 

•I5266t> 

•150761 

•148878 

•147017 

7 

-130506 

•128544 

•126609 

•124701 

•122819 

8 

•112456 

•110476 

•108527 

•106609 

•104721 

9 

•098433 

•096446 

•094493 

•092574 

•090690 

10 

•087230 

•085241 

•083291 

•081378 

•079504 


Examiple. ;^3,000 is paid for a Lease for a term of seven years. 
It is desired to write on this amount by means of the Depreciation 
Fund System, it being necessary to raise a similar amount, at 4 
per cent compound interest, in order to replace the 1-easc at the 
end of the period. Show the I..edger Accounts dealing with this 
matter. 

Referring to Table B, we find the amount required to be inve.sted 
yearly at 4 per cent in order to produce j£l at the end of .seven years 
is -126609. The amount required to produce £3,000 will, therefore, 
be £3,000 . X, *126609, which gives us £379-8^, or (converting the 
decimal at s^t as previously explained), £379 16s. 7d. 
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The following entries will be necessary in the books — 


JOURNAL Dr. Cr. 


Year 


i 

£ 

5 . 

■ 


■ 


1 

Profit and Loss Account . 

379 

16 

■m 





To Depreciation Fund A/c 
Amount of annual instalment. 



1 





and so on for seven years. 


CASH BOOK 



Receipts 

Bank 

Year 

2 

To Depreciation Fund Account (interest on first ' 

i 1 

i ^ 

s. j d. 


year's invistnient) ..... 

1 " 

3 j 10 

1 


and similar entries for other years. 


CASH BOOK 



Payments 

Bank 


Year 

j 

£ 

3/9 

s. 

d. 

1 

By Depreciation Fund Investment A/c . . 1 

[InvestMicnt of Cash equal to first years j 
instalment.) i 

16 

7 

2 

„ Depreciation Fund Tnvcstineiit A/c . . ! 

{Investment of Cash equal to second year’s j 
instaltncnt pins interest on first year’s in- j 
vestment.) I 



5 


and similar entries for other years. 


BALANCE SHEET 


L iaittilirs 

£ 

5 . 

d. 

A ssets 

£ 

s. 

d. 

{War i) J)i'prc;ci.ttioi) Fund 




(Yew i) Depreciation I'und 


1 


Account 

379 

x6 

7 

Investnienl Account 

379 

10 

7 

(Year a) Depreciation Fund 
Acamnt 

77+ 

*7 

- 

(Year j) Depreciation Fund 
Investment Account 

774 

17 

- 


The reason why the Depreciation Fund Investment Account 
does not, on the Balance Sheet, always correspond in amount with 
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the Depreciation Fund Account, is that the instalment is charged 
against profits at the end of the year (say 31st Dec.), but the corre- 
sponding investment of y:ash may not take place until the first 
month (say January) of the succeeding year. For the sake of clear- 
ness, however, the dates in the worked example have been made 
to agree. 

The Ledger Accounts would appear as under 


Df. LEASE ACCOUNT O. 


X 

Jan, 1 

To Cash • « 

* 'i'\ 

3.000 

i. 

** 

1 


Year . 

7 *• 

Dec. 31 .By Depreciation Fund 

1 Actx>unt . 

i 

3,000 

X. i 

-i: 

Dr, 

DEPRECIATION 

m 

FUND ACCOUNT 


Ce. 

Year 


£ 

a. 

d. 

\eiir 


i 

d. 

Dec. 31 

To Balance c/d .j 

379 

16 

7 

Dec. 3X 

By Profit and l/>aa 

379 

16 7 

a 1 

iX*c. 31 1 To Balance c/d . 

j 

774 

17 

1 

a 

1^. X 

Dec. 3f 
3» 

By Balance l>/d . j 379 

„ Cash {intere.st) 15 

„ Profit and Loss .. 379 

16 7 

lA . 7 



774 

X7 

1 


#• 

774 

17 i - 

Dfc. 31 

To Balance c/d 

1,185 i 13 

( 

! , 

5 

, 3 

l>ec, 31 
3x 

By Balance b/d .! 

„ Cash (Inlerest) 

„ Profit and Loss . j 

774 

30 

379 

X7 

19 . 10 

xto ■ 7 




«3 

5 



1,183 1 

13 

Dec. 31 

To Balance ^d 

x,6ii 

18 

6 

Jan? 1 
Dec. 3X 

31 

By Balance b/d J 

„ Casli (Interest) J 
„ Prodt and Loss J 

*,185 

47 

379 

r \ 



i,6fa 

18 

6 



x,6ia 

tfi : 0 

Dec? 31 

To Balance e/d 

«,037 

5 

5 

Jan? x 
Dec, 31 
3r 

By Balance b/d 
„ Cash (Interest) . 

„ Profit and Loss . 

1,6x4 

64 

379 

IB 6 

XO 4 

16 : 7 



a/>57 

5 

5 



*.057 

5 i 5 






u 

By Balance b/d 
„ Casli (intcrefit) 

„ Profit and 1^ ,i 



Dec. sx 

-> 

To Balance e/d 

j 1.51:9 

1 

'7 

xo 

Jan. X 
Dec, 31 
31 

*’iF 

379 

5 3 

5 > 10 
x6 ' 7 



m 

7 

10 


i 

1 

*,519 

7 j 10 

Dec^St 

To Axaotmt traoe- 
fORTed to Lcaaa A/c 

— 

3,000 

- 

- 


By Balance b/d .1 
„ Cash (Interest) . 

1 " PioAl ud Low 
t (AdliMtnwnt of 

! (4.) 

1 

*,519 

xoo 

379 

7 1 10 

x$ : 6 
16: 8 

1 



3,000 

- 

1 • 



3,000 

""irr 



! 1 . 


i 

1 

j 
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Dr, DEPWiCIATION FUND INVESIMENT ACCOUNT » Cf. 


I 

i 


i. 


Yeax 

t 


£ 


d. 

Dec. 31 

To Cash . 

379 


7 

Dec. 3* 

By Balance c/d .| 

379 

x6 

7 

Jaa. i 

To Bailance b/d 

379 

x6 

7 


By Balance c/d 

774 

17 

— 


Canh (liintalmeiit 










andlntercbt) .; 

395 

- 

S 








774 

17 

- 



774 

*7 

- 

Jan. I 

To Balance b/d 

774 

17 


Dec? 31 

By Balance c/d 

*, 1^5 

13 

5 


„ Cash . 

410 

16 

5 








t,x 85 

13 

5 . 



1,185 

n 

_5 

Jaa.^ t 

To Balance b/d . i 

1,185 

.3 

T 

Dec?^3i 

By Balance -c/d 

x.6ra. 

18 

6 


Cush . . 

} 

427 

5 

r 



t 




1 

1 1 

X ,613 

iH 

6 



1,6x2 

18 

0 

Jaa! X 

! To Balance b/d 

X, 6 I 2 

“X 

6 

Dttc?3X 

. By Balance cid « 

!a .057 

3 

5 


j 1, Cash . . 

444 


u 



! • 




1 ! 

i 

S1057 

5 

5 



l *,057 i 

1 5 

5 

Jan. I 

1 To Ii.ilaricc b,'d 

1 s.ns? 

5 

5 

0 

Dec. 31 

! By Balance c/d 

'2,519 

. 7 

, xo 


1 „ Cush . . 

1 4'-2 

z 

5 


!l 

1 



j 

i 

: a, ^19 

7 

CO 



1 2,519 

i 7 

' xo 

7 

Jan. X i 

' To balance b/d 

! a.519 

' 7 

; 10 

7 

Dec. $1 

By Cash {proceeds of ' 3/>oo 


1 * 

1 

j 

! Cu‘-h • . 


1 



realisatuin of 


i 

i 

j 

! 1 





tmusinuHfs) 

1 

I 

! 

i 

I 

1 

3,000 

- 

! 



^,ooo 

‘ - 

- 

1 

I 

1 


i 




'( 




Note X. ThS ca^sh instalment at the end ot the last year will no^ l:v; 
Invested, but will be traoslerred to the Investment Account mor»«^v. oo that 
the lull amount uill be in hand with which to purchase the now Lease. 


Note 2. 'rhe Lease Account and the Depreciation Fund Investment 
Account will appear on the assets side of the Balance Sheet until the end 
of the period. The Depreciation Fund Account will show on the liabilities 
side oi the Balance Sheet until the end of the period ; or. her or still, on the 
assets side as a deduction from the l^asc. 

Income Tax on Interest from Investments. In the worked 
example, the Investments have been taken at pai’, and income 
tax has been i^ored for the sake of simplicity, but, in practice, 
interest on investnients would be received less tax. Sometimes 
instructions are given to invest the interest instead of remitting it ; 
and in such cases a Cash Book entry as orcviously shown would not 
be required, but a Journal entry woula be necessary to debit the 
luvestm^t Account and credit the Depreciation t^'und Account 
with the amount of such interest. In any case, however, the interest 
is always invested. To prot^de for the amount lost by reason of 

• As the Funds virould probably, be tnvested in various securities, there 
would be several accausts anouaiing. to tlwe- in the agg^gate. 
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the tax, a similar sum is debited each year to Profit and I.oss 
Account, and credited to the Depreciation Fund Account. 

(5) Insurance Policy System 

Nature and Use. Under this method an insurance policy is taken 
out for the amount required to replace the asset at the end of 
the period of its life. The procedure is not unlike that under the 
Depreciation Fund System, except that the cash, instead of being 
invost(’d in gilt-edged securities, is paid away in premiums to tlie 
Insurance Compaii}'. Although the interest thus obtained is lower, 
yet tlicre is not the risk of loss on realization, as in the case of 
outside investments subject to market fluctuations. 

Entries in the Books. The entries in tl)e financial books will vary 
according as a P(^licy Account is opened or not. 

(a) When a Policy Account is Opened 

In some cases, the am<.>unt paid as a yearly premium is debited 
to Lease Policy Account, and is regarded as an inwsTment which 
increases by the addition cjf interest each year. At tlie date of the 
maturity of the policy tlie amount standing to the debit of the 
Lease Policy Account would agree (approxiniately) with the arrujuiit 
received from the insurance company. If, however, a balance were 
this could readily be adjusted. In the event of the polii'y 
being surrendered before maturity, the amount actually rectiv(d 
would be credited to the Lease Policy Accoimt, and any loss shown 
on this account would be written off. 

The entries in the books wnll be as under — 

(а) r'or the purchase* ul the Lease — 

By Lease on the Cr, side of ('lu^h book. 

(б) For the annual premiums paid to Insurance C'onij^aiiy — 

By Lease Policy Account on Cr. side of Cash book. 

(c) For charging the Insurance, which takes the place of the aimual 

depreciation, against bo venue — 

(JocR.srAL) 

Profit and Loss Ajc . . . Dr. 

To Lease Redemption Fund A/c . Cr. 

(d) For debiting the Interest on balance of Lease Policy Account — 

(Journal) 

Lease Policy Ale . . , . Dr. 

To Lease Redemption Fund A fc , Cr. 

When the pcdicy matures, the cash received will be debited in the 
Cash Book and posted to the credit of the Lease Policy Account, 
any balance being written off. The cash remains in hand ready 
to purchase the new lease. The Lea.se Redemption Fund Account 
will be closed by transfer to the (old) Lease Account. Until the 
<;nd <rf,the period, the Lease Account and the Lease Policy Account 
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will figure on the assets side of the Balance Sheet, while the Lease 
Redemption (or Depreciation) Fund Account will be shown on 
the liabilities side of the Balance Sheet. 

Some accountants hold the view that the Policy Account should 
be maintained at surrender value. 

Where such a system is in use, the entries are as above, except 
that no interest is charged, and in order to keep the Policy Account 
at its surrender value, an adjustment is necessary each year. 

In the early years, when the surrender value is less than the 
amount paid for premiums, it would be necessary' to credit Lease 
Polic}' Account and debit either Lea^^e Redemption Fund Account 
or Profit and Loss Account; and, in the later years, w'hen the 
surrender value exceeds the premiums paid, a rever'^e entry would 
be recpiired. As an example, assume a premium of ^100 and a 
inuninal surrender value immediately after payment, say, £5. 
We should have, to credit P(dicy Account willi £95, and either 
debit Lease Redemption Fund Account (leoA'ing a balaiu'o of only 
£5) ; or the Lease Redemption Fund Account ccuild be left at the 
full amount (£100) and the Profit and Loss Account debited with 
the £95, in addition to the £100 already charged for insurance. 
As there would be no intention of discontinuing the policy, the 
al}o\'e method is not recommended, and there seems to be no more 
need to keep the policy at suiTender value than thi re is to write 
down new machinery to break-uj) price. 

(b) When a Policy Account is not Opened 

The entries in the books will be as follows — 

* a 

(а) For the purolu'ise of the Lease— 

liy Least* on the Cy. side of the Cash Book. 

(б) For tlie annual prenjiuins paid to the Insurance Company — 

Jiy Lease Tvsunnn e on the Cr. .mUc of the Cash Bot^k 
(c) For charging the Insnrtime, whiih takes the plae- i>1 the anuuftl 

dcprteiatuui, to Kevenue— - 

(JOURNAT.) 

Prefit and Loss . . . Dr. 

To Lea^e Insurance . . Cr. 

The Lea.se Accomit remains open in the books until the end of the 
period, figuring each year on the assets side of the Balance Sheet. 
When the policy matures, the rash received will be debited in the 
Cash Book and posted to the credit of the Lease Account, thus 
closing it, and leaving in hand the money with which to purchase 
the new lease (or other asset, as the case may be). 

(6) Revaluation Process 

Nature and Use. This method involves the process of stock- 
taking and valuing. It is adopted for assets which cannot always 
conveniently be dealt with under the other methods, namely, 
horses, casks> bottles, packages, loose tools, patterns, models, 
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moulds, trade-marks, copjnrights, investments, etc. With many of 
these assets special considerations have to be taken into account. 
Hhe difierence arising from the revaluation is debited to Profit and 
Loss Account and credited to the Asset Account. If, however, the 
difference is a profit, instead of a loss, such appreciation is credited 
to ]^fit and Loss Accoimt and debited to the Asset Accotmt. Such 
instances, however, are rare. In certain cases, as with Investments, 
a loss or gain on revaluation is not carried to the Asset Account 
at all, but to a Reserve Account, as the difference may not be 
permanent, but only temporary. 

Disadvantt^ of this hfethod. One disadvantage of writing off 
depreciation by this revaluation process is, that while the asset is 
rendering virtually the same services to the business year by year, 
the business is charged with very unequal sums each year in respect 
of these services. 

(7) Charging one sum to cover Repairs, Renewals, and 
Depreciation 

Nature and Use. As the name implies, this method is one in 
which a single amount is debited to Revenue aimually for Repairs, 
Renewals, and Depreciation. The working of the method is slwvn 
in the illustration below — 


Dr. PLANT ACCOUNT Cr. 


1932 
Dec. $1 

1933 
Dec. 31 

To Cash 

„ Additions 

i 

10,000 

1,000 


d. 






1934 
Dec. 31 

»* n • 

11,000 

2,000 

- 




1 





£13,000 


- 







Dr. DEPRECLVnON ACCOUNT C. 


1933 


£ 

S- 

d. 

1933 

1 

i 

! i 

a. 

r 

Dec. 31 

To Repairs and 




Dec. 31 

By P. aud'L. A/r ! 





Renewal^ . 

50 

- 

- 


5%on£l0,0CK», 

! 



- 

I# 31 

„ Ralance . 

450 

* 

• 


l 





£500 

- 

- 



£500 



- 

1934 





Dfc, 31 

By Balance 

450 



Dec- 31 

To Repairs and 
Renewals . 

100 



1934 
Dec. 3i 

„ andL-A/c 




w 31 

„ Balance . 

000 

* 

- 


5% oa £'11,000 

Hi 

• 

- 



£1,000 

- 




jt».000 



1935 
Dec, 31 




-1934 
Doc. 31 
103.5 




To Rgwiirs and 
Renewals - 

1 

aoo i - 


By Balance 

900 

- 

- 






Dec. 31 

P.andD. A/c 




s. 31 

„ Balanoe / a 

1 1,250 


- 


5% on £,I3>000 

650 

- 

- 



£I.$S0 


! - 

1035 
' Dec, 31 


£l,5S0 


- 



> 

1 

L 

By Balance 


- : 

- 
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It will be noticed that the additions are debited to Plant Account, 
and that the Repairs and Renewals are debited to Depreciation 
Account, 

The balance of the Depreciation Account (which mast always 
be a credit balance) shows the net amount set aside for deprecia- 
tion and renewals. If the account became a debit, it would be 
evidence that the provision had not been adequate. When this 
method is used, it is desirable that the assets be re-valued periodic- 
ally, and it may also be necessary after a term of years to vary 
the annual amount set aside. 

Thc:re is frequently difficulty in discriminating between Repairs " 
and “ Renewals " ; and as the latter may safely be added to capital 
where adequate depreciation has been written off, there may be a 
temptation to do this when it is not justified. Method (7) obviates 
that cUfUculty. 

Depreciation of Loose Tools, etc. In engineering firms, where 
they make their own tools, the stocks of such at the commencement 
and the close of the financial period are entered in the Trading 
Account. The cost of making the tools is included hi the Materials 
and Wages Accounts ; as tliese two items are both debited to Trad- 
ing Account, any cl’tl\;rence between the two stocks of tools is, 
therefore, a proper charge to the same Account. 

Rates of Depreciation generally Adopted. The followirig are the 
rates of depreciation generally adopted, though it is quite possible 
that special circumstances may make them higher or lower- 

Freehold Lavd and Ditiluwgs, l%-3% p.a. 

Leasehold Land and Buildings, written off over the period of the lease. 

Plant and Machinery, 5%~10% p.a. 

Carts, Vans, Motor Lorries, etc,, 10%~15% p.a. 

Patents (life 14 years), of original cost each year. There is, sometimes, 

with Trade Marks, a residual value in the form of Gr^udwill caused by the 
trade these things have created. 

Furniture, Fiaiurcs, and Fittings, 24%'-7J% p.a. 

Blast Furnaces, Gas Retorts, and Chemical Plant (sxibjcct to rapid depre- 
ciation and constant repair witli little or no break-up value), the original cost 
divided by the number of years^ life. 

Engines {movable), 10% : {fixed), 1\% p.a. 

Boilers {high pressttre), 15% ; (low pressure), 10% p.a. 

Driving Gear, 5%-7J% p.a. 

Rolling Stock — 

Locomotives, 10% p.a. 

Wagons (life about 15 years), 1\% p.a. 

Skips (liie about 20 years), 5% p.a. 

Casks (in breweries, distUlerics, oil refiueries), 10%-20% p.a., or rc- valued 

yearly. 

The above rates, except where otherwise stated, are for deprecia- 
tion oh ditninishing balances, normal conditions, and hours of work- 
ing being assumed. 
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SINKING FUNDS 

Ns, A Sinking Fund is either (1) a charge against profits 

in order to provide for the replacement of a wasting asset such as 
a Lease, Plant and Machinery, etc., or (2) an appropriation of profits 
to repay a liability such as a Loan or Debentures. In each case, 
however, there is a corresponding amount of cash invested, so that 
the Sinking Fund may be immediately available when required, 
namely, by realising the investments. An example of a Sinking 
Fund to replace an asset has already been given under Depre- 
ciation ; an example of a Sinking Fund to repay a liability is 
shown hereunder — 

Example. A sum of ;f6j000 is borrowed for a term of six years. 
It is resolved to provide for its repayment by means of a Sinking 
Fund, reckoning interest at 3 per cent per annum. Show the 
Ledger Accounts of same over the whole period. 


Of, LOAN ACCOUNT Cr. 


Veai-.'l 





a. 

Year.'' 

1) £ 

By Casli (borrowed) . jj 6,000 

'i: ■ 


‘ 1 

To Cash (repaid) 

6,000 1 

'1 

- 

I 

' 

- 

Dr. 

LOAN REDEMPTION FUND ACCOUNT 


Cr. 

Vew 


£ 

' s. 





s. 

"d. 

1 

To Balance c/d . 

927 

If 

8 

t 

By Appropriation A/e 

' 927 

XX 

8 

i 

To Balance c/d 

1,882 


If 

a 

By Balance b/d . 

i 927 

XI 

8 







„ Cusb (Intcfcsl) 

*7 

16 

7 







„ Appropriation A/c 

1 927 


8 



1,882 

19 

XX 



x,88a 



5 

To Balance c/d • 

2,807 ! I 

3 

S 

By Balance b/d . 

i *.882 

*9 

z. 




} 



„ Cash (Interest) 

1 56 

9 

xo 



■ 

i 



„ Appropriation A/c 

i 927 

XI 

8 


i 

2.867 i t 




1 2,867 

I 

5 

4 

To Balance c/d • • 

3,880 

' *3 

! 

4 

4 

By Balance b/d . 

1 2 , 8 f >7 

f 

5 




„ Cash (Interest) 

1 86 

* 

3 



1 

j 



„ Appropriation A/c 

1 927 

II 

8 



3,880 

L*? 

It 



1 3,880 ! 13 

4 

$ 

To Balance c/d • . 

i 4*924 


3 

S 

By Balance b/d . 

3.8B0 


4 



1 



„ Cash (Interest) . 

ti6 

5 



t 




„ Appro()riatioo A/e 

927 


8 



1 4.924 

MM? 

m 



4.924 

13 

1 3 

6 

To Tratisleir to Special 
Iteserve A/e • 

t 



6 

By Balance b/d . 

4i024 

23 

3 


[6,000 

1 

! 

1 

- 

• 


^ Cash (Interest) . 

147 

14 

10 





„ Appropriation A/c 
(Adjustment of 

927 

XI 

9 



1 




id.) 






[6,000 

- 

- 



6,000 

- 




1 



( 1 
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nr. LOAN REDEMP TION i-OND l.NVESIMRXT ACa)L'NT Cr. 


Year 

r 

'1*0 t%ish 

927 

tt 

cL 

8 

\ car 

1 

By Balance t/d . 

0.7 

s. 

11 

8 

2 

To B.»l.uicc b/J . .] 

„ Cush (laslilment 
plus Intia'cst) . 

927 

12 

* 

a 

3 

2 

}iy Balance c/d . 

I,8h2 T9 

' 

XI 



x,8S2 

19 

ri 



! 1,^82 1 19 

XX 

3 

To Balance b/d . 

„ Cash 

1.382 

Q84 


* 

3 

By Balanc.e c/d . 

! *,S67 i I 

L ! , 

s 



2,867 





j 2,867 

• 

5 


To ILilance b/d . 
i ,, Cash 

2,867 

J,0T3 j 

1 " 1 

5 

1 ” 

4 

By Balance c/d . 

.3,^80 

13 

4 

! 



^,880 i 

„ 

!_4_ 



J1.S80 

13 

1__4_ 

5 

To Balance b/d . 

Cash . . . 

3,88a 

t.O-M 

"i 

1 4 

I 

* 1 

By Balance c/d . 

1 4.9*4 

13 

; 5 



4.921 j 

1 

! 5 

i 

1 

j 

■ 4.924 

13 

1 5 

^ \ 

To Balance b/d . 

„ Cash 

4,924 j n 

r ,075 1 6 

iT 

6 

: By Cash . • J 

j 1 

. 6 ,x>o 

1 - 

rrr 

1 _ _ 



j 6,000 

" 

I - 


1 

j] 6,000 

1 - 




rr 

, 



! 

i 


Income Tax. As previously mentioned, the interest on the 
investments is received less tax at the current rate for unearned 
income. To provide for this loss, a similar amount is debited to the 
Appropriation Account and credited to the Loan Redemption Fund 
Account. The Ledger Account of the previous example would 
then appear as on next page. 

Difference between a Sinking Fund to replace a Wasting Asset, 
and a Sinking Fund to repay a Liability. The difference should be 
very carefully noted by the student. In the first case, the accu- 
mulated profits are transferred to the Asset Account in order to 
close the latter. In the second case, the accumulated profits remain 
unused (the liability being repaid, not with profit-., but with cash 
on account of these profits), and are transferred to Reserve Account. 
It shows very clearly that a Sinking Fund to replace a wasting 
asset is a cAorge against profits, and not an appropriation of 
profits, becau.se the accumulations out of revenue are required, at 
the end of the period, to extinguish the Asset Account. Instead, 
therefore, of the asset being dcirreciated year by year, as in 
or^nary cases, it is depreciated in its entirety at the end of the 
period. Hence, the Sinking Fund instalment, being equivalent to 
the annual depreciation, must be debited to the Profit and Loss 
Account, and not to the Appropriation Account. In the case, 
however, of a Sinking Fund to repay a Liability, the accumulated 
profits, as we have seen, remain unused at the end of the period. 
This shows that they are actual appropriations of profit. Henc^, 
the Sinking Fund instalment, in such cases, is debited to the 
Appropriation Account, and not to the Profit and Loss Account. 
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Df. LOAN UEDENy>nON lUNn ACfOlWT Cr. 


Year 



1 * 

d 

\ f.ir 


i 


‘j 

1 

To Balance c/d . 

927 

lii- 

S 

1 

By Apiaopnation A/c 

927 

ii 

tt 

2 

To Balance c/d « 

1,88.' 

19 

11 


By Ealfio'^’* b/d. 

927 

Tr 








„ Cash (Intf'reat less 










tax at 4s. . 

22 

5 

3 







„ Appn^p. A/c (tax) . 

5 

11 

4 







„ Appropriation A/c 

927 

n 

8 


i 

1.81J2 


n 


£ 

1,882 

ly 

It 

3 

To Balance c/d . 

' 2,B67 

i 

5 

9 

By Balance b/d 

1,882 

U) 

11 







„ Casili /Interest less 






1 




laX). 

4.‘> 

3 

11 







, Apl iop, A/c (tax) 

11 

5 

11 







„ Apj ropnatioo A/c 

927 

11 

8 


iC 

2,887 

I 

5 


£ 

2.8U7 

- ... 

1 

6 

4 

To Baiauoe c/d . 

.^,880 

u 

4 

4 

Bv B 'iiinct; b/d. 

2,fiiJ7 

1 

i 







Cash {InU'icst less 










bixl 

68 

16 

2 





1 


Appitvp. A/c (tax) 

17 

4 

1 







„ Appropriation A/c 

927 

n 

8 


1 ^ 

[3,880 ' 13 

4 


£ 

3.8«) 

13 

4 

5 

i To Balance c/d . 

4,924 

13 

5 

.5 

Bv b/d. 

3,880 i 

! 13 

4 


1 





„ Casli (Interest less 










tax^ 

93 1 

2 

9 







„ Approp. A/c (UX) 

23 j 


8 


f 





„ Appropridtion A/c 

927 j 


8 


‘ i 

4,924 

1.) 

_ 

5 


£ 

4,924 ' 

' 1.3 

“5 

b 

1 0 1 rausfer to Special 




9 i 

; By Balance b/d. 

4,a44"'j 

1 **^" 



Keseirve A/c 

(\OOU 


- 


1 ,, Lh'^b (Inlereat less 









1 

i'.«) 

118 1 

1 3 i 

1 n 






1 

i 

„ Approp. A/c (t It) 

29 ! 

' 1 


1 





1 

1 Appcopriaiiou A/c 

027 i 

1 ii 

i 9 

1 





1 

i (Adjustmeut of 

1 



! 






Id.). . . 

- 1 

J 

i . 



r.,0’)0 



1 

£ 

s 

— 

1 



Note. The rate oi lax has bccu taken as 4s. fox convenience, tlie actual 
current rate being 4«. t>cl, in tlic 4 

RES^VES 

A Reserve is defined as a charge made against profits, before 
profit, in order to make provision for an 
ejroect^-iass' OT c.g. ,Bad Debts Reserve. Reserve for 

D^douhtd, Re^rve for Audit Fee. Examples of these have already 
'^iai M previous chapters. A Dividend EquaUzation Reserve 
has also been explained in Chapter XIII. 

Rejtfirs and Renewals Reserve. The necessary repairs and re* 
newals each 3rear may vary considerably as regards cost. Oik 
year the amount may be small, the next year nothing, and the 
following year very large. To avoid Revenue being chatged each 
year with venr onequar sums, a fixed amount is debited annually 
to Profit and loss, and credited to a Repam and Renewals Reserve 
Account. , 'fhe actual cost of such repairs and renewals is then 
delated td t]^;Bes(^e Account instead of to Profit and Toss. The 
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balance of the Reserve Account, at bafencing time, is carried to the 
Balance Sheet, Other names are also used for this Account, viz. 
Repairs Equalization Resen^e, Maintenance Reserve, etc. The 
former term arises from the fact that the fixed amount debited to 
Profit and Loss Account each year equalizes the annual charges 
against Revenue in respect of repairs and renewals. The second 
tenn originates in the fact that this Reserve is used for the purpose 
of mainlahiing the fixed a.ssets in an efiicient condition for revenue- 
earning purposes. Unfortunately, however, these terms, when used 
by different writers, have not always the same signification. A 
IVIaintcnance Reserve, in some cases, includes provision for depreda- 
tion. Again, the terms " repairs,'* " renewals," and replacements " 
are used, by some writers, in a very uncertain sense. Tint, generally, 
** to repair " means to make efficient again, renewals " signify 
the supplying of some small worn-out part or parts, and '* replace- 
ment " denotes the provision of an entirely new, and perhaps im- 
proved, machine (or other asset). 

Example. A Repairs and Renewals Resci've is created by charg- 
ing Revenue each year with a fixed amount c»f £150. The repairs 
and renewals for tl\e ensuing four years are: (1) £136 14s. Sd, ; (2) 
£108 15s. 9d. ; (3) £189 16s. 4d. ; (4) £1 17 18s. 5d. Show the Journal, 
Ledger, and Balance Sheet entries relating to the above. 

JOURNAL Dr. Cr, 


Year 


i 

s.\ d. ' 

i 1 

s- 

d. 

1 

Profit and Loss A / 0 . 

150 

- 

-.1 





To Repairs and Renewals Reserve A/c 




150. 


- 

2 

Repairs and Renewals Reserve A/c . .1 

136 

14 

s 





To Repairs A/c . . . . . j 




136 

14 

8 


Profit and Loss A/c . . . . . i 

150 

- 






To Repairs and Renewals Reserve A/c . I 




150 

- 

- 

3 

Repaiib and Renewals Reserve A/c . 

ms 

15 

9' 





To Repairs A/c I 



i 

•: 108 

15 



l^olU and Loss A/c ..... 

150 

- 

- 





To Repairs and Renewals Reserve A/c 




ISO 

— 

— 

4 

Repairs and Renewals Reserve A/c 

m 

16 

4 





To Repairs A/c ..... 




189 

16 

4 


Profit and I.oss A/c ..... 

150 

- 






To Repairs and Renewals Reserve A/c . 




150 

i 

■— 


5 

R<^airs and Renewals Reserve A/c 

117 

18 

5 





TO Repairs A/c * . . • • 




117 

1 

18 

5 


Profit ami Loss A/o ...... 

150 

- 

- 





To Repairs and Remswals Resorv'o A/c 



tL 

IfiOi 

_] 
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Dr, REfAlRS ACCOUNT Cr. 


^ear 

o 

S 

4 

5 

To Cash . • 

To Cash 

To Cash , • 

To Cash , . 

£ 

s 

14 

d 

8 

Year 

2 

3 

4 

5 

By Repairs and Re< 
newals Reserve A/c 

By Kcpaii's and Re* 
newals Reserve A/c 

By Repairs and Re- 
newals Reserve A/c 

By Repairs and Re- 
newals Reserve A/c 

1 

5 

14 1 

d. 

8 

lOS 

15 

9 

108 

15 j 

9 

189 

16 

4 

189 


4 

117 

18 

5 

117 

18 

5 

Dr. REPAIRS AND 

RENEWALS RESERVE ACCOUNT 


Cr. 

Year 


£ 


d. 

Year 


£ 

S. 

d 

1 

To Balance c/d . 

150 

- 

- 

1 

By Profit and Loss A/c 

150 

- 




fiso 

- 

- 



£150 



2 

To Repairs Ajc . 

136 

14 

8 

2 

Bv Balance b/d > 

1 150 




„ Dalanci* c/d . 

163 

5 

4 


„ Profit and l^oss A/c 

j 150 

- 

- 



£900 

- 

- 


i 

1 £30') 


- 

9 

To Repain A/c . 

108 

IS 

9 

3 

By Balance b/d . 

j 163 

5 

'"4 


Balanra c/d . 

204 

9 

7 


„ Profit and lx»s A/c 

150 

- 

“ 



£313 

5 

4 



£313 

5 

4 

4 

To Repairs A/c . 

189 

16 

" 4 

4 

Bv Balance b/d . 

204 

9 

7 


„ Balance c/d . 

164 

13 

3 


„ PioUt and Loss A/c 

150 

1. .r 




£354 

9 

7 



i £354 

9 

7 

6 

To Repairs A/c . 

117 

18 

' 5 

5 

By Balance b/d . 

i 164 

13 

3 


„ Balance c/d . 

196 

14 

10 


„ Profit and Loss A/c 

' 150 

- 

- 



£314 

13 

3 



£314 

13 

3 



,j 

1 

( 

6 

By Balance b/d . 

196 

jM 

il 


DALANXE SHEET (at End of Year) 


Year 

J. labilities 




£ 

5. 

d. 

1 

Repairs and l^enewals Reserve A/c 




150 

- 

- 

2 

Repairs and Renewals Reserve A/c 




163 


3 

Repairs and Renewals Reserve A/c 




204 

J 

7 

4 

Repairs and Renewals Reserve A/c 




164 

13 

3 

5 

Repairs and Renewals Reserve A/c 




" 7 % 

5 

10 


Koxs. If, owing to excessive expenditure in any year, the balance of the 
H^pairi and Renewals Reaer^^e Account is placed temporarily in debit, such 
Ibalan^ would still be carried to tlie J3alanco Sheet, to be recouped in subse- 
quent yiRsm.' This would, however, be a clear indication that aiv insM/heient 
liad provided in the-past. 
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RESERVE FUlfo s 


the term applied to the prohts that have been 
pul oy ^fia allowed to accumulate in order to increase th6 fiiriahcial 
stability of a limited company. It may be invested in the business 
itself, in which case it is represented by an undivided portion of the 
general assets; or it may be separately invested outside of the 
business, by taking an equivalent amount out of cash and buying 
Coj|isols or other gilt-edged securities therewith. 

Reserve Account. T his is a term used by some eminent accoim- 
tants to ciono^e ' wfiat others call a Reserve Fund, whenever the 
latter is not parateiy iji\'csted outside the business. They define 
a Resiu've as the amount by which the assets side of the Balance 
Sheet exceeds the paid-up Capital and liabilities. When this sur- 
plus is re])iesentod by a separate investment, they call it a Reser\^e 
Fund ; when it is not so repre.sented, the^^ term it a Reserve Account. 
Other loading accountanis, however, do not agree with this, con- 
tending that the mere place of the Fund docs not alter its character. 
So long as it is composed of assets acquired out of actual profits 
that have been icservt d instead of divided, it is a Rcser\^e Fund 


wheth(»r it is invested in the business itself or outside of it. A 


Reserve Account is also called a Surplus, a Margin, and a Rest. 
And further, it may be composed of transfers from Revenue, and 
also of Capital profits, such as Premiums on Shares, Profits prior 
to Incorporation, etc. 

Should a Reserve Fund be Separately Invested? Tl> object of 
investing a Reserve Fund outside the business is tliat the Fund 
may be made immediately available whenever tlie money is required, 
simply by realizing the investments. Whether it should be so in- 
vested or not depends entirely on circumstances. If the business 
has plenty of spare cash, then nothing could be urged against such 
a proceeding, pre^vidod sufficient is retained to take advantage of 
cash discounts and so reduce the cost of purchase, which would 
be a much better return than interest on Consols. Such a course, 
however, is not commendable when a business needs all the cash 
it possesses. It would, obviously, be foolish finance for a company 
to lock up its available cash in outside securities yielding 2 ^ or 3 
per cent, and then borrow money at 4 or 5 per cent in order to 
carry on its business. 

Difference between a Reserve and a Reserve Fund. A Reserve 


is^erety^a charge n^insi profits r a ReseiveFufiS aciml 

profits, w'hicli have; been reserved instead of being divided. 
'^’Difference fetween a Resets Fund^ afid 4 Sinking Flthd^: A 





definite purpose/but 
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advanced ACCODNtS 


loan or debentures. A SinlBng Fund rnrni be iny!»sted,.a Reserve 
Fund 

MARINE insurance FUND 


Object. The object of a Marine Insurance Fund is to enable 
large steamship companlibs to insure their own vessels, instead of 
paying premiums to outside insurance companies. Part of a ship 
or shi^, or part of a fleet, is iisually insured flrst, the remainder 
being insured with Lloyd’s or other offices. This is done in order 
to prevent a heavy loss falling on the Fund while small, and possibly 
extinguishing it. As the Fund grows, the internal insurance opera- 
tions are extended. 

Method of Prooedura A certaip amount of profit is appropriated^ 
year by year and credited to a Marine Insurance FuMd, whidi is 
sepatetdy invested sdid allowed to accumulate, the interest received 
on such inVestm^ts being also invested. The proportion applicable 
to each ^p, an ambunt at least e<|aal to the outside insuran<% 
premium, is debited to the voyage aoi;ount and credited to the fimd. 
Tlie fund is also debited with all los<!es, average claims, salvage 
daitnli, reinsurances, expenses of administration, and losses (if any) 
on sale of the investments’) it is credited with rcftinds, salvaf^, 
and interest accrued on the investments. The credit balance 'M, 
the fund figures year by year on the liabilities side of the Balance' 
Sheet, and the investments on the U-ssets side, 4 

Division of ^fits. 'When the fund, after a jwoper valuation, 
is in excess of contingencies, the stttplus is considered to be profit 
divisible like other profits. 


A 


A 


lECRET RESERVES 


a surptus, the existence of which is tiOf sh(MI|l ' 

on ffib' J^Iance 

Secret R»erves are Mhide. Secret Reserves are made jfii 
various waye-h ^ ^ 

1. Bv excesrivfi depredatinn of assets. sficiR as writing 
fanemis^ lAVestments, etc.,'oeJOw Uftlf p^lper valhe. 

StMVB cost tfioiign th^ groatiy &p{^olSLt€!<L *btocK^^-* 

’ trade' may be valui^mudt below its dctnal {mcd. Some compai^ 
omit their goodwill, though it may be ot enbnnm^ value.,f^ 
Bank of omits wm ita Bsdui^e She^t ttd» value of ; 

Pl^mises. , ‘ 
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the Babnce Sheet 
than their proper 


The advantages dauned for 


tnSRad of to t|ie Buildings Account On 
the Buildings would thus appear at less 
value. 

Advantage of Secret Reserves, 
them are — 

1. They promote financial btahihly. Bxtraordinary losbcs tan 
be met out of such *' undisdosed " or " hidden surpluses " instead 
of out of Revenue, thus preventing the dividend beuig leduced and 
public confidence shaken Banks and Insurance companies often 
have recourse to such methods^ 

2. They enable a normal rate of dividend to be mam^med — 
not only for the above reason Ifl), but also because they enable 
unduly fluctuating profits to be contioUed, and steady, progressive 
Itesultstobeshown: 

3. They advance the interests of the undertaking. By means of 
secret or "inner” reserves, huge profits can be concealed from 
business rivals, whereas the publication of such profits woifid stimu- 
late competition, and perhaps injUie the lompapy's trade. 

Disadvantages of S^et Reserves. The objections raised agamst 
the practice of creatuig secret rcserv'es aie — 

1. The shareholders have no^ a full kno'^ledge of the company’s 
aQaits, inasmuch as the published accounts are inaccurate and 
misleading. The Trading and Profit and Loss Accounts do not show 
the true profits. The Balance Sheet is not a conect representation 
of the state of affairs, because some of the liabilities may be over- 
atated, while some of the assets may be undervalued ai'd even 
omitted altogether. 

2. Secret Reserves arc dangerous lesources. They may be 
uiHized to meet exceptkfiial losses sustained through depreciation 
of iznrestmentS, etc. ; thdy can, with equal fadUty, be to con- 
'ccal loSaes arising from bad managmnent .or reckless peeolation. 

' $. Concealment' of facts and manipulatioa of figufos ate'bad ui 
principle; and addle thgy ipay, sometimes, serve the company's 
^interests], they mhy also be, and* frequently aie by uascruptilous 
.direetois, us^ to -the company's detriment. Suspicions mgy be 
'»a|pused wUdi will weaibeti or desftiroy cofifide^ in the manage- 
imnt much more quickly tluui a policy of straightfbrward'^lfealing. 
''even fo adverse dtoi|instan«ea. * " 

^Vheiher’or not a company is justified jif creating^ secret reserves 
n ll^tobject Up9ii ’d'hi^ much discussion has takdn place. There 
is iHn^bt iltot in the'care of banks and similar institutions, vrifem 
IfMi. tmifiidt ccttifidence of me is tbt creation of recret 
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case of those concerns to whom implicit public confidence i^ot 
vital is rather different, and there is not the sante need for secret 
reserves. Tlie practice of creating such reserves is favoured by 
some accountants and condemned by others. It would be unwise 
to dogmatize on the subject, as the position of each individual 
company must bo considered, and it would have to be left to those 
who control the financial affairs of a business, as to whether or not 
secret reserves should be created. 


QUESTIONS ON CHAPTER XVIII 
A 

1. Define Depreciation. Discriminate between Depreciation, Fluctuation, 
and Wear and Tear. 

2. What arc the causes of <lcpr(*ciation? 

3. State briefly some of the reasons for charging depreciation, 

4. Explain the meaning of the following terms: " Life of an asset, " resi- 
dual,** or “ break-up “ value, to scrap, obsolescence. How is the loss sustained 
by obsolescence treated ? 

5. State briefly what is meant by the phrase: Repairs, renewals, and 
leplacoments. 

6. What entries are necessary in the books when an asset is depreciated ? 

7. What methods of depreciation arc there? 

8. Explain briefly the nature and use of tlie " fixed instalment method 
of depreciation. Can this metht^d be advantageously used for all assets? 

9. Explain briefly the nature and use of the *' diminishing balance ** method 
of depreciation ? What advantages does this method possess? 

10. State the mathematical formula for ascertaining the rate per cent of 
depreciation, when it is required to write down an asset, at an equal rate ctich 
year on the diminishing balance, in order to reduce it to residual value. 


B 

1. VTiat methods are there in vogue wath reference to the depreciation of 
" additions *' to an asset? Give examples to illustrate your answer. 

2. Explain briefly the nature and use of the '* annuity system ** of depre- 
ciation. What disadvantage attaches to it ? 

3. What is meant by " Depreciation Tables " ? Explain briefly their 
construction and use. • 

4. Explain briefly the nature and use of the " depreciation fund principle ** 
of depreciation. What other terms are used for Depreciation Fund ? 

' 5. What object is sought by investing cash on account of a Depreciation 
P'und ? Is profit ever invested ? 

6. State briefly the procedure, at the end of the period, in connection With 
a Depreciation Fund mvestinent. 

7. In what diflerent ways can provision be made for depreciation of 'fe 
J.^ase? Give examples. 

8. How is the loss, of interest on Investments,, re^n of income 
adpsied in Depreciation Funds and Sinkin^Funds? 

. 9. Explain briefly the nature and use of the iiuiurance policy system oi 
depreciation. , . , 
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10. State briefly the entries required in the books under the "insurance 
policy method *' of depreciation — 

(а) When a Policy Account is oi>ened. 

(б) When a Policy Account is not opened. 

State also in each case the procedure when the insurance policy matures. 


C 

1. Explain briefly the nature and use of the " revaluation process " of 
depreciation. What disadvanlagcs attach to it? 

2. State briefly the rates generally adopted in the case of some of the more 
general assets. 

3. What is a Sinking Fund ? Must there be an investment of cash in cem- 
nection therewith^ 

4. State briefly the difference between a sinking fund to replace a wasting 
asset, and a sinking fund to repay a liability. 

5. What is a Reserve? Name some of the more usual ones. 

6. Explain the purpose and modus operandi of a Repairs and Renewals 
Reserve. Discriminate between " repairs," ** renewals," and " replacement.^." 

7. WTiat is a Reserve Fund? Must it be separatei^r invested ? ITow does 
it differ from a Reserve Account? WTiat is a Marine Insurance Fund? 

8. Differentiate between a Reserve, a Reserve Account, a Repcrve Fund, 
and a Sinking Fund. Explain the terms " surplus," " margin," " rest," 

9- WTiat is a Secret Reserve? How are Secret Reserves formed? State 
briefly the advantages and disadvantages of Secret Reserves. 


EXERCISE XVIII 

1. A Lease is purchased for a term of four years by payment of a sum of 
j(440. Show how the Lease Account would appear in the books during this 
period, depreciation being written off by equal annual instalments. 

2. Machinery is bought for ;f3,000. Its life is estimated to be six years, 
and its break-up value at the end of this period £S34, Show the Machinery 
Account for the six years, writing off depreciation at a fixed rate per cent on 
the diminishing or reducing value of the asset. 


3. Ma<',hinery is purchased for a sum of £3,000, Additions arc made in 
June of the second year to the amount of £250, and In March of the third year 
to the extent of £320. Show by means of Ledger Accounts the various methods 
of dealing with these additions when writing off the annual depreciation, the 
rate of which is 10 per cent on the balance of the Plant and Machinery Account. 

4. A Lease is purchased for a term of seven years by payment of £2,000. 
It is Proposed to depreciate the Lease by the annuity method, charging 5 per 
cent interest. Show the Ledger Account of the asset during this period. 

5. £2,000 is paid for a Lease for a term of seven years. It is desired to write 
this amount off by means of the dcprec-vition fund method, it being necessary 
to raise a similar amount* at 5 per cent compound interest. In' order to replace 
the tease at theead of the period. Show the Ledger Accounts dealing with this 
matter. 
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6. A firm buyvS Plant and Machinery for /,‘5,000. Its life is estimated at 
ten years. The firm decides to take out an insurance policy In order to 
provide for renewal. What entries will be necessary in the books ? 

7. A firm possesses Investments valued at the commencement of the year 
at ;gl0,586. At the end of the year the Investments are re-valued at market 
price, and they are then found to be w-orth £S,972. How {if at all) would you 
deal with the matter in the firm’s books and l^alance She€t ? Supposing they 
had been valued at £l 1.000, how would you deal with the matter ? 

8. An engineering firm has Loose Tools valued at the commencement of 
the year at 1,026 15s. lid. At the end of tlie year, stock is taken and the 
Loo^ Tools are found to amount to £1,201 lls“ 4d. How would you deal 
with this matter in the firm’s books ? Supposing they had been valued at 
£081 10s. 5d., how would you deal with the matter ? 

9. A Repairs and Renewals Reserve is created by charging Revenue each 
year wdth a fixed sura of /200. The repairs and renewals for the ensuing four 
years are : H) £1S9 17s. 9d. ; (2) £\2S 14s. 6d ; {3) /269 15s. 3d. ; (4) 
^225 16s. 1 Id. Show the Journal, I-edgcr, and Balance Sheet entries relating 
to the above. 

10. Give definitions of, and diflerentiate, the following well-known terms: 
(oj Reserve; (b) Ke.serve Fund; and (rj Sinking Fund. Tn the case of a 
Limited Company, what would guide you in deciding as to whether an amount 
was a Reserve, or Reserve Fund ? {National Union of Teachers.) 

11. Tn what way, in a well-conducted Company business, are Leasehold 
Propel ties, Patent Rights, and Fixed Plant and Machinery, dealt with in the 
Company’s books ? IJnder what circumstances, and to what extent, ought a 
Company, registered under tlie Companies Acts to provide a Reserve Fund ? 

{London Chamber of Comfnerce.) 

12. How would you treat, in a Manufacturer's Books, works held under 
a Lease of which twenty years remained unexpired, the consideration for which 
stood in the Ledger at j£3,500; and how would you treat Patent Rights 
expiring in ten years, the consideration for which stood in the same Trader's 
Ledger at /850 ? {London Chamber of Commerce.) 

13. In preparing the Profit and Loss Account of a manufacturing firiUi 
what different methods are there of providing for the waste of an asset owing 
(a) to we^ir and tear, as in the case of machinery ; or (6) ethuxion of time, as 
in the case of a building erected upon leasehold land ? 

What method do you favour lor providh^; for such waste, and whyl 
^te brieily what entries would be ret|uirod to cany your suggestions into 
eBept? {London Charnber o/ Commer^,) 

14. A company having a Lease at^mding in their books at /5,000, dedde 
to provide for depreciatiem by taking out a policy , for leasehold redemption. 
How would you deal with the annuid premiums iii the books ; and how would 
yoo/adjust the aecounts when the Lease ex:pire8 and the policy matures ? 
(Rosyai Society vfris.) 

15.. James Jowit d: Co., printers, purchhsed thltM» machines on 
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1st January, at a. cost of /1 ,000 each. The firni’s oMinecT reports that, with 
care and proper repairs, the machines will remain efficient for ten -years. At 
the end of that period, the machines will be sold. The current market price 
of machines of this type after ten years* use is about ;£100 each. 

You are asked, as book-keeper to tbo firm, to advise as to how the depre- 
elation on the above machines should be treated in the books of tho firm. 
Submit alternative methods for the consideration of the partners, and state 
which you prefer, attid why. {Lendoft Chamber of Commerce.) 


16. What is a Secret Reserve " ? Give two examples showing how a 
bank, or other " financial house,*' could create a *' Secret Reserve." {Royal 
Society of Arts, Accounting and Banking.) 


17. The Directors of the Old Time Spinning Company decide to replace 
entirely their Plant, which is now out of date. Having advertised for tenders 
for the new machinery they require, they accept that sent in by Afessrs. A B 
A Co., amounting to j£8,8»S0. 

The old Machinery and Plant Account stood in the books of the Company 
at ;f5,400. There was also a Depreciation Fund in the lx'*oks, the accumulated 
credit balance of which amounted to ^1,050. Some of the materials composing 
the old machinery were found to be in good condition, and Messrs. A B ^ Co. 
agreed to take over shafting, etc., vahied at ;£550, for use again; whil.st the 
remaiiidoT was put up to auction ami realized /1, 200 (net). 

Make the entries necessary to record these transactions in the books of the 
Old Time Spinning Company, and state how you would deal with the balance 
of the old "Machinery and Plant Account" ? {Lmtdon Chamber of Commerce.) 


18. State briefly the facts that would guide you in arriving at th*' roper 
amount of depreciation to provide for upon the Machinery Plant used 
in a manufacturing business; and set out the entries you would pass through 
the books to give effect to tlie decision arrived at. {London Chamber of 
Commerce.) 


19. On 1st January, 1930, a Manufacturer buys Plant ;^2,000; on 1st July, 
1931, ho buys new Plant ^400, and on 31st Dec. he sells for ^160 Plant costing 
1st Jan., 1930, ;£300. On 1st April, 1932, he buys new Plant ;f280, and on 
1st Oct., 1933, sells for ^70 Plant costing 1st Jufy, 1931. /120. His plant is 
depreciated in the books annually at 31st Dec. at the rate of 5 per cent per 
annum on the original cost. At 31st Dec., 1934, he wishes to alter this method, 
for the whole period, to 7i per cent per annum on the diminishing value. 
Prepare Machinery Accounts showing the result of both methods. 


20. The ioWowing balances composed the Balance Sheet of John Brown, 
Limited : Cash £6,000, Bills Receivable /1 .200, Sundry Debtors /2,500. Stock 
£5.000, Capital £10,000, Bills Payable £w0, Sundry Creditors £1,400, DiviaiWe 
Profit £2,w0, 

It was resolved to start a Reserve Puml with such an amount of the BsJiance 
of Profit as would, when invested* pnrebase £1,500 Consols at 85 (char$ses 
neglected)- . ^ 

You are requested to give the neccss^jiry Journal entries to effect this ; 
set out ledger Accuvtnts for Investments, R^ive Fond, and I%4t and uwt 
also draw op a new Balance Sheet showing these changes, iNMSott^ 
nfT*achm.} ■ ‘r - _ 
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21. Describe a Mumcipal Corporation’s Sinking Fund — 

(а) As to method of contributions to same. 

(б) As to interest received on instalments invested. 

{Lancashire and Cheshire Union.) 


22. When calculating the annual Sinking Fund to replace the cost of a 
Lease, or other terminable beneht, why should Compound Interest bo taken 
into account, thereby making the amounts carried to the Fund in the earlier 
years comparatively small, and in the later years comparatively large, instead 
of setting aside equal annual sums ? {Chartered Accountants.) 

23. On the 1st January the M N Co.. Ltd., purchased the Lease of certain 
promises for £1,000. The Directors decided to form a Sinking Fund to accu- 
mulate this amount at the end of the Lease, which iiad five years to run, the 
rate of interest being taken at 3%. The requisite sum is to be transferred 
annually from Proht and Loss Account, and a corresponding amount invested 
in securities producing the required rate of interest. According to the Tables, 
£0 1884 per annum amounts to £1 in five years at 3%. Write up the Sinking 
Fund Account^ the Sinking Fund Investment Account, and the Interest 
Account for the first three years. You may'show your calculations in decimals. 

{Chartered Accountants.) 

24. You. as Secretary of the National Industries Co., Ltd., receive from 
Mr. T. Head, a shareholder in the company, the following letter — " I have 
received from the National Industries Co., Ltd., a copy of its Balance Sheet 
of 3 1st December last. There is one point on which I am not (juitc clear, and 
that is the meaning of ' Reserve Fund, £50,000 ’ on the Liabihties side of the 
Balance Sheet. It seems to me to be on the wrong side, for I cannot see how 
a Fund can be a liability. I shall be much obliged if you will explain the 
matter, and tell me where the ‘ Fund * is, and vhy it is not invested in outside 
securities/' 

Write an answer to this letter. The Reserve Fund in question has been 
accumulated out of trading profits. What would you substitute for the words 
'* Reserve Fund " so as to avoid the above misunderstanding ? {Chartered 
Accountants.) 

23. Sometimesi provision is made for depreciation of plant by writing ofi 
a fixed proportion of the original cost in each year, and sometimes by writing 
of! in each year a fixed percentage of the balance of the account as it stood 
at the commencement of that year. Supposing that it is desired to write 
machinery which cost £1,000 down to (say) £600 at the end of the fifth year, 
state the amount that would be charged against each year's profits under each 
of these two systems. {Insiiiuie of Secretaries.) 

On 1st Janua^ the A Company, Ltd., acquired a fifty years' lease 
of its business premises^ payix^f therefor £10,000. It was decided to provide 
for depreciation by setting aside £90 per annum as a Sinking Fund, and on 
31st Dec., the amount so set aside had (with interest) accumulated to £2,400. 
On Slst December, 20 years later, the Directors obtained from an insurance 
company a policy assuring them ^e payment of £10,000 at the end of thirty 
years, in consideration of an annual piremium of £220, the first premium being 
paid upon that date ; and having thus psovided for the redemption of Capital 
they gave instructions that the £2,400 accumulated during the past twenty 
y^rs should be stated in the Balance Sheet dated 31st December, as Reserve 
Fund." 
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Do you consider this treatment correct? Give reasons for your answer. 
{Institute of Secretaries,) 

27. The X Co., Ltd., by its Articles of Association, is required to set aside 
and invest the sum of ;£1,000 per annum before declaring any dividends, in 
order to provide for the redemption of ;£40,000 Debentures redeemable in 
twenty-five years. At the end of that time the instalments so set aside have 
accumulated at compound interest to ;£4 1,645. The investments have been 
sold, and the Debentures repaid out of the proceeds of such sale. State how 
you would deal in the Company's B/S. with the credit balance of £4l,64S 
representing the accumulation of the annual instalments. (Institute o/ Secre* 
taries.) 

28. State the different ways in which annual provision can be made to meet 
the depreciation of leasehold property. Which do you prefer? Give your 
reasons. (Chartered Accountants.) 

29. A Trading Company takes out a Capital Redemption Policy with an 
Insurance Company to provide for a wasting Asset, paying per annum 
premium. The premium is to be provided out of revenue. Give examples 
showing the entries to be made in the books of the Trading Company (1) 
annually, and (2) upon payment of the Capital sum by the Insurance Company. 
(Chartered A ccountanis . ) 

30. On 31st December the City Trading Co., Ltd., had a Debenture Reserve 
Fund of ;J50,000, represented by investments amounting to ;^59,000 2\ per 
cent Consols. The Company also had a balance in the Bank on Current account, 
at 30th June following of ;f6,000. The Debentures, amounting to ;£50,000, 
were paid off on 30th June. To provide for this the Consols were realized 
at 83 net, and the proceeds paid into the Bank on 30th June. Record the 
above transactions in the boolu of the Company, and show the Ledger Ar*.'oimt5 
affected, (Chartered Accountants.) 

31. A Company insured for its own benefit the life of the managing director 
for 10,000, at an annual premium of £250. How would you expect the outlay 
to be dealt with in the accounts submitted to you for audit? (Chartered 
Accountants,) 

32. The Turbine Steamer Co., Ltd., owns a Fleet of fourteen steamers 
trading to the Eastern S6as. These boats are at present insured in the ordi- 
nary way at Lloyd's, but the Company desires to effect it? own insurance 
for the future. Explain briefly what steps should be taken to inaugurate 
an internal Marine Insurance Fund, and state what entries would appear in 
the books and annual accounts of the Company when the fund was in opera- 
tion. (Royal Society of Arts t Accounting and Banking,) 


REVISION EXERCISE XVIII 

1, (I) Prepare from memory pro forma rulings of the following statistical 
books of a joint stock company— 

(a) Application and Allotments Book. 

(b) Cau Book. 

(c) Transfer Register, 

\d) Share Ledger. 

\e) Debenture Register. 

(/) Register of Directors. 
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(II) Prepare a fro fwma set of journal entries required to adequately record 
the purcha^ of a business by a company. Insert all necessary details to make 
the example a live ” one. 

(III) (a) State the circumstances in which a limited company may pay 
interest on calls in advance. Make proforma entries to record such payments. 

(&) Is a limited company allowed to charge interest on calls in arrear. If 
so, ^ve full particulars of the circumstances and their authority for making 
the charge. 

(IV) Briefly outline the meaning of the following terms in connection with 
company work — 

(а) Amalgamation. 

(б) Reconstruction, 

{c) Reorganization. 

Also, state what you know about fractional certificates ** and the circum- 
stances under which they arise. 


2. Lewis St Co. sell and ship to Armstrong d: Sons, Iquiqiie, sundry goods 

invoiced at cost ^^1,004 11 8 

The Freight Insurance and Dock Charges were . 89 6 4 

The Buying and Shipping Commission charged was . 30 2 - 


Total of Invoice was , . £1,124 


Lewis St Co. drew on Armstrongs for that amount, and secured an advance 
of £650 from the bankers through whom they were forwarding the documents. 
The draft was duly accepted. 

At due date of draft Armstrongs paid one-half and gave a bill for the 
balance, plus 6 per cent interest per annum for six months. 

The bankers were repaid their advance by I.ewis Sc Co., and the extended 
bill was met at maturity by Armstrongs. 

Frame Journal entries to record properly the whole of the above transactions 
in the books of (D Lewis St Co., (2) Armstrong St Sons. (Narrations are 
essential.) {Civil Service, 2nd Division Clerks.) 

3. The following items appear in a manufacturing company's book:. 


Rent, Rates, and Taxes 1,200 

Lighting, Heating, etc. . * • • « - • • 

Total Wages and Salaries 4,900 

Carriage Inwards 200 

plant, Repaiis, and Renewals ...... 185 

Discounts on purchases 210 

Discounts and Allowances made on Sundry Debtors Accounts 190 
Managing Director's Remuneration 1,000 


The factory portion of the premises is |ths of the whole building. 

The office salaries and wages amount to £500. 

Electric power charges amounting to £120 were included in the item of 
lighting, heating, etc., and an amount of £15 accrued for power had not been 
include. 

Frame the neccesary Journal entries to transfer the proper items to Trading 
Account or Profit and Loss Account as the case may be. {Civil Smrtr#, 
2nd Division Clerks ) 

4. A draws a bill of exchange on B, for goods supplied, for £10,000, dated 
Ist January, at six months, and, on B's acceptance of the same, discounts it 
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with C on 4th January, at 5 per cent per annum. The Bill is dishonoured at 
B'.s Bankers on presentation, the charges for noting and expenses being 5s. 
B pays A cash j£4,000 on account on July, and accepts three bills for the 
balance then due, together with interest at 5 per cent per annum, of equal 
amounts, payable at two, four, and six months respectively. Show these 
transactions in A's ledger. (ChtirUred Accountants.) 

5. j’he Midland Stco! Company, Limited, consigned to its Australian Ageni-s 
Murray Sc Co., of Sydney, 125 tons of Steel Bars per s.s. Tantallon Castle, 
Murray & Co. paid for landing Charges ^(15, Carting ;£J0, Warehousing 
Insurance 1, and Advertising £S. On 1st J uly, they sold the Steel by auction 
as folhiws — 

25 ions at £10 per ton 

30 „£9 10s 

30 „ „£9 5s. „ „ 

40 „ „£9 „ „ 

They charged commission at 5 per cent. Make out in proper form the Account 
Salcis rendered by Murray & Co. to the Midland Steel Company. Limited, 
showing the balance due. for which Murray & Co. sent a Bill at 30 days after 
sight, and record tlic transactions in the books of Murray & Co. (Chartered 
Accounfanis.) 

6. The X Y Company, Limited, keep their ledgers on the *' self-balancing ” 

system. On 31st December the Sales Ledger Account in the Private I.edger 
showed a debit balance, brought down 3 1st December of the previous year, of 
£4,031. During the year the total Sales were £35,422, and Returns Inwards 
were £625. The Cash received during the year and posted to the Sales Ledger 
was £31 , 125, The Discounts Allowed on accounts in the Sales I..edger amounted 
to £1,314. Transfers from the Bought Ledger to the Cr, of Sales Lodger 
Accounts, £720. Transfers from the Sales Ledger to the Dr. of Bought Ledger 
Accounts, £1,052. Bills Receivable posted to the Sales Ledger, £2,035. Wiiit^ 
up the. Sales I,edger Account and show the balance brought at 31st 

December, \Miat does this balance represent? (Chartered Acceunfanis.) 


7. V and Q arc in partnership, and their annual Accounts are made up to 
3tst March. P died on 1st August following. Q paid the total amount due to 
P's representatives on 30ih Seplcrabef. Their agreement provides that no 
iTitere.st is payable upon capital, but that on the death of a partner (whicli 
terminates tlm partnership) he is to be credited with a pioportion of profit 
to the date of death, based upon his share for the preceding year, and thereafter 
with interest upon his capital at 5 per cent per annum. Any other sum to his 
credit also carries interest at 5 per cent per annum. P's capital, as ^ovm by the 
iiist Balance Sheet, was £6,500. P's profit for the preceding year was £750, and 
was still undrawn at the date of death. Show the separate amounts pa^ble 
to him for capital, profit, and interest to that date. {Chartered Accountants,) 

8. On 1st January A admits B into partnership. The a^ed value of the 

assets of A’s business is as follows — ^ 

Leasehold Premises . , • 2,0^ 

Fittings and Furniture • • 480 

Stock . ; . . . ; f 4,600 

Book Debts . ; . ‘-4 ' . - 800 

Cash In hand . ‘ 'Z * " , 50 

Mis liabilities to trade creditors ampuni to £1,500, and bis indebtedness to 
his bankers is £2.950. Under the t^ms of partnmhip B pays £4.000 to his 
Bankers, of which £1,000 is credited to A as the purenaseL money of one-half 
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<si the goodwill. Draft the Journal entries for opening the books of the 
partnership. (Chartered Accountartts.) 

9. On Ist January, the Balance Sheet of Ambrose & Co., was as follows — 

£ L 

Sundry Creditors . 5,000 Sundry Debtors . . 6.(m 

BiUs Payable . . 2,500 Less Reserve . . 100 

Mortgage on Land and 

Buildings. . 5,000 / 50 OO 

Partners' Capital . 23,500 Bills Receivable . . 600 

Land and Buildings . . 10,000 

Plant and Machinery . 7,000 

Horses and Vehicles . . 500 

Balance at Bank . e 2,000 

Stock on hand , , 8,000 

Work in progress , . 2,000 

;£36,000 ;£36,000 

By an agreement Messrs. Ambrose & Co., on 1st January, agreed to sell 
the business as a going concern to a company of the same name for the sum 
of ;^37,500. 

The nominal capital of the company was ;£50,000, of which 10,000 shares 
of^ each had been issued for cash, all paid on allotment. 

The purchase consideration of ;f37,500 was to be satisfied by the allotment 
of ;£32,500 shares of £\ each and the payment of £5,000 in cash. 

The whole of the assets were included in the sale with the exception of the 
b^ance at bank, and the company was to take over the whole of the liabilities 
with the exception of the mortgage, which was to be discharged by the vendors. 

Included in the purchase price is an amount for goodwill. 

(а) ^ Frame the Journal entries to open the necessary accounts in the com- 
pany's books upon completion of purchase, giving narrations in each case. 

(б) Draw a Balance Sheet, showing the company’s position at completion 
of purchase. {Civil Service, 2nd Division Clerks.) 

10. The directors of a Limited Liability Company (having an authorized 
capital of ;fl20,000), issue a pcospectus inviting applications for 100,000 shares 
of £\ each, and stating that 10,000 shares will be issued in addition as fully 
paid to the Vendor in part payment of purchase money. 2s. 6d. per share is 
payable on application, 2s. 6a. per share on allotment, 5s. per share three 
months after allotment, and 10s. per share six months after allotment. The 
Capital offered was over-subscribed by 10,000 (ten thousand) shares. The 
amount due on allotment was received in full. The sum of £24,000 was 
received in respect of the first, and £48.000 in respect of the second call. The 
purchase money is stated to be £80,000, viz,— 

Land and Buildings , . , , . 35,^00 

Stock and Work in Progress . • . . 15,000 

Machinery and Plant 20,000 

Goodwill 10,000 

£80.000 

Make xne Journal entries necessary to open the books of the company, and 
to record the payment of the instalments, stating where the details of calls 
in arrear should be found. {Chartered Accountants,) 
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11. The Silver Ore Company, Ltd., was formed on 1st April, with an 
Authorized Coital of ;£60,000, divided into 30,000 (>. dinary Shares of £\ 
each and 30,000 5 per cent Cumulative Preference Shares of £1 each. The 
whole of the Ordinary Shares were issued and fully paid, but of tbe Cumulative 
Preference Shares 22,000 only were issued, and of these 21,900 were fully paid, 
but on the remaining 100 shares 15s. only had been paid. From thd following 
Trial Balance prepare Balance Sheet, Trading Account, and Proftt and Loss 
Account on 1st April following. 

Dr. Cr, 

s. d. £ s, d. 


Ordinary Share Capital • • 

Preference Share Capital . 

Balance at Bank .... 


10,550 


30,000 

21,975 

Crushing Plant and Machinery , 


4,000 

- 

- 

Cost to date of sinking Mine 


2,000 

- 


Land 


20,000 

- 

- 

Expenses of promotion of Company . 


600 

- 

- 

Royalties paid .... 


1,000 

- 

- 

Silver sold (cash) 

Other minerals sold (including coal used by 
the Company) ..... 
Light Railway, cost ..... 

1,200 


17,000 

950 

Wages (jf Miners, etc. • 


6,900 

- 


W agons ...... 


500 

- 

- 

Bank Interest ..... 
Advertising ..... 


500 


270 

Carriage paid on Crushing Plant 
Machinery .... 

and 

180 



Erection of Sheds, etc. 


1,500 


> 

Legal Expenses .... 


100 


- 

Oil 


200 

- 


Repairs to Plant .... 


90 


- 

Coal bought 


300 


- 

Coal u.sed from own Mines 


150 

- 


Office Furniture .... 


150 


- 

Salaries ...... 


2,000 

- 

- 

Interim preference dividend, paid 2nd Oct., 

5 per cent per annum, less tax . 

521 

18 

2 

Cash in hand 

, 

53 

1 

10 

Directors' Fees .... 

, 

700 


- 

Investment in Rosario Tin Mines, 
Ordinary shares, £5 each, £4 paid 

2,000 

8,000 



Brokers* charges, etc., on same . 

, 

100 

- 

— 

Dividend received thereon 

Deposit Account at Bank, 3 per cent per 
annum ...... 

8,900 


320 

Interest received to 3 1st December . 
Loose Tools 

t 

440 

- 

120 



£70,635 

- 

w £70,635 


Depreciate Plant and Light Railway at 15 per cent per annum. Wagons 
arc valued at ;J400, and Loose Tdol*^ at £300. Promotion Expenses to be 
charged over a period of three years. Value of Silver on hand, £1,500. On 
21st December, the Directors decided to forfeit the 100 shares on which only 
1^. has been paid up. {JLanca$hm and Cheshire Union.) 
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12. The following ie a Trial Balance extracted from the books of the 
Pleasant Hotel Co., Ltd., on the 31st December, from which you are required 
to prepare Revenue Account and Balance Sheet. 

Nominal capital, ^^25,000, divided into 10,000 5 per cent Cumulative Prefer- 
ence Shares of ;£1 each, and 10,000 Ordinary Shares oi £\ each, and 5,000 
Deferred Ordinary Shares oi^X each, " 


Issued — 

S,500 5 per cent Cum. Preference Shares 
fully paid ..... 

9.000 Ordinary Shares fully paid 

5.000 Deferred Ordinary Shares issued to 
Vendors as fully paid 

Purchases — Beer, Wine, and Spirits, etc. . 

Provisions .... 
Wages and Salaries ..... 
Rates, Taxes, Insurance, Licences, etc. 

Laundry 

Takings — Beer, Wines, Spirits, etc. . 

Sales of Food 

Coals 

Carriage and Porterage .... 

Sundry Trade Expenses .... 

Advertising ...... 

Repairs ...... 

Apartments 

Billiards 

Sundry receipts ..... 

Discounts received , . . . . 

Transfer Fees ...... 

Freehold Laud and Buildings . 

Furniture and Fittings .... 

St<x:k on hand, 1st January — 

Beer, Wines, Spirits, etc. . . 

Provisions ...... 

Cash in hand ...... 

Parr's Bank, Ltd. ..... 

Preliminary expenses of formation of 
Company ...... 

200 4J per cent 1st Mortgage Debentures 

of /lOO each 

Debenture Interest paid less tax to 31st 
October ...... 

Profit and Loss Account, 1st January 
Sundry Creditors . . . . . - . 

Investments . , . . . . 

Goodwill at cost to Coimpany . , . 

Interim Dividend on Preference Shares, 
half-year to 30th June . . . • . 

Reserve Fund . . . . . 

Debtors for apartme]it;& not yet entered; 
Additions to freehold . . * 


i 


5,450 - - 
4.SS0 - 

5,230 - - 
1,390 - - 
313 - - 


129 - - 
236 - - 
584 - - 
471 - - 
208 - - 


35,000 - - 
3,671 - - 

2,128 -* ^ 
32U - 
123 12 11 


864 - - 


706 5 - 


5,069 - - 

10,000 - - 

200 2 1 

: 152 - -- 

2,112 . - - 


i s. d. 

8,500 - - 

9.000 - - 

5.000 - - 


7,862 - - 
6,2(53 - - 


8.191 - - 
212 - - 
159 - 

390 - 

6 - - 


2,212 - 


20,000 - - 


1,510 - - 
4,980 - - 


5,000 ^ - 
152 - - 


;i79,437 - - ^79,437 - 

Reserve for Debenture Interest, less t?ut at is. 2d. in tiie £i Wages and 
Salaries, ;gl2S. Stock, ?l8t December: Beer, Wines, Spirits, etc., £Z,S20; 
Provisions, .;J164. 



DEPRECIATION, SINKING FUNDS, ETC. 


Depreciate Furniture and Fittings 5 per cent for the year; Land add 
Buildings nil. 

Also make out Profit and Loss Appropriation Account assuming that after 
the Ordinary shareholders are allowed 10 per cent free of tax, it is suggested 
the Deferred Ordinary shareholders are to be paid a dividend of 10 per cent 
free of tax, and ihe balance carried forward to next year. {Lancashire and 
Cheshire Union,) 


13. THE WEEKLY BANNER, LIMITED 


TRIAL BALANCE— 31st March 


Cash Sales (Newspapers) . 

Agents' Sales . . . « • 

Advertisements charged • . . 

Cash in hand 

Agents^ Returns .... 

Sundry Printing Sales 

Advertisers' Prepayments, unexhausted 

Copyright 

Machinery and Plant, 1st April 
Freehold Property .... 
Office Furniture .... 

Bank 

Revenue Surplus, 1st April 
£7,000 Consols 2^ per cent at cost 
Reserve Fund Account 
Discount allowed «... 
Paper, Ink, etc., Account , 

Trade Expenses «... 

Wages ...... 

Discount received .... 

Bad Debts 


£ s. d. 


53 5 5 
359 2 4 


2,000 - - 

9.000 - - 

4.000 - - 
120 - - 

3,630 8 - 

5,869 - 4 

103 11 ,l 
2,960 13 8 
170 6 10 
4,845 13 - 

90 17 6 


Interest on Consols (9 months received) * 
Advertisements in other papers 

Fuel, etc. . 

Repairs ....... 

Kept of Branches, Rates, and Taxes . 
Correspondence Fees .... 

Printing and Stationery . . 

New Plant bought 1st October . 

Telephone . , . 

Billposting and Carriage . . . • 

Insurance . . . . . . 

Postage and Telegrams . 

Travelling Expenses . . 

Share Capital 4,660 j£10 shares £S called up 
Bank Inter^t . , >, • • 

Creditors , . . 

Agents' Debit Balances , . . • 

Subscribers' * * » • 

Advertisers' „ . . . , . 

Sales to Subscribers . . 

Credit Balances . • , ik 

Subscribers' 10 £1 shares " Yellow Pr<^s Co., 
Ltd./' no value • . , v 


76 7 4 
157 2 4 
206 16 5 
129 8 8 
368 2 4 
108 15 6 
400 - - 
7p 8 11 
225 16 9 
48 10 - 
187 12 2 
195 16 10 


579 1 5 
88 4 4 
2,758 12 5 


2 - 


£ s. d. 
642 6 2 
4,397 13 3 
6,869 18 7 


12 15 3 
37 9 - 


1,530 1 

400 - - 


379 4 3 
11 11 


23,300 - - 
125 6 - 
850 - 10 


84 I 7 
10 19 8 


£38,763 13 7 £38,763 13 7 
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Wages owing, £95 16s. 4d, 

3 months' interest less Tax @ Is. 2d. in due on Consols. 

The Stocks at 31st March are: Paper, Ink, etc., £S2A 10s. ; Fuel, £3 10s. 
Telephone, £25 is prepaid. 

Reserve ^150 for estimated costs in Libel Action. 

Reserve ^50 for Bad Debts. 

Depreciation on Plant per cent per annum. 

„ on Furniture 5 per cent per annum. 

Provide 10 per cent for allowances on Advertisers' debts. 

Write down Consols to 79 J per cent. 

l^ovide Managers' commission 5 per cent on year's profits before crediting 
any interest or charging loss on Investments. 

Prepare Balance Sheet and Trading Account for year ending 31st Meurch. 
(West Ridtng of Yorkshire.) 



CHAPTER XIX 


BRANCH ACCOUNTS, FOREIGN EXCHANGE, FOREIGN 
BRANCHES 

Divisions of the Subject. Branch Accounts are generally divided 
into IjirBe main clh^ses— 

1 . Where the branch book-keeping is done at the Head Office, the 
branch supplying the necessary information, or, as it is termed, 
making returns. 

2. \^ere the branch keeps its own books, and at balancing time 
forwards a copy of its trial balance for incorporation in the Head 
Office books. 

3. Foreign branches. , 

Each of the first two classes is subdivided according as the branch 
is retail or wholesale. Moreover, the kind of business itself exercises 
a not unimportant influence upon the method of book-keeping. 
In some trades, the stock is of a perishable nature, in others, it 
remains good indefinitely; obviously, therefore, it cannot be dealt 
with in the same way in both cases. 

Transfer of Stock to Branches. When a branch is opened and 
stock is transferred to it from the head establishment, this transfer 
should not be treated as a sale; for it is not a proper sale, but 
merely an issue of goods. The value of the goods should be debited 
to a Branch Account, and credited to a special account entitled 
*' Goods sent to Branches." At balancing time this latter account 
is closed by transfer to Trading Account. 

Example. On 1st January a branch establishment was opened, 
and sto<± value £1,0W was transferred thereto. Show the Journal 
and Ledger entries recording this transaction. 


]OURN.\L Dr. Cr. 


19_ 


L 

B 

BH 


s. 

d. 

Jan. 1 

Branch A/c .... 

1,000 

B 

B 




To Goods sent to Branches . 


B 

B 

1,000 

- 

- 


LEDCUiR 

Dt, BRANCH ACCOUNT Cf. 


IS— 
Jan, 1 

To Goods to 

Branches . 

£ 

1.000 

S. 

d. 






i>r. GOODS SliN V TO BRANXHKS 

Cr. 

19— 
Dec, ^1 

To Trading A/c . 


BH 

19— 
Jau. 1 


1 1,&)0 

BB 
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Dr. TRADING ACCOUNT Cr, 








19— 

Dec.31 

.. 31 

By Sal^ (aay) . 
Goods to 

BraodlMi . 

15,460 

, 1.000 

s. 

10 

d. 

6 


The goods sent to the branches thus appear in the Trading 
Account separately from the sales, instead of being merged in them. 
Supposing sucli issues of goods had been entered in the Day Book 
like ordinary sales, even though they had been charged to the 
brancli at actual cost, i.e. no credit taken for any profit, yet the 
turnover shown by the books would be entirely fictitious, and there- 
fore useless for the purposes of comparison or as a basis for financial 
calculations. 

Branch Supplies Book. Where there are several branches, each 
supplied with goods from the head establishment, a tabular " Goods 
Sent to Branches or " Branch Supplies book is employed. The 
totals of the columns are debited periodically to the separate Branch 
Accounts and credited to a Goods Sent to Branches ” Account. 
The following is a facsimile of the ruling — 








1 


— 

—I 

1 


— 

Date 

Particulars 

Po. 

Total 

Branch A 

Branch B 

Branch C 








1 








Ho^r Good^ to the Branch. When branches arc 

opened, the goods supplieiJ to the branches may be charged out to 
them (accor&ig to the nature of the business) — 

' (1) At 

(2) AHncced percentage on cost. 

(3) At sellilig - 

In the “ multiple shop " qretem, that is^ where there is one head 
establishment with numerous selling depots, the goods are chaiged 
to the branches at selling price. This procedure establishes a definite 
checif; upon such branches. What a branrii cannot produce in 
money, it must have in stock (taken at selling price) ; aitd frequent 
stock-taking will reveal whether there is any leakage or not. ,, 
Where goods are ebatged to the brandies at a price other than 
actual cost, te.' at a percentage on cost, or at sellii^ price, the 
Branch Supplies Book would to ruled with duplicate columns for 
each branch. One column would reojrd the cost price, for the pur- 
p(^ of tlie Trading Account; tite other column virould contain the 
“t.-'.-AV- * ■ ' 
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^ invoice price, so as to facilitate the debiting of the respecjdye 
branches therewith. The following is a specimen of such rulin^v- 



Branch Receipts and Payments. The money received by the 
bnmeh f{>r the Cash Sales, and on Ledger Accounts where goods 
arc also sold on credit, is either paid in daily at some local bank 
to the credit of the Head Office Accoiuit, or else remitted every day 
direct to Head Office. Tfic expenses of tiie bi'anch,.such as Rent, 
Rales and Taxes, Wages, Petty Charges, etc., are paid, in rsoiue 
eases, by cheque direct from the Head Office, and, in other cases, 
by means of the imprest .system ; whatever tlie branch .spends for 
such purposes out of the original sum atlvanced to it, is repaid 
to the branch by the Head Office. In a few in.stanoes, however, 
the wages and expenses arc paid out of the cash takings, and only 
the balance remitted to the head establishment. The Cash Rock 
kept by the Head Office generally contains extra coluTims v^n each 
side to record the receipts from, and payments to, the various 
oranches, the totals of these columns being posted periodically to 
the Branch Accormts, The branch itself is provided with a small 
Cash Book for the purpose of recording its daily takings and any 
petty disbursements. 

Branch Returns. In most cases, the branch is called upon by the 
Head Office to make what are termed " Returns." Where the 
branch sales are exclusively cash, the branch would simply make 
returns of — 

(1) Its daily takings, with a departmental analysis of such 
cash sales if necessary; 

(2) Its wages and other expenses, likewise dissected if desired; 

(3) ’ Any commission that had accrued to the assistants or 
manager; and 

(4) Such statistical infonnation respecting its present stock and 
future requirements as the Head Office may direct. 

But where the sales are partly cash and partly ^dit, addi* 
tional particulars have to be tumished, i.e. in connection with the 
debtors—’ 

(5) What accounts have been j^ttled since the la^t return'; 
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(6) The cash received, the discounts, returns, and allowances in 
connection with such settlements ; 

(7) What debts have become doubtful or bad; 

(8) Particulars of the credit sales since the last return ; 

(9) The debtors outstanding at the date of the current return 
The branch itself usually keeps a small Ledger for the Debtors** 

Accounts. From the information thus furnished by each branch, 
the Head Office is enabled to write up the various Branch Accounts. 


1. (a) RETAIL BRANCHES 

Example i. From the following particulars prepare the Brandi 
Account as it would appear in the Head Office books. The bianch 
pies are for cash only, and the goods sent to the branch have been 
invoiced at cost price — 

I 

Goods from Head Ofnee 5,360 1 1 


Returns to Head Office 
Rates, Taxes, and Insurance paid 
^Vages paid . , . . 

Cash remitted to Head Oilice 
Stock, 1st Jan . . . , 

Rent paid .... 
Stock, 31st Dec . . . . 

Sundry Expenses paid 


47 7 
75 12 
365 4 
6,650 14 
750 10 
130 10 
790 16 
80 13 


d, 

2 

11 

5 
8 
8 

6 
6 
6 
9 


Dr. BR/\NCH ACCOUNI Cr. 


19- 


i 

T 

a 

19 - 


£ 

s 

d 

Jan 1 

To Balance . 

750 

EE 

6 

Dec 31 

3y Cash 

6,650 

14 

8 

Dtc 31 

„ Goods from Head 




31 

„ Returns to Head 





Office . 

5,360 

n 

2 


Office . . . 

47 

7 

11 

„ 31 

„ Ca^h (Wages) . . 

365 

A 

8 

„ 31 

„ S»ock c/d 

790 

lb 

b 

» 31 

„ Cash (Real) 


10 

6 






» 31 

„ Cash (Rates, 7 axes, 










and Insurance) 

75 

12 

5 






1. 31 

„ Cash (Sundry EZ' 










peases) 

89 

13 

9 






.. 31 

Piciit and Loss A/c 









i 

(pRffit) 

725 

16 

1 








£7,488 

19 

1 



'Km 

19 

1 

19— 



mm 

mm 






Jan 1 

To Balance b/d . 

790 

16 

6 







Percentage Added to Cost Price. Whenever goods are invoiced 
to the brandh at a percentage on cost price, this percentage must 
be taken into account at balancing time, that is to say, the branch 
purchases, and opening and closing stocks, must be reduced to cost 
m order to arrive at the correct profit. In an office, the cost can 
be easily ascertained by reference to the Cost Price column in the 
Branch Supplies Book ; but, in exercises and examination work, the 
cost must be found by arithmetical calculation. The student must 
remember that, if a percentage has been added to the cost of goods, 
the percentage taken oif will not reduce the goods to their 
^diginal value. For example, suppose that ;^600 worth of goods 
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has been sent to a branch with 33^ j^r cent added to the cost ; 
the goods would then have been invoiced to the branch at £800. 
Now, 33J per cent taken off £800 will not reduce it to its original 
figure of £600; the following reasoning proves this — On every 

231 

£133J, £33^ has been added ; the increase is, therefore, or Jth ; 

and one-fourth must, consequently, be taken off in order to bring 
the amount down to cost. In the following example (2), the goods 
received from Head Office, and also the stocks at the commence- 
ment and end of the tradhig period, have been decreased by one- 
fourth before being dealt with. 

Example 2. From the particulars furnished hereunder, write up 
the Branch Account in the Head Office books. The branch sales 
are exclusively cash, and the goods sent to the branch have been 
invoiced at 33J per cent on cost — £ $ d 

Goods sent to Branch less Returns . . . 7,200 15 4 

Wages and Salaries paid 380 12 9 

Cash remitted by Branch 7,068 15 6 

Stock, 1st Jan. . . 900 12 8 

Rates, Taxes, and Insurance paid 85 3 11 

Rent paid . . . 150 10 € 

Stock, 31st Dec. . . 1,020 18 4 

Sundry Expenses paid 42 1 1 7 


Dr. BRANCH ACCOLT.N'T Cr. 


19- 


£ 

5 . 

d. 

19— 



£ tslJ. 

Jan. 1 

Tg lialance (Stock) 

675 

9 

6 

Dec. 31 

By Cash 

, , 

7 ft 15 

6 

Dec. 31 

„ Cioods from Head 




» 31 

„ Stock (Vd 


;65 

13 

9 


Office . 

5,400 

11 

6 







„ Cash (Rates, Taxes, 










and Insurance) 

65 

3 

11 







31 

„ Wages and Salaries . 

360 

12 

9 







31 

„ Rent 

150 

10 

6 







» 

„ Sundry Expenses 

42 

11 

7 







.. 31 

„ Ftofit and Loss (net 











profit) . 

1,099 

9 

6 







19— 

1 


£7,834 


3 




£7,834 

0 

'"■i 

To Balance (Stock) b/d . 

765 

13 







r 


Branch Accounts with Double Money Columns. Where the Ledger 
accounts contain double money columns, one to record the invoice 
price, and the other the cost price, such columns possess the great 
advantage of showing clearly, and at a glance, both the nominal and 
the actual gross profits. The percentage added to the cost price, 
when invoicing goods to the branch, is usually the estimated or 
expected rate of gross profit on cost. And when the Branch Trading 
Account is made up at the actual invoice figures, both sides should, 
theoretically, agree. A balance, if any, indicates that more, or less, 
than the anticipated grt^ profit is being made. In the following 
example, which is a re*working of Example 2, but with double 
money columns, the actual gross profit is short of what it ou|^t t#' 




To Balance (Stock) 1,020.18 4 765 13 
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^be by the sum of £11 14s. 2d. This fact would, in practice, lead to 

search for a probable error, and possibly to an investigation as 
to whether the figures rekting to the goods or money were being 
manipulated. 

Branch Adjustment Accomit. Instead of employing double money 
columns to bring both sets of figures into account, the goods sent 
to the branch are sometimes posted to the Ledger at the invoice 
]>rice only. It then becomes necessary to open a “ Branch Adjust- 
ment Account ” in addition to a " Goods Sent to Branches Account," 
if it is desired by means of proper double entry to ascertain the 
actual trading profit. This method, applied to the foregoing exam- 
ple (2) will provide the following l.edger accounts — 


Dr. 


19— 
Jiin. 1 
jao.-Dec. 


19— 
.Ian. 1 


BRANCH ACCOUNT 



i 

5 . 

d. 

J9 

To Balance (Slock) a 

900 

12 

8 

Jan,'L)ec. 

„ Purchases Ifoin 




]>cc. 31 

Head OfifiOQ d 

7.200 

15 

4 

31 


faiol 




To Balance (Stoch) 

1 

r 



b/d . . i 

1,020 

jis 

4 



By Cash remitted 
, SUicic c/(l . h| 
, Branch Adjustment 
A/(; (ai>pareut 
Joss). 


7,^68il5; 6 
1,020,1S; i 


H 


Im! 2 


8 


Dr. BRANCH .ADJUSTMENT ACCOUNT Of, 


19 -- 


£ 

t. 

d. 

19.^ 


' 

1 £ 

St.' d. 

IVc. 31 

To Balance (% on 




Jan. 1 

By Balance (% on i 




Stock) c/d b 

255 

4 

7 


Stock) . a 

! 

3, 2 

„ 31 

„ Blanch A/c (appa> 




Jan.'I>eG. 

^ Goods to Bra 1 lciK^ 


! 


rout loss) . c 

11 

14 

2 


A/o(%ooGoodsN,f 


3 '10 

31 

Branch Profit and 









Ijoss a/c (gross 







1 


profit) . 

1,758 

8 

3 




LL 




7 

- 

19— 



7; - 






Jan. 1 

By Balance n/d . e 

235j 

;T 


Dr. GOODS SENT TO EK.ANCHES ACCOUNT Cr. 


19 ~ 


£ 

i 

S 

d. 

19— 


£ 


d. 

Xh\. 31 

To Branch Adjnatment 

■ 1,800 


to 

Jam-Dec. 

By Branch A/c . 

7,200 

IS 

4 


A/c « d 

3 





„ 31 

„ Transfer to Trading 









A/c (Goods at 
cost) 

5,400 

ll 

6 








r7;iw 

ts 

4 

Hi 


jf/.TOO 

15 

4 


The credit balance of £255 4s. 7d. in the Branch Adjustment 
Account would ^ set-off against the deMt balance of £1,020 18s. 4d. 
in the Branch Account, enabling the brandi stock to be entered 
in the Stocl^ Account and .in the Balance %eet at cost, namely, 
£765 ISs. ,9a. The ferandi A4i«stn«mt Account shows a gro^ 
prc^t of £1,758 8s. 3<tvt!tbich’ amount would be taken to a.Branch , 
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Profit and Loss Account. Against this gross profit would be debited 
the total of the branch expenses, viz. £658 18s. 9d. This would leave^ 
a net profit of £1 ,099 9s. 6 d. to be carried to the general Profit and 
Loss Account — ^the same result as by the previous method. 

Credit Sales by Branches. These are treated in different ways. 
Where the transactions are not very large or numerous, everything 
is passed through one Branch Account, the debtors being treated 
in the same way as stock at the commencement and close of the 
trading period. In some cases, however, a separate “ Brandi 
Debtors Account is opened in addition to a " Branch Account."' 
Where the turnover is sufiidently large to warrant it, the Branch 
Account itself is often divided into two parts, a " Branch Goods 
Account " and a " Branch Expenses Account," in order to show 

^ both gross and net profits. 

"‘^^-^'Example 3 . From the particulars given below, draw up the 
Branch Account or Accounts in the Head Office books. The goods 
sent to the branch have been invoiced at cost, and the branch 
makes both cash and credit sales — r . ^ 


Goods received from Head Office .... 2,540 12 9 

Returns to Head Office . . . , . 40 3 7 

Stock. 1st Jan 750 11 8 

Ready-money Sales ...... 1,675 19 2 

Six Months* Credit Sales to 30tli June . . . 2,995 10 11 

Allowances to Customers 16 118 

Discounts allowed to Customers . . . . 120 18 5 

Bad Debts 29 3 11 

Rent, Rates, and Taxes 90 7 8 

Returns from Customers . . . . . 28 12 4 

Wages and Salaries ...... 297 15 6 

Debtors, 1st Jan. ...... 1,310 12 5 

Stock, 30th June ...... 695 6 6 

Sundry Expenses . . . . . 65 10 9 

Cash received on Ledgei Accounts . . . 2,459 10 15 

Debtors, 30th J une 1,651 6 6 


Tlie simplest form would be the following, which is constructed 
on a cash basis, the debtors being treated as a form of stock — 
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A more elaborate form would be as follows — 

Of. BRANCH GOODS ACCOinB?^ Cf. 


19— 


£ 

t. 

d. 


\ 

£ 

a. 

d. 

Jan. 1 

To Balance 

ISO 

n 

8 

June 30 

By Ca&h Sales . 

1,675 

19 


Jan.-June 

,, Goods from Head 




» 30 

.. Credit Sales . 

2,995 

10 

n 


Office 

2.540 

12 

0 

« 30 

„ Returns to Head 





„ Returns Inwards . 

28 

12 

4 


Office 

40 

3 

7 


„ Allowances . 

16 

11 

8 

» 80 

„ Stock c;/d 

69S 

6 

6 


„ Branch Proftt and 










Loss A/c (gross 










profit) * 

mm 

11 

9 








£S,407 


2 



£5,407 


2 

July 1 

To Balance (Stock) b/d 

695 

6 

6 







Dr. BRANCH EXPENSES ACCOUNT Cf. 


19— 


r 

s. 

d 

19— 


£ 

.. 

d. 

Juiu’ 30 

To Rent, Rates, etc. . 

90 

7 

8 

June 30 

By Transfer to Branch 




„ 30 

„ Wages and Salaries . 

297 

15 

6 


Profit and Loss 




„ 30 

„ Sundry Expenses . 

65 

10 

9 


A/c . 

603 

16 

3 

r. 30 

„ Bad Debts 

29 

3 

11 






« 30 

Discounts 

120 

18 

5 








£603 

16 




£603 

16 



Dr. BR,«ICH DEBIORS ACCOUNT Cf. 




i 

s. 

4 . 

19— 



R 

d. 

Jan. 1 

To Balance 

12 

5 

Jan.-June 

By Cash . 

„ Dbcount 

Returns Inwards . 



6 

Jan.-June 

Credit Sales . 

10 

U 



ttn 

S 






12 

4 





'* 


„ Allowances . 

16 

11 

8 






ft 

„ Bad Debts . 

29 

8 

11 






ft 

„ Balance r./d . 

1,651 

6 

6 



£4,306 

3 

4 



£4,306 

8 

4 

July 1 

To Bal.ince b/d . 

1,651 

6 

6 







BRANCH PROFIT AND LOSS ACCOUNT Cf. 


19— 


1)3 

$. 

d. 



£ 

$. 

i. 

June 30 
» 30 

To Branch Expenses A/c 
„ Head Office Profit 

16 

3 

June 80 

By Branch Goods A/c 
(gross profit). 

2,070 

11 

9 


and Loss A/c (net 
profit) . 

1,466 

15 

6 








£2,070 

11 

"9 



£2,070i 

11 

9 


Depreciation of Assets. Where a branch possesses fixed assets 
sucli as furniture, fixtures, and fitting, the depreciation is often 
dealt with in the Head Office Depreciation Account only, as assumed 
in the previous examples. In some cases, however, it is charged 
against each particular bran<^, as in the following examples. 

Example 4. From the undermentioned particulars construct the 
Branch Accounts as they would appear in the Head Office bo^ks. 
The branches are chaiged with the goods at selling price, the s^ea 
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being exclusively cash. The rate of gross profit is 25 per cent on 
selling price. 

, Branch A. Branch B. 


Goods from Head Oihce 

Returns to Head Ofitice 

Sales by Branch .... 

Stock. 1st Jan 

Stock. ^Ist Dec. . . . 

Allowances off Selling Price 
Sundry Expenses .... 

. Salaries and Wages .... 
Depreciation of Furniture and Fixtures 
Rent. Hates, and Taxes 
Exce«) in Stock at close 
Shortage in Stock at close . 


£ 


d. 

£ 

5 . 

cL 

10,145 

11 


10,216 

12 

A 

48 

2 

4 

46 

10 

8 

9,626 

11 

4 

9,818 


8 

1,275 

10 

4 

1,684 

11 

4 

1,726 

17 

8 

1,986 

15 

4 

29 

2 

- 

39 

14 

4 

95 

11 

6 

120 

19 

5 

237 

3 

8 

316 

11 

9 

22 

13 

7 

24 

18 

6 

260 

10 

2 

284 

12 

H 

9 

11 

4 







10 

2 

6 


Notes on Example. The selling price of goods is often subject to variation, 
according to the quantity taken. For instance, articles retailed at Id. each 
may be sold at 9d. a dozen and 7s. 6d. a gross, and so on. A record is kept 
of these allowances off selling price, and the total is written off at the end 
of the period. Again, it occasionally ha{)pens that at stock-taking the stock 
different from what it ought to be, being sometimes more, and sometimes 
less. These discrepancies must, of course, be adjusted at balancing time. 


Df. BRANCH “A” EXPENSES ACCOUNT CV. 


la— 
Dec. 31 
„ 31 

„ 31 
„ 31 

To Salaries aod Wages . 

„ Reat, Kates and 
Taxes , 

„ Siuidry Expenses 
., Depreciation of Fix- 
tures, etc. . 

£ 

237 

260 

95 

22 

s, 

S 

10 

11 

13 

d. 

8 

2 

6 

7 

n 

19— 
Dec. 81 

By Transfer to Branch 
Profit and Loss A/c 

£ 

615 

18 

rf. 

u 

11 

£616 

18 

£bI5!!8 






“ 

Ifr. 

BRANCH “ B 

” EXPENSES ACCOUNT 

Cf. 


19^ 


£ 

1. 

d. 

19— 


£ 

s. 

d. 

Dee. 31 

To Salaries and Wages . 

316 

11 

9 

Dec. 91 

By Transfer to Branch 




« 31 

,. Kent, Kates, and 





Profit and Loss A/c 

747 

2 

4 


Taxes , 

284 

12 

8 






» 81 

„ Sundry Expenses 


Ifr 

6 







„ Depreciation of Fix- 










lures . 

24 

18 

6 








>47 

2 

4 



£747 

2 

4 












Dr. GOODS TO BRANCHES Cr, 

















BRANXH " A " ACCOUNT 
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Or.'- BRANCH PROFIT AND LOSS ACCOUNT O. 



Monthly Stock Accounts. Where goods are charged out to 
branches at selling price, or at a fixed percentage on cost, there is, 
of course, an adequate check on the slock; but where goods are 
invoiced at cost, there is no such check. In order to provide one, 
Approxunate (or Estimated) Stock Accoimts are prepared monthly, 
and recorded in a book kept specially for this purpose. These 
accounts enable the proprietor or directors to know at any time 
value, approximately, of the stock on hand without going 
through the long and t^ous process of stocktaking. Wliere the 
rate of gross profit is a fixed percentage of the selling price, a fairly 
accurate result may be obtained by adding to the stock at the 
conunencement the subsequent net purchases, and deducting from 
the total the net sales for the same period, after reducing them by 
the said percentage of gross profit. 


Eaample. 

Dr. APPROXIMATE STOCK ACCOUNT Cf. 


19- 


2,S50 

$. 

d. 

19— 


£ 

7 

7 

Jan. 1 

To Stock 

> 

- 

Jan. 31 

By Sales (less Returns) . 

1,060 


- 

« 81 

M Purchases (1^ 
turns) . 

550 



Less (say) 25% 

265 

- 

- 





M 31 

„ Balance (estimated 

795 

- 

- 










Stock) c/d . 

2,605 

- 

- 



£3,400 





£3,400 



Feb. 1 

To Balance b/d . • 

2,603 

- 

- 







I. (b) WHOLESALE BRANCHES 

Mdbod of Keying the Accounts. In wholesale branches, where 
the volume of trade is very much greater, and the transactions 
large and important in themselves, the accounts are kept in a 
manner somewhat similar to Depi^mental Accounts. Separate 
Stock, Purchases. Sales, and Returns Accounts are opened for each 
Inanch, thus, Branch “ A " Stock Account, Branch " B " Stock 
Account; Branch "A*' Purchases Account, Branch “B” Pur- 
dnses Account; Branch “ A ” Sales Account, Branch." B " Sales 
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Account, etc. Expense accounts are kept for each branch 
Branch " A " Wages, Branch “ B ” Wages ; Branch " A " Rent, 
Rates, and Taxes, Branch “ B ” Rent, Rates, and Taxes ; and so 
on. Separate ledgers also are -kept for each branch. For example. 
Branch '' A ” Debtors Ledger would contain the personal accoiuits 
of Branch “ A ” customers. Branch “ A ” General Ledger would 
record the branch asset accounts, such as horses and carts, fixtures 
and fittings, and also the nominal accounts, such as rent, rates and 
taxes, wages, discounts, bad debts, etc. 

H(m jthfe..-Buying is Done. The Head Office generally does all 
the ’Buying ; keeps the creditors’ accounts in its own books, merely 
distributing the goods to its branches for sale. Sometimes, how- 
ever, the branches are permitted to order, from outside, any goods 
they may require, the goods being sent direct to the branch, but 
invoiced to the Head Office. 

How Goods Sold are Invoiced. When invoicing goods to cus- 
tomers, branches make out the invoice in triplicate; one copy is 
forwarded to the customer, one to the Head Office, and one retained 
by the branch for reference. 

Example 5 . From the imdermentioned particulars relating to 
a Head Office and its two wholesale brauiches, prepare final accounts 
and Balance Sheet as they would appear in the Head Office books. 


Stock, 1st Jan. « • . • 

Debtors . . * • • 

Creditors . • • • • 

Discounts Earned • • • 

Bad Debts 

Bills Payable .... 
Purchases lifss Returns 
Furniture, Fixtures, and Fittings . 
Horses, Harness, Vehicles, etc. 

Salaries 

Cash at Bank . . . 

Share Capital (24,000 Shares of £1 
each, fully paid) 

Travellers’ Salaries and Expenses • 
Directors’ Fees . • . . 

Sales l€ss Returns 
Wag^ . ' • 

Interim Dividend 8% . • 

Stock, 31st Dec. . . . • • 

Debenture Interest . • • 

Reserve Fund Account • « 

Discounts Allowed . • * 

5% Debentures . • • • 

Carriage Inwards • • 

Depredation . • • . 

Sundry Expenses 
Rent, Rates, and Taxes 
Horse and Stable Expenses « 

Casb in Hand .... 
RcseiVe foe Bad Debts» 5% Debtors. 


Head 

Olficc 

£ s, d. 

8,347 17 S 

2,694 13 5 

120 18 4 

m 14 6 
8,906 2 I 

24,000 - - 

500 - - 

1,920 - - 

425 - - 

7.500 - - 

8.500 - - 
t3 8 6 

24ri0 8 

2F 9 6 


Northern 

Branch 

4,825 15 C 
17,346 10 2 

527 ’n 4 

633 6 8 

11,876 14 4 

3b» 18 7 
1,9/2 10 4 


3,108 5 n 

27.659 16 11 
2,397 15 2 

5,802*18 6 


1,646 13 3 

510 9 3 
234 10 11 
3,067 2 10 
357 9 6 
327 11 4 
68 15 a 


Southern 

Branch 

t s. d. 
4,126 17 8 
14,986 10 9 

408 16 5 
524 19 2 

9,756 12 10 
239 16 9 
1,568 12 7 


2,006 4 2 

22,9iri7 5 
1,716 11 8 

4,950 14 8 


1,542 9 6 

45Sri3 2 
186 13 - 
3,010 19 6 
298 10 4 
256 1 10 
SO 18 5 



TRADING AND PROFIT AND LOSS ACCOUNT 

For the Year Ending 31st Dec., 19. . 



' 3,21513; 2|! 26,595; 5[ S 
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GENERAL PROFIT AND LOSS ACCOUNT 


Dr. Foe th« Ybae Enpiec 31st Dbc^ 19— Cf. 


To Rout, RatM, and 
Taxts 
„ Salaries 
„ DirectoiV Fee« . 

„ Debcfit’e Interest 
„ l^preciation 
„ f3aIance(nctproAt 
for year) . 




is 

965 

500 

425 

13 

5.607 

10 

14 

d. 

8 

8 

By Bfancli Profits— 
Northexo Branch 
SoQtbeni Branch 

£ 

4,137 

3,640 

S. 

9 

d. 

■1 

£ 

7,777 

! 

} 

9 

* 

9 




6 

16 

6 

1 









£7,777 

9i 






!£7.777 

9 

'I 





, 







ll 

r 

i"" 


BALANCE SHEET 


As IT ;)!st Dec., ID-- 


a>t*i 


“■ 





Prof^rty ttnd 





J 

““ 

LuitUUtn 

£ 

s. 

d. 

£ 

s. 

i. 

Aisds 

£ 

s. 

d. 

£ 

M. 

d. 

Share Capital — 



■ 




Horses, Harness, Ve- 







24 ,000 Shares of£l 



H 




hides, etc., less de- 







each, fully ftaid . 




24,m 



pxecfatitm . 




3.541 

8 

11 

5% Dehen tiir^ 




8.500 



Furniture, Fixtures, 







kestn e Fund A/c . 



H 



- 

and Fittings, less 







Sui-.Iiy Creditors 



H 

8.347 

17 

5 

depreciation . 




671 

11 

8 

Bills Payable . 



H 

2,694 

13 

S 

Stock-In-Trade 





13 

•* 

Profit And Loss A/o*~ 



H 


J 


Sundry Debtors 

32,333 

- 

11 




Profit lor Year 

5,607 

16 

Ml 


1 


Less Bad Debts Re- 







Ltss Interim Divi- 



H|' 




serve 

1,616 

ii\ 





dend 










-1 



t 1 


H 

3.687 

I6i 

1 

OftjtK (n 

til 

8 

•” 1 


0 

a 1 




B 


wEESr*! MM» «104I4J 1 * 

Cash at Bank . 

8,906 

2 







1 

1 






— 

-1 

9,047 

5 

8 



i 

] 

m 

54,730 

8 

n 




ri 



» 



j 

1 





LJ 

1 

h 


Where the head establishment is a manufacturing concent. e.g. 
a factory which invoices the goods to its branches at a profit, there 
would be an extra column in the Trading Account, in order to show 
the trading profit of the factory as well as the trading profits of the 
branches. 


II. BOOKS KEPT BY THE BRANCHES 

Where the branches are semi>independent trading establishments, 
they ^eraJly do their own book-keeping, and a;t the end of the 
financial penOT forward a copy of their Trial Balance for the trad- 
ing results to be incorporated ih the Head Office books. 

Head Office Account. Inasmuch as the Head (Mce finances the 
branch and supplies it- with the greater, part of its goods, there is 
a constant state of inde^ednass oii the part of the branch to the 
Head Office. Tlie position %ateibist that of ordinary debtor and 
creditor, raid is evidenc^ in ths Head Office books by the dibit, 
balance of the Branch Account, aiid in the branch books bw the 
avdit balance of the Head Office Account, ha the brant^ Books^.. 
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the Head Office Account takes the place of the Capital Account 
in an ordinary trader’s books. Should a branch have opening entries 
to record in its ledger, the excess of assets over liabilities would 
not be shown as capital but as a debt due to the Head Office. The 
" Head Office Account ” is known by various names ; sometimes 
it is called the " Head Office Current Accoimt,” and sometimes 
the " Head Office Adjustment Account ’’ ; while the " Branch 
Account ” in the Head Office books is also called the “ Bran<;h 
Current Account " or the " Branch Adjustment Account." i 

Remittance Account. To reduce the amount of its indebtedne.ss, 
the branch remits at intervals a round sum of money to the Head 
Office. This money is sometimes credited direct to the Branch 
Account, and sometimes put to the credit of am intermediate 
Remittance Account. Much depends on how frequently the branch 
remits. Where remittances are made in moderate sums, and, are 
therefore, fairly nvunerous, a separate Remittance Account is of 
great advantage, as it keeps unnecessary details out of the Branch 
Account, thereby simplifying matters and making it very much 
cleaurer. At balancing time, however, the total of the Remittance 
Accoimt must be transferred to the credit of the Branch Account, 
in order to show the correct amount the branch owes to the Head 
Office at that date. In the branch books, the Remittance Account 
is designated " Remittances to Head Office," the counterpart of 
this account in the Head Office books being styled " Remittances 
from Branch.” 

Goods and Remittances in Transit It frequently happens at 
balancing time that the Branch Account, and also the Remittance 
Account, as shown by the Branch Trial Balance, do not correspond 
with their respective amounts as shown by the Head Office Trial 
Balance. This arises where the branch has forwarded a remittance 
to the Head Office on tlie last day of the trading period. The 
branch, of course, has debited its Remittance Account with amount 
remitted; but the Head Office, not having received it until the first 
day of the new trading period, has not credited its Remittance 
Account. It also occurs whenever the Head Office lias forwarded 
goods to the branch on the last day of the trading period, and has 
debited the Branch Account. The branch, however, has not cred- 
ited the Head Office, because it did not receive the goods on that 
date. 

Before attempting the final entries, the balances of the Current 
Accounts and the Omittance Accounts must be made to agree. 
The amount of the goods received by the branch, after the dose 
of the trading period, must be deducted from the Branch Account 
m the Head Office books and put to a Goods in Transit Account. 
The jalue of the remittance received by the Head Office, after the 
close of the trading period, nmst likewise be deducted from the 
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Remittance Account in the branch books and placed to a Remit- 
tance in Transit Account. The adjustments will be effected by 
means of Journal entries, and the transit items will then appear on 
the Balance Sheet. In the ensuing period the adjustments will be 
written back, i.e. fresh Journal entries will be made reversing the 
previous ones, thus closing the transit accounts. 

Example. (For the sake of clearness. Trading and Profit and Loss 
Account items have been omitted and the oriier items summarized.) 


HEAD OFFICE TRIAL BALANCE 


31st Dbc.. 19. . 

Dr. 


Cr. 



d 

5 . 

d. 

£ 

s. 

d. 

Sundry Assets . • • . 

Capital . • • . . 

12,621 

15 

9 

10.950 



Sundry Creditors .... 
Branch Current Account 

2,916 

13 

2 

3,128 

IS 


(;f250 of this is for goods sent on 
31st Dec.) .... 







Remittances from Branch 




1.459 

10 

6 


£15,538 

8 

11 

£15.538 

8 

11 


BRANCH TRIAL BALANCE 


31st Dec., 19. . Dr. Cr. 



£ 

s. 

n 

£ 


d. 

Sundry Assets .... 

Sundry Creditors .... 

1,457 

2 

H 

369 

19 

8 

Head Office Current Account . 
Remittances to Head Office . 

1,579 

10 

6 

2,666 

13 

2 

(£120 of this represents a remit- 
tance made on the 31st Dec.) 








£3,036 

12 



12 

10 


1 1 4 

■■■iiiliiliSii 



The efiect of the adjustments is as follows- 

HEAD OFFICE TRIAL BALANCE 


31si Dec., 19. . JOr. Cr. 




£ 

s. 

d. 

£ 

B 

d. 

Sundry Assets . • 

Capital » • • ■ 


12,621 

15 

9 

10,950 

■ 


Sundry Creditors . . • 

Branch Current Account • 


2,666 

13 

2 

3,128 

18 

5 

Goods in Transit to Branch . 
Remittances from Branch • 


250 

1 


1,459 

10 

6 



£15.538 

D 

TT 

£15,538 

8 
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BRANCH TRIAL BALANCE 


31st Dec., 19.. Dr. Ck 


* # 

4 

s. 

d. 

i 

$. 

d. 

Sundry Assets .... 

Sundry Creditors . . , . 

1,457 

2 

4 

369 

19 

8 

Head Office Current Account . 
Remittances to Head Office . 

1,459 

10 

6 

2,666 

13 

2 

Remittance in Transit to Head Office 

lao 

- 

- 




1 

;f3,036 

12 

10 

^3,036 

12 

10 


Elimmating the contra Current and Remittance Accounts, the 
Head Office Balance Sheet would be as under — 

BALANCE SHEET as at 31 st n*c , 19— 


LkuMOwf 

Capitil . 

Sofidry Ctedituci 

10.950 

3,498 

i 

18 

4 

A svts 

Sundry Ar&et% 

(i(K>ds lu Uaniut to Brandy 
HUP n ti insit from 
Prauch 

2$0 

120 

» 

18 

4. 

1 


iCl4.448 


1 


7iX44r 

18 

1 




— . 

. - 

» WM, 

— 



Example 6. From the following Trial F^alancc of the branch 
books, prepare the necessary Jounial entries fco incorporate tlie 
figures in the Head Office books, and show the final accounts in the 
Branch Ledger and also in the Head Office Ledger, 

BRANCH TRIAL RaI ANTE 


3 1st Drc , 19,. Dr Cr. 



i 

5 

d. 

£ 

s 

d. 

Horses and Carts .... 

275 

n 

8 




Furniture and Fixtures , 

72 

14 

3 




Sundry Debtors .... 

1.075 

15 

3 




Sundry Creditors . . . . 




2U 

14 

9 

Stock, 1st Tan 

Purchases from Head Office , 

750 

19 

2 




2,866 

4 

n 




Sales *»»««. 




3,975 

18 

10 

Discounts Received 




19 

11 

8 

Rent, Rates, and Taxes « 

93 

1 

4 



Sundry Expenses .... 

65 


10 




Depremtion .... 

34 


7 




Hi4d Office Account, 1st Jan. 




3.335 

19 

2 

Cash in Hand .... 

127 

14 

6 




Carriage Itttrards .... 

82 

13 

6 




Wages and Salaries 

Bad Debts V . • • . 

369 

10 

7 




32 

15 

a 




Remittances to Haad Office . 

1,680 

■n 





Discounts AUowed 

78 

mm 

2 




StodC^StOet„i82S 15$. 4d. 

£7.593 

4 


£7,593 

4 

1 

5 




immmrni 

BB 

mmmm 
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Dr Cr 


19 

* 

Remihaacos from Braach 


£ 

s 

d 

£ 

s 

te=£= 

d. 

Dec 

31 

0 

L680 



1,680 


To Branch Account . 
Balance transfurea. 


«» 

81 

Biu.nch Trading Account 

7 o Branch Account . 
Stock, Ist Jan £7S0 19 

2 

3,689 

17 

7 

3,689 

17 

7 



Purchases . 2,866 4 

n 









Carnage Inwards 82 13 

Balances transferred 

6 



1 





31 

Branch Account , 


4,801 

14 

2 






To Branch Ttading Account 
Sales . /3,975 18 10 




4,801 

U 

2 



Stork, 31st Dec 825 15 

Balances transferred 

4 

j 






•f 

31 

Biatuh Trading Account 


1,111 

16 

7 





Branch Account 


19 

11 

8 






To Branch Profit and I-oss 









Account 





1,131 

b 

3 



Gros^ iTofit and Disrount*? 








Received transfeircd 








f# 

81 

Branch Profit and laoss Account 

671 

11 

2 






To Branch Account . 





! 671 

•» 

2 



Wages and Salaries ;£369 10 

7 




1 





Rent, Rates & Taxes 93 1 

4 



i 

1 





Discounts Allowed 76 11 

2 




I 





Sundry Expenses 65 9 

10 








Bad Debts . . 32 15 

8 








Depreciation . 34 2 

Balances transferred 

7 




1 



M 

81 

Branch Profit and Loss Account 

469 

17 

1 

1 





To Head Office Profit and 





1 




Loss Account . 

. 




1 459 

17 

1 



Ket profit of Branch transferred 




1 




In Hea4 Office Ledger 

Or. JUnaTTANOSS EROM BRANCH Cr. 

-TJir uni -XT- -11 -r— . r , . t .... I ,1, , 


te— 


i,iso| 

t 

B 




ss 

4L 

Dm. St 

ToEnukchX/c « 


E 



ii 

•• 
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'Sr 


Dr. BRANCH ACCOUNT Cf. 


19— 


£ 

s. 

d. 

19— 


£ 

5, 

d. 

Jan. 1 

To Balance . 

3,383 

19 

2 

Dec. 31 

By Remittances from 




Dec. 31 

„ Branch Trading A/c 

4,801 

14 

2 

» 31 

Branch 

l.iifcK) 

- 


„ SI 

„ Branch IVofit and 



„ Branch Trading A/c 
„ Branch iTolitjmd 

3, {'89 

17 

7 


Loss A/c 

19 

It 

8 

« 31 









Loss A/c 

671 

11 

2 






M 31 

„ Balance c/d . 

2,165 

16 

3 

19— 
Jan. 1 



5 

- 



£8.207 

i 

- 

To Balance b/d . 

2,165!]6i 3 

1 1 





— 

Dr. 

BRANCH TRADING ACCOUNT 

Cf. 


19— 


£ 

«. 

d. 

19— 


£ 

s. 

d. 

Dec. 31 

To Branch A/o — 




Dec. 31 

By Branch A/o— 




Stock 

750 

19 

2 


Sales . 

3,975 

IS' 10 


Purchases . 

2.85(i 

4 

11 


Stock . 

825 

15) 4 


Carriage In 

82 

13 

6 







„ Branch l^oht and 










Loss A/c (gross 
profit) 

1,111 

16 

7 








£4,801 

14 

2 



£-4,sm 

14 

2 









■■ 


Dr, 

BRANCH PROFIT AND LOSS ACCOUNT 

(r. 


19— 


£ 

r. 

d. 

19— 


£ 


d. 

Pec. 31 

To Branch A/c — 




Dec. 31 

By Branch Trading A/c 




Wages and Salaries 


m 

7 

M 31 

(gross profit) 

1,111 

16 

7 


Rent, Kates, and 




„ Branch A/c — 





Taxes 

93 

1 

4 


Discounts Received 

19 

n 

8 


Discounts Allowed 

76 

11 

2 







Sundry Expenses . 

65 

9 

m 







Bad Debts . 

32 

15 

8 







I^preciation 

34 

2 

7 






•• SI 

„ Hea<r Office Profit . 










and Loss A/c (net 
profit) . 

459 

17 

1 








£1,131 

8 

3 



£1.131 

6 

3 





““ 





E 


Dr. 


In Branch Ledger 

REMITTANCES TO HEAD OFFICE 


IS— 

Jan.-Dee. 



■1 

i 

B 




B 

H 

To Cash . 







H 

m 


m 

1 

1 




1 

■ 


Dr. HEAD OFFICE ACCOUNT Cr. 


19- 
Dec. 31 

To Transfer from Re- 

. £ 

4 . 

d. 

19— 
Jan. 1 
hw. 31 

By Balance 

8,^5 

« 31 

mittafice A/e . 
„ Balance c/d . 

1,680 

2,165 

16 

3 

„ Profit and Loss A/c 
(net profit) . 

459 


> 

£3.845 

16 

*3 

19— 
Jan. 1 

By Balance b/d . 

£3,845 

2.165 


Oft I o 1 
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TRADING AND PROFIT AND LOSS ACCOUNT 


Dr 


For Tfi* Yrar Endimg SIst Dkc , 19- 


To Stork, 1st Jaa. 

„ Porchases mom Head Office 
„ Carriage Inwards . 

„ Balance (gross profit) 


To Wages and Salaries 
„ Rent, Kates, and Taxes . 

„ Sundry l.xpefibcs . 

„ Wid Debts 
„ rs*^otlnt9 Allowed . 

„ Depreciation 

„ Head Office A/c (net proiit 
transferred) 


£ 

s. 

d 1 

750 

19 

2 

2A56 

4*11 

82 

13 

6 

1,111 

16 

7 


14 

2 


10 

7 

93 

1 

4 

«5| 9 

10 

32. 15 

8 

76 

11 

2 

31 

2 

7 

459 

17 

1 

£1,131 

8 






By Sales . . . 

„ Stock, 31st Dec. • 


By Gross Profit b/d . 
„ Discounts Received 


Cf. 


3,475 10 

QOC I 1 


i 

1 

J 

£4.801, 

■ii'- 


Mil idi 7 
I9.nl 8 


£1 Ktr •» 3 


BALANCE SHEET 


AT 31st Drc , 19 — 


1 

LtabtMt^n 

4 

5 

U 

AiseU 

i ' i 

Sundry Creditors 

Head Ofhrc Account-* 

Balance, 1st Jan. £3, .385 19 2 
Lw Remittanccfi 1,680 - - 

1,703 19 2 
Add Prot.t . . . 459 17 1 

211 

14 

9 

( is’i , * 

1 7 i4 h 

2,165 

1! 

3 

Sundry Debtors . . .| 

Stock . . . , 

Horses and Carts (l«s dcprcciabom 
Furniture and Fixtures (lesu depre- 
ciation) .... 

1,07S 3 

8:s 15 4 
:7S W 8 

3 


£2,377 

li 


,;R377,n| - 


The foregoing method would apply to both retail and wholesale 
branches, the principal difference betiveen the two being that, in 
the latter, the trade would assume much larger proportions, and the 
turnover might run into tens and hundreds of thousands, with the 
figures for other items correspondingly large. 

Inter>Branch Transactions. Where there are several branches, 
eadh permitted to have credit dealings with the others, they will 
keep a Current Account with one another as well as with the Head 
Office. At balancing time, the balances of these Current Accounts 
will be liabilities and assets of the branches, as between themselves, 
but not liabilities of the business as a whole, When the General 
Balance Sheet is prepared in tabular or eoluitttiar form, they must 
be dliown in their proper columns, in order to msdee the vertical 
totals agree. A columnar Balance Sheet, however, is only for the 
benefit of the business, and when the General Balance Sheet is 
framed, balances of the Head Office Current Accounts, the 
Branch Current Accounts, and the inter-Branch Current Accounts, 
being contras, can eas% be ^minated. 
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Example 7. Three partners, B. Brown, J. Jones, and S. Smith, 
have branch businesses working independently in London, Bir- 
mingham, and Dundee. Brown manages the London business, 
and receives two-thirds of the profits therefrom, the balance being 
shared equally between Jones and Smith. Jones manages the 
Birmingham business, receiving half of the profits therefrom, the 
balance being sliared equally between Brown and Smith. Smitli 
manages the Dundee business, receiving one-third of the profits 
therefrom, the balance being shared equally between Brown and 
Jmies. The branches buy from, and sell to, one another at a small 
inter-branch profit. 

From the following Trial Balances draw up a tabular Trading 
and Profit and Loss Account, and a Balance Sheet in (a) columnar 
form, (6) ordinary form. Credit each partner with interest on 
Capital at 5 per cent per annum, and depreciate Plant and Machin- 
ery at the rate of 10 per cent per annum. Show also the partners* 
Capital Accounts, and the Brandi Current Accounts, in the rcspec • 
live Branch Ledgers. 


LONDON TRIAL BALANCE 


31st Dec., 19. . 

Dr. 


Cr. 




s. 

(1 i 

£ 


d. 

Plant and Machinery . « . 

5,408 

6 

4 




Cash in Hand .... 

178 

3 

9 




Cash at Bank 

7,157 

12 

2 




Current Accounts — 







Birmingham .... 


16 

7 




Dundee ..... 

1,970 

18 

6 




Stock, 1st Jan | 

5.898 

12 

5 




Sundry Debtors . , , . ! 

1 1/392 

- 

9 




Sundry Creditors . • - . I 




7, (HI 

14 

5 

Purchases . . . « . ; 

36,421 

11 

8 




„ from Branches . .| 

2,857 

14 

3 




Sales ...... 




54,821 

17 

11 

,, to Branches .... 




1,723 

17 

8 

Capital Account — B. Brown . 




18,862 

3 

10 

Drawing Account — B. Brown . 

2,500 

- 

- 




Trade Expenses .... 

172 

19 

2 




Wages . . . 

3,608 

12 

9 




Discounts Allowed 

507 

12 

4 




Discounts Received 




412 

13 

8 

Printing and Stationery 

220 

18 

4 




Advertising .... 

286 

10 

9 




Carriage Inwards .... 

526 

14 

5 




„ Outwards • 

817 

11 

2 

1 



Salaries . • • • . 

627 

e 

8 




Bad Debts • • • . . 

287 

5 

6 




Stock, 31st Dec., ;£5,e48 13s. 2d. 

£S2,m 

7 

6 


7 

1 6 


^11’ » . 
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BIRMINGHAM TRIAL BALANCE 
31st Dbc., 19.. Dr. Cr. 



1 

s. 

4* i 

i 

s. T 


Plant and Machinery 

4,187 

10 

8 




Cash in Hand .... 

94 

13 

4 




Cash at Bank .... 

Current Accounts — London . 

5,063 

4 

8 

2,029 

16 

7 

Dundee . 

864 

9 

10 




Stock, 1st Jan. .... 

4,5e3 

17 

9 




Sundry Debtors .... 

9,746 

11 

10 




Sundry Creditors .... 
Ihirchases ..... 

28,198 

4 

10 

4,976 

15 

5 

,, from Branches 

2,673 

10 

2 




Sales ...... 



39,857 

13 

9 

,, to Branches .... 




3,163 

11 

6 

Capital Account — J. Jones 

Drawing Account — J. Jones . 

2,000 



12,183 

18 

4 

Trade Expenses .... 

104 

19 

7 




Wages . . . . - 

2,417 

15 

6 




Discounts Allowed 

406 

8 

9 


1 


I>wounts Received 

Printing and Stationery 

107 

13 

10 

357 

15 

8 

Advertising ..... 

216 

18 

6 




Carriage Inwards .... 

419 

19 

5 



. 

„ Outwards 

796 

4 

n 




Salaries . . . . 

508 

10 

6 




Bad Debts ..... 

198 

17 

2 




Stork, 31st Dec., 3i4,617 11s. 8d. 

1 /•62.56‘» 

n 

3' 

'! £62,569 

11 

' ’ r 






y 


DUNDEE TRIAL BALANCE 


31st Dec., 19. . 

Dr. 


('» 



€ 

s. 

d. 1 


s. 

J. ’ 

Plant and Machinery 

3.158 

16 

6 1 




Cash in Hand .... 

76 

11 

4 • 




Cash at Bank .... 

Current Accounts — London . 

4,586 

9 

5 ! 

1,970 

18 

6 

Birmingham 




} 864 

9 

10 

Stock, 1st Jan. 

3,616 

15 

n 

t 



Sundry Debtors .... 
Sundry Creditors .... 

7,658 

12 

9 

1 

3,018 

11 

7 

Purchases ..... 

23,839 

16 

8 

1 

1 



,, from Branches 

Sales ...... 

2,272 

9 

5 

32,759 

12 

n 

„ to Branches .... 
Capital Account — S. Smitli 




2,916 

4 

s 




9,175 

lU 

7 

Drawing Account — S. Smith . 

1,500 

- 

- 




Trade Expenses .... 

78 

19 

5 




Wages 

1,987 

14 

3 




Discounts Allowed 

314 

16 

5 




Discounts Received • • 

Printing and Stationery . 

92 ' 

18 

6 

296 

14 

6 

Advertising ..... 

186 

13 

3 




Carriage Inwards . . . . 

386 

17 

2 




Carriage Outwards . 

687 

15 

4 




Salaries ..... 

413 

6 

4 




Bad Debts . . . • . 

143 


11 




Stock, 3lst Dec., £3,705 I3s, 94. 

;£5L002 

2 

7 

;£51,O02 

2 

7 


[■PMMP 


■ . 
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To Stock, 1st Jan, 

„ Purchases . 

„ from 

Branches , 

„ Wages 

,, Carnage Inwards 
„ Balance (Gross 
Profit) . 


To Discounts Allowed! 
„ Carriage Outwards 
„ Bad Debts . . I 

„ Printing and Sta- ' 
tionery • 

M Advertising . 

„ Salaries 
Trade Expenses . 
„ Interest on Capital 
„ Depreciation of 
Plant and 
Machinery 

ft Balance (Net ! 
Profit) . .j 


ToB Brown 
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AMD LOSS ACCOUNT 


Ending SlbT Dxc , 19 — 
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COLUMNAR BALANCE SHEET 


Liabilities 

London 

Birming 

ham 

- 

Dundee 

Total 



1 

s. 

d. 

i 

$. 

d. 

1 

5 . 

d. 

1 

5 . 

d. 

Sundry Creditors 
Current Accounts — 

• 


14 

5 

4,976 

15 

5 


11 

7 


1 

5 

London . 



— 


2,136 

15 

9 

2,116 

6 

2 

4,253 

1 

11 

Birmingham . 

. 


— 



— 



IS 

4 


18 

4 

Dundee . 

Capital Accounts — 

• 


— 



— 



— 



— 


B. Brown • 


26,449 

7 

- 







26,449 

7 


J. Jones • 





17,080 

4 

3 




17,080 

4 

3 

S. Smith. 

• 







12,832 

10 

■ 

12,832 

10 

** 


£ 

33,497 

1 


24,193 

15 

l! 

18,870 

il 

1 

76,561 

2 

11 






mM 

JBK 





GENERAL BALANCE SHEET (ORDINARy FORM) 


Liabilities 


£ 

s. 

d. 

£ 

5 . 

d. 

Sundry Creditors . • 

• • 




15,043 

1 

5 

Capital Accounts — 








B. Brown, 1st Jan, • 

• • 

18,862 

3 

10 




Add Interest 

• 

943 

2 

2 




„ Share of Profits 

• • 

9,144 

1 







28,949 

B 

■ 




Less Drawings 

• 

2,500 

B 








B 


26,449 

7 

- 

J. Jones, 1st Jan, , 

• • 

12,183 

18 

H 




Add Interest . 

• • 

609 

3 

D 




„ Share of Profits 

• V 

6,287 

2 

H 






19,080 

B 

3 




Less Drawings 

• V 

2,000 

B 

- 







BS 


17,080 

4 

3 

JS. Smith, 1st Jan, . 

m • 

9,176 

19 

7 




Add Interest . 

m 

458 

19 

6 




„ Share of Profits 

# * 

4,698 

m 

11 






14,332 

10 ‘ 

- 




Less Drawings 

• 

1,500 

- 

- 









12,832 

;f7 1,405 

10 

2 

1 8 
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As AT 31st December, 19 — 


Assets 

Ixindon 

Birraing 

ham 


Dundee 

Total 


i 

s. 

d. 

£ 

5. 

d. 

£ 

s. 

d. 

£ 

s. 

d. 

Cash in hand 

178 

3 

9 

94 

13 

4 

76 

11 

4 

349 

8 

5 

Cash at Bank 

7,157 

12 

2 


4 

8 

4,586 

9 

5 

46,807 

6 

3 

Sundry Debtors . 

11,392 

- 

9 

9,746 

11 

10 

7,658 

12 

9 

28,797 

5 

4 

Current Accounts — 













London . 













* 

— 


Birmingliam . 

2,136 

15 

9 


— 



— 


2,136 

15 

9 

Dundee . 

2,116 

6 

2! 

902 

18 

4 


— 


msm 

4 

6 

Stock-in-Trade . 

5,648 

13 

2* 

4,617 

11 

8 

3,705 

13 

9 

13,971 

18 

7 

Plant and Machinery 



1 










{less depreciation) . 

4,8tS7 


8: 

3,768 

151 

7 

2,842.18 

10 

11,479 

4 

1 

i 

33,497} 1 

3 

24,193 



18,870 

1 “ 


; 76,561 

2 

11 






mM 








As at 31st Decemuer, 19 — 


1 

A ssets ! 

£ 

s. 

d. 

(■ 

5. 

d. 

Cash ill hand .... 

349 

8 

\ 5 

i 



Cash at Bank .... 

16,807 

6 

3 








17,u»6 

14 

8 

Sundry Debtors .... 

1 



28,797 

5 

4 

Stock-in-Trade .... 




13,971 

18 

7 

Plant and Machinery {less dciirccia- 







tion) 


j 


11,479 

1 

1 

1 

4 

1 

1 

« 



£71,405 

D 

8 
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In London Ledger 

B. BROWN.— CAPITAL ACCOUNT 



DUNDEE CURRENT ACCOUN V 



In Birmingham Ledger 

/>. J. JONES.— CAPITAL ACCOUNT Cr. 
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Dr. DUNDEE CURRENT ACCOUNT Cr. 



X9'- 



£ 

3. 

J 



— 

£ 

A. 

d. 

Dee. 51 

ToDrawuigs . 

, 

i.Srjo 

- 


J.ifl. X 

Uy Balance . 


9.175 

10 

7 

.» St 

„ Balaooe e/d 


12.832 

zo 

- 

Dec 31 

„ Interest . 

, 

45S 

15 

6 





» 31 

„ Share of Profits— 











Dundee 


1,627 

6 

9 








London 

, 

X.48X 

19 









Burmingbam . 

• 


x8 

2 



£ 

X4.332‘io 




£ 

14.332 

xo 








19 * 
Jan. I 

By Balance b/d 

• 

12.832 
! 

zo 

- 


Dr. LONDON CURRENT ACCOUNT Cr. 


X 9 — 


L 

$. 

d. 

19- 


£ 

2. 

d. 

Dec. $1 

To Brown — ^Share of Lon* 




Jau. 1 

By Balance . 

1,970 

x8 

6 

don Profit 

1.481 

19 


Dec. 3x 

.. Brown*a.Share of Duo- 



»f 31 

Balance c/d 

2 ,Xl 6 

0 

2 

dee Profit 

1,027 

ej 

8 



£3,598 

5 

2 




5 

2 






19 -^ 
Jan. X 

By BaiaQce b/d 

2,1X6 

1 

6 

a 


Dr. BIRMINGHAM CURRENT ACCOUNT Cr. 


19— 

Dec. 3Z 

.. 31 

To Jones— Sham of Bir- 
miiigham Profit 
Balance c/d 

H 

». 

18 

18 

d: 

2 

4 

X 9 - 
Jaii. i 
Dec. 31 

By Balance . 

„ Jones -Share of Dun- 
dee Profit 

£ 

864 

1,627 

s. 

9 

6 



£2.491 

x6 

6 



£2.491 

16 






19 — 
Jan. I 

By Balance b/d 

902 

18 


FOREIGN EXCHANGE 

Before we {aroceed to treat of Foreign Branches, it is eminently 
advisable, if not absolutely necessary, to deal briefly with the 
subject of foreign exchange. ' 

Foreign Exchange. This term is used to describe the means by 
which nations discharge or settle the mutual indebtedness that 
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arises out of their trading with one another. Since, however, 
foreign debts are usually paid by bills of exchange, the term is 
also used, in a narrow sense, to denote the principles governing the 
creation, negotiation, and payment of foreign bills of exchange. 

Currency. This term signifies the circulating medium of a 
country by means of which trade is carried on. Metallic Currency 
denotes the gold, silver, and copper coins in current use. Paper 
Currency denotes the bank notes, bills of exchange, cheques, etc., 
that are used as substitutes for coin. Paper currency is, usually, 
convertible into gold either on demand or at some fixed time; 
in some countries, the legal tender currency consists partly of 
inconvertible paper money, wliich, generally, has greatly depre- 
ciated, that is, passes for much less than the value of the coin it 
represents. 

Unit of Currency. Each country has, of course, its own currency 
and its own special terms for expressing monetary value. Each 
country has, also, some standard unit of currency for the purpose 
of financial calculations. In this country the unit is the £ sterling ; 
sterling means standard English money. In France, the unit is the 
franc, in Germany the mark, in the United States the dollar, in 
Russia the chervonetz, in Italy the lira, in India the rupee, in Japan 
the yen, and so on. 

Rate of Exchange. The rate of exchange is the rate at which 
the currency of one country can be converted into the currency of 
another. It* consists of two terms, one fixed and the other fluctua- 
ting. Thus, in the exchange between London and Paris, the fixed 
term is the £l sterling, and the fluctuating term is the varying 
number of francs and centimes given in exchange for the £l sterling. 
In the exchange between London and India, the fixed term is the 
Indian rupee, and the fluctuating term is the varying amount of 
British pence given as an equivalent for the rupee. In quotations 
of " Rates of Exchange ” only the fluctuating terms are, as a rule, 
stated, the fixed terms being understood. 

Mint Par of Exchange. The standard gold coins of countries 
that have* a gold standard are mixtures of pure gold and alloy; 
pure gold is too soft for coinage purposes, and alloy hardens it and 
makes it more serviceable. Now, if all these countries mixed the 
gold and the alloy in the same projwrtions, we should have a uniform 
gold coin. But they do not British gold, for instance, is -J-^ths 
fine that is, 11 parts pure gold to 1 part of alloy. Foreign gold, 
on the other hand, is mostly -^ths fine, that is 9 parts pure gold 
to 1 part of alloy. Hence there is no uniform gold coin, because 
the standard gold coins of the various countries differ in weight 
and fineness. The coinage of each country, however, is governed 
by its coinage laws. In those countries, therefore, that have a gold 
standard, the relative values of their gold coins can be established 
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by calculating, from the coinage laws, the exact quantity of pure 
gold contained in each coin. By such means it is found that the 
British sovereign contains the same quantity of pure gold as the 
equivalent of 124 21 francs in French gold, 20-43 marks in German 
gold, 4-87 dollars in American gold, and so on. This exact equivalent 
is called the mint par of exchange. Where a country has only a 
silver standard, it is not possible to establish a mint par of exchange 
with a coimtry that has a gold standard, owing to the fluctuating 
price of silver. The mint par of exchange, therefore, cannot change 
unless the coinage laws are altered. 

Varying Rates of Exchange. If remittances were made, in gold, 
the rate of exchange would be the mint par of exchange, plus or 
less the cost of transporting the gold. The cost of transport is 
added if a country quotes the rate in its own currency, and deducted 
if a country quotes the rate in the currency of a foreign country. 
Settlement of international indebtedness, how'ever, is effected by 
means of bills of exchange, this being a more convenient and cheaper 
method. Where the total debts of two countries are not equal, 
there will be an ultimate balance, W'hich can only be settled by the 
import or export of gold. The. mint par or nominal rate of exchange 
is seldom the existing rate of exchange ; when it is, it is a mere 
coincidence. Tlie commercial or actual rate of exchange varies 
from day to day, being influenced by many causes, principally, 
however, by the law of supply and demand; it may rise higher or 
fall lower than the mint par. The rate of exchange is said to be 
favourable to or against us, according as it is higher or lowf-r than the 
mint par. Low rates are favourable to the country in whose cur- 
rency they are quoted, because the purchasers of bills have to give 
less than the mint par value of money for the foreign equivalent. 
High rates are against the covmtry in whose currency they are 
quoted, because the purchasers of bills have to give more than 
the mint par value of money for the foreign equivalent. There 
are limits, however, to the rise and fall of the rate of exchange. 
These limits are determined, theoretically, by the " gold points,” 
that is, the points at which it becomes cheaper to -send specie, 
i.e. actual com. The cost of packing, freight and insurance in the 
case of London and Paris is approximately 10 centimes per pound 
sterling. The gold points are therefore — 

Mint Par. Cost of Transport Gold Points 

124-21 - 10c. <3 124-11 London to Paris 

124-21 -f 10c. ■» 124-31 Paris to London 

In the first case, £1 sterling will settle a debt of only 124*11 francs, 

Notb. The franc was given a gold content equivalent to 124*21 per sover- 
eign by law, but the gold coinage to fulfil this law will not be minted until 
1932. 
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the other 10 centimes being the cost of transport. A London mer- 
chant wishing to remit money to Paris will not, therefore, buy 
a bill on Paris unless he can get a higher rate than 124’11 ; for, at 
this figure, he can ship gold. In the second case, likewise, it costs 
124-31 francs to settle a debt of £1. A Paris merdxant wishing to 
remit to London will not, therefore, buy a bill unless he can obtain 
a lower rate than 124-31, because, at this figure, he can just as 
cheaply remit gold. Theoretically, then, the rates of exchange 
cannot vary be 3 'ond the limits of the gold points. In actual 
practice, however, tlie rates of exchange do at times, for special 
reasons, rise above and fall below the import and export specie 
points. 

How Rates of Exchange are Quoted. There is, of course, a mar- 
ket for foreign bills just the same as for other commodities. In- 
London the bill brokers and foreign bankers used to meet on 
Tuesdays and Thursdays at the Royal Exchange for the purpose 
of buying and selling fon-ign bills. In February, 1921, however, 
these meetings tvere discontinued, as business in bills had become 
more and more a matter of bargaining, and all the joint stock banks 
were conducting foreign exchange operations. The current rates of 
exchange can be seen on the financial page of almost every impor- 
tant daily paper. 

There are two methods of quoting a foreign rate of exchange, 
namely — 

(a) of coimtries quoted 

by this method are America, France and Germany. 

countries ijubt^'^y^^ n^l^^Me^n3ia imSP^hina. 

Under {a) the potmd remains fixed while the number of dollars, 
francs and marks varies; whilst under (6) the foreign unit remains 
fixed and the pound vmies. 

Conversion of Currency into Sterling. The calculation required 
will be either a division or multiplication sum, according to how the 
rate is quoted. 

(a) When the Rate of Exchange states the equivalent of the foreign 
currency to the English unit, i.e. the f sterling. 

Rule. Divide the currency amount by the rate, after adding on 
noughts, if necessary, to dear any decimals in the divisor. The 
answer will be in pounds and decimals of a pound. . Convert the 
latter, at dght, into .shillings and pence (as previoudy explained in 
Chapter IX, page 288). 

TABLE OF FOREIGN MONEYS 

The foUowi^ are the prindpal coins in use jn the chief com- 
mercial countries. As the exchange value is not constant, thejjlint 
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par value is given, or, in the case of silver standards, an appropriate 
value. 


Country 


Argentine Republic 
Austria 
Belgium 
Brazil . 

Canada 

Chile 

China (Hong- Kong) 
(Shanghai) 
Egypt . 

France , 

Germany 
Greece . 

India . 

Italy 
Japan . 
Netherlands . 
Portugal 
Russia , 


Scandinavia . 
Spain . 
Switzerland • 
Turkey . 
United States 


Monetary Unit and 
its Sub-division 


100 centavos 
100 heller 
5 francs 
1 ,000 reis 
100 cents 
100 centavos 
100 cents 
1,000 cash 
100 piastres 
100 centimes 
100 pfennige 
100 lepta 
16 annas 
100 centesimi 
100 sen 
100 cents 
100 centavos 
Chervonetz 
(1 rouble 

100 6re 
100 centimes 
100 centimes 
100 piastres 
100 cents 


1 peso 
1 krone 
1 belga 
1 milreis 
1 dollar 
I peso 
1 dollar > 

1 tael > 
Egypt 
1 franc 
1 mark 
1 drachma 
1 nipee 
■ 1 lira 

1 yen 
1 florin 
1 oacudo 
10 roubles 
100 kopecs) 

= 1 kroner 

- 1 peseta 

= I franc 
= l\ Turkish 
= 1 dollar 


Mint I^r 
Value 


47-619d. 

34- 585 

35- 00 
6d. 

4-80 

6d. 

(no parity 
determined) 
97-5 
124-21 
20-43 
375-00 
18d. 

92-46 

24- 58d. 
12-107 
53-25cl. 
about 950 

chervonetzi 
per / 1,000 
18-159 

25- 2213 
25-2215 
110-71 
4-86665 


Note. The 1,000 cash for a tael is approximate. The numbe: >A copper or 
iron coins per tael varies for each province. 

The column of par value must be read with the caution that it 
gives the gold values. Tlie silver values depend either on the 15^ ; I 
ratio or bn the market price of silver. The Mint value of any silver 
coin when taken as a token is very different from its market value. 
This varies from day to day and depends upon the supply of coins 
and the price of silver. The market value is usually its approximate 
to its intrinsic value, but supply and demand may raise and depress 
the price. 

In many of the countries mentioned above, the currency question 
is in a state of cqi^usion, and although nominally on a gold basis 
the circulating me^um is chiefly paper money. 

Example i. Find the value in sterling of $10,351 at $4-87 to 

^ - ^.125-462 - £2,125 9s. 3d. 

Example ». Convert into sterling 9,121 dollars 14 cents at 5*04 
doUais to rite £. 

r * -Isr • • £1.809-76 - £1.899 15s. (ki. “ 
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Example 3. Exchange into the sterling equivalent $8462*80 at 
$5 to the £. 

8462-80 -f- 5 = ;fl,692-560 = /1,692 11s. 3d. 


(6) When the Rate of Exchange states the amount of English pence 
equivalent to the foreign monetary unit. 

Rule. Slultiply the ciiiTency amount by the rate and divide by 
240. The answer will be in pounds and decimals of a pound. Con- 
veii: the latter, at sight, into shilhngs Jind pence. 

Example i. Find the sterling value of 45,480 milreis at 15d. per 
milreis. 4548 0 x 15 
240 


= ;f2842-50 = £2,842 10s. Od. 


Example 2. Find the sterling equivalent of 2,428 rupees 13 annas 
at Is. 6d. per rupee. 


2428 X 18 
240 


/1S2-1 


i s. d. 

182 2 - 


16 annas = 1 rupee = 18d. 

1 anna ^ IJd. 

13 amias = I4jd, ~ 1 3 approx. 


Alls. = £182 3 3 


Modem Methods of Calculating. Much time and labour may be 
saved by the student adopting modern methods of calculation, 
principally contracted division, decimalization at sight of shillings 
and pence, and conversion at sight of decimals into shillings and 
pence. The following example will show clearly the advantages to 
be derived by so doing. 

Example i. Find the value in sterling of 36, 277*75 francs at 
124-21 francs to the £. 


Old Method 

Modem Method 

12421)3627775(£292 

12421)3627775(£292-0678 

24842 

114357 

1 14357 

111789 

^685 

25685 

843 

24842 


843 

n 

20 

1 

“ 16860(ls. 


12421 

Ans. « £292 Is. 4cL 

4439 



12 

53268(4d, 

49684 

3584 


Ans. » £292 Is. 4d 
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Example 2. Find the value in francs and centimes of £1,434 
17s. lid. at 124*21 francs to the £. 

Modem Method (Two ways) 


143489*600 

{b) 

143489*60 

1*2421 

124*21 

143489*60 0 


143489*|60 

28697*92 0 


28697*192 

5739*58 4 


5739*58 

286*97 9 


286*)98 

14*34|9 


14*:35 

178228*4312 

Ans. == 178.228 francs 

178228*|43 

. 

43 centimes. 



Constmction of Tables for Converting Sterling into Currency. In 

the business office or coimting house the student will, no doubt, 
find a specially compiled and printed book of tables by means of 
which file conversion of sterling into currency can be simply and 
rapidly effected. Small decimal tables of nine multiples are ex- 
tremely useful, and can be very easily cojintructed by the student 
for his own use. All that is necessary is to start with some given 
rate fur the £, and then find the decimal base for the shillings and 
I)cncc respectively. For example, to construct a table for convert- 
ing sterling into francs and centimes at the rate of 124*21 francs 
to the £. First, as £l is the sterling equivalent oi 124*21 francs, 
this amount will form the pounds basis ; then £2 will equal 248*42 
francs, and so on. Next, 124*21 francs ■— 20 (£1 = 20s.) give^ 
6*2105 francs, which is the equivalent of Is., and thus fon:i= the 
.shillings basis ; then 2s, w'ill equal 12*4210 francs, and so on. Again, 
6*2105 francs -r 12 (Is. = 12d.) gives *5175410, wliich is the equiva- 
li'iit of Id., and thus forms the pence basis; then 2d. will equal 
1*035083 francs, and so on. 

To multiply by 10, move the decimal point one place to the right ; 
by too, 2 places; by 1,000, 3 places; by 10,000, 4 places; and so on. 
To multiply by *1, move the decimal point 1 place to the left; by 
*01, 2 places; by *001, 3 places; and so on. 

TABLE — For Converting Sterling into francs and cenHmes at the 



Rate of 124*21 francs to the £. 


Shillings 


Pence 


No, 

1 

2 

3 

4 

5 

6 

7 

8 
9 


*5175418 francs 
1*035083 
1*552625 
2*07016 
2-587708J „ 

3*10525 
3*62279lft 
4*1403 

4-65787S „ 


6*2105 francs 
12*4210 ,, 

18*6315 .. 

24*8420 „ 

31*0525 
37*2630 „ 

43-4735 
49-6840 
55*8945 
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Example. Convert £110 8s. lid. into francs and centimes at 
rate of 124-21 francs to the £. 


Calculation, Usii^; Table 

£ d. 

100 - - « 12421-000 francs. 

10 - - = 1242-100 

8 - = 49-684 „ 

10 = 5-17.“; 

1 = -517 „ 


;ill0 8 11 = 13718-476 


tht 

Proof 

12A2,l)1371847(lI0-4:6 

12974 

5537 

569 


73 

,£110-446 - £110 83. lid. 1 

In constructing a similar table for marks and pfennige, we have — 

£1 sterling » 20*43 marks ex pounds basis ; 

20*43 

Is. = — 2 q" “ 1*0215 marks » shillings basis ; 

Id. sa *= *085125 marks « pence basis; 

and hence the following figures — 

TABLE 


For Converting Sterling into marks and pfennige at the Rate 
of 20*43 marks to the £. 


No. 

Pounds 

Shillings 

Pence 

1 

20*43 marks 

1-0215 marks 

•085125 marks 

2 

40*86 „ 

2-0430 

•170250 

3 

61-29 

3-0645 

*255375 „ 

4 

81-72 „ 

4-0860 „ 

•340500 „ 

5 


5-1075 „ 

•425625 .. 

6 

122*58 

6-1290 „ 

•510750 

7 


7-1505 

*595875 „ 

8 

163*44 

8-1720 „ 

•681000 

9 

183-87 

9-1935 

•766125 „ 


Example. Convert £68 18s. 8d. into marks and pfennige at the 
rate of 20*43 marks to the £. 

Calculation, Using Table Proof 

X s. d, 2,0 A3) 140830(68*933 

60 - - « 1225*80 marks 

^ a - - « 163*44 „ ' 18250 

18 - 18*387 „ (twice 9) 

8 « -681 „ 1906 

■ , , ■ ... „ 

18 8 1408-30 67 


6 

Ans. ac 1,408 marks 30 pfennige. ^£68-933 £08 I8s. 8d« 
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In constructing a similar table for rupees, we have— 

£\ sterling « 13*3 rupees ** pounds basis; 

Is. » s *6 rupees as shillings basis t 

Id. » = -Oi rupees =s pence basis; 

and hence we have the following figures — 

TABLE 

For Converting Sterling into Rupees and annas at the Rate 
18d. per rupee. 


No. 

Pounds 

Sliillings 

Pence 

1 

13*3 rupees 

•65 rupees 

•Oo rupees 

2 

28-6 

1-33 

'li 

3 

39*0 

1-90 


4 

53-3 

2-60 

•22 

5 

66-ii 

3-33 „ 

•27 „ 

6 

.79-!' 

3-90 

•33 

7 

93-:i 

4-6 . „ 

•38 

8 

106-5 .. 

5-3 i 

•4i 

9 

119-!) .. 

5-9.1 

•49 


Example. Convert £489 17s. lid. into rupees and annas at the 
rate of 18d, per nipee. 


Calculation, Using the Table 

£ s, d. 


400 - 
80 - 
9 - 


10 

7 


10 

1 


5333*33 rupees 


1066-6(> 
r. 119'9ii 

= 8*66 

=ss 4*60 

*= *55 

« ' -05 


,£489 17 11 »= 6S31-9i 


Proof 


6531'94 X IS 
240 


,£489-893. 


Aus. £489 17s. lid. 


Construction of Tables for Conyerti^ Currency into Sterlitvs. 
As previously mentioned, books' of tables will, no doubt, be in use 
in the office or counting house. , Small decimal tables of nine multi- 
ples can, however, be easily cohstructed by the student. In the case 







722 


ADVANCED ACCOUNTS 


of marks and francs the base will be obtained by deduction frOTi 
the figures for the £ sterling. Thus — 

20*43 marks = £1 


« ;f0*04894762 

Hence the following figures — 

TABLE 

For Converting marks and pjenuige 
into Sterling at the Rate of 20*43 
marks to the £. 


Marks 

£ 

1 

•04894762 

2 

*09789524 

3 

•14684286 

4 

*19579048 

5 

-24273810 

6 

•29368572 

7 

•34263334 

8 

•39158096 

9 

*44052858 


124*21 francs « £1 
1 franc = £ 
= i:*00805088 


TABLE 

For Converting francs and centimes 
into Sterling at the Rate of 124*21 
francs to the £. 


Francs 

£ 

1 

•00805088 

2 

•01610176 

3 

•02415264 

4 

•(»3220352 

5 

•04025440 

6 

•04830528 

7 

•05635616 

8 

•06440704 

9 

*07245792 


Example. Convert 1,408*30 marks into sterling at the rate of 
20*43 marks to the £, 


Conversion Made by Use of Table 

1.000 marks = £48*9476 

400 „ 19*5790 

8 „ = *3915 

•3 „ == *0146 


1408*3 „ = 68*933 

£68*933 « £68 18s. 8d. 


Proof 

68W*3i6 

2*043 


1378*66 

0 

27*57 

3 

2-06 

8 

1408*30 



Marks. 


Example 2 . Convert 7,612 francs 63 centimes into sterling at 
the rate of 124-21 francs to the 
Conversion Made by Use of Table Proof 


700i^) francs 

s=s 

^56*356 160 

61* 

28,84 

600 


4*830528 

124- 

21 

00 

10 

= 

•080508 

6128* 

84 


2 


•016101 

1225* 

76 

8 

*6 M 

= 

•004830 

245* 

15 

36 

•03 


•000241 

12* 

25 

768 




• 

61 

2884 

7612*63 

ss 

;£61 -288368 






7612* 

63 

2164 
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I] I constructing a tabic for milreis, the basis of the currericy units, 
and tiieir equivalent in English pence is the starting point. 

1 milrpis « 15J<1. == =-■ ^0-064583 

* 

Hence the following figui'cs — 

TABLE 

For Converting Milreis into Sterling at 
the Rate of Is. 3id. per milreis. 


Milreis £ 


1 

•06458.'; 

2 

• 129161 ) 

3 

•193740 

4 

•25833H 

5 

•3229 IG 

6 

•387490 

7 

• 152083 

«. 

•SKWSG 

9 

•581240 


Example i. Convert 6,734 milreis into sterling at the of 
Is. lUd. per milreis. 


Calculation by Use of Table 


Proof 


G.OOO uiilreib 

= 

£387-4999 

700 

-c= 

45-2083 

30 


1-9374 

4 

* 

•2583 

6.734 


£434-904 


;£434 18s. Id. = 104377d: 
104377 

■s 6,734 milreis. 


/434*904 == £434 18s, Id, 


Notk. The milreis are not quoted at this rate for any country, but the 
table has been retained' as valuable in indicating how to convert at any figure 
which may bs quoted. The rates for milreis for Brazil and Rio de JaueiTO 
have been quoted at 6d, and 5d. respectively ; the rate for Brazil being prac- 
tically established at 6d, 


FORMS OF FOREIGN REMITTANCES 

B£uik Draft, Commercial Bills. In the rates of exchange, two- 
prices are quoted, one for bank drafts, the other for commercial 
or ordinary trade bills. Ttie former is slightly dearer than the 
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latter, as the banker has naturally a higher standing than an ordinary 
trader. 

Tel^raphic Transfer. This is a message sent by wire, ordering 
the transfer of a specified sum of money from one person to another 
by means of debit and credit of their respective accounts. Branch 
businesses and agents abroad often cable to headquarters for imme- 
diate funds. Headquarters then instruct their banker’s to cable to 
the bank's representatives abroad to place a certain sum at the 
disposal of the branch or agency. This method of remittance is 
slightly dearer than buying a bill. 

Council Bills. Money is transmitted from England to India by 
means of Council Bills. The Government of India is indebted every 
year to the Home Government on many accounts, e.g. troops 
serving in India, pensions to retired ofiicers, etc. The revenue of the 
Indian Government is received in rupees and is stored in the trea- 
suries at Bombay, Calcutta and Madras. Payment to England 
must be in sterling, and on the ascertainment of the silver available 
for the purpose, the Secretary of State for India advertises that he is 
prepared to receive tenders for so many lacs of rupees. The nego- 
nation of this business is done through the Bank of England, and 
payment is by cheque. Council drafts are, however, falling into 
disuse. 

Sterling Bills on London. Persons abroad who owe money to this 
country prefer to remit us sterling bills on London, rather than have 
us draw on them in their own currency. Thus, Englandxdraws few 
bills, but accepts very many. Bills drawn in sterling on London can 
be converted into gold if necessary, first by exchange into Bank 
of England notes, and then by demanding, at the bank, gold in 
exchange for the notes. The right to encash bills is rarely exercised. 
In the main, such bills are simply " credited " to account, London 
being thus a free market for gold, and being also the most important 
banking centre of the world, having a rate of exchange with every 
commercial country of any importance, sterling bills on London 
are readily negotiated abroad. These bills are not remitted by the 
drawers direct to London, but are purchased by other countries 
having payments to make to this country. We thus receive payment 
in our own money for goods sold to foreign countries. 

IRAKSACnONS IN CURRENCY 

It is now proposed to give two examples of the method of treating 
items in currency in the subsidia^ books and Ledger. Generally 
speaking, the English merchant will invoice to his foreign customer 
in sterling, in order to ensure payment of die exact amount of the 
invoice, thus leaving the customer to deiM with any profit or loss 
on exchange. But there are cases where the reverse procedure is 
necessary in order to facilitate trade. 
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Example i. A. Smith, of Loudon, sold goods to R. Brown, of 
Chicago, as follows — 

{2 r,a.>ies Fancy Vases @ $8*35 per case. 

12 „ „ Goods @ $11 >46 „ „ 

The items were invoiced to Brown in currency and converted 
in Smithes books at the rate of $4*87. Brown remitted a draft, 
which was cashed at the rate of the d!ay on which it was received, 
viz. $4*85. Show Smith's Day Book and Ledger with reference to 
the above. 


In Smith’s Books 

FOREIGN SALES BOOK 


Dattj 

Varticulars 

Currenev | 
■ 1 

1 Slerliiig 

1 


R. Brown, Clii< ago— 

12 ca.ses Fancy Vases ?8-35 

12 „ Goodyear $11*46 


$ 

100 

137 

1 

c. 

20 

I 52 

! 

£ i 

i 

s. j 

! 

j 

i 



i 

1 237 

72 

48 ! 

16 j 

3 


1 

i 

‘ • ! 


i 

1 


FOREIGN SALES LlvDGER 


Dr. 


R. BROWN, CHICAGO 


Cr, 


To Goods . 

„ DiffrieacemK’t- 
cliange (proftt) 

1 

1 237 

! 

c. 

T2 

fa 

5. 

16 

4 

4. 

3 


By Draft . 

!•< !j-!i fi*- 
1 ! li 1 

$ 

|'St7 

2 

J 


'*1 

3 



j 237|72ji £.<9! - 

r 


Example 2. T. Tomlin, of London, bought goods as under — 

(а) From Frfere et Cie, Paris: 

20 cases Goods @ fcs. 120*20 
12 „ @ fcs. 115*10 

(б) From Gebriider Schmidt, Berlin : 

20 casf's Goods® M.' 16-87 
12 .. ® M. 23-15 

The first lot were converted at the rate of 121-21, and the second 
lot at 20-43. The goods were paid for by means of drafts purchased 
in the case of (a) at 121-25, and in the Case of {b) at M. 20-38. Show 
the Purchase Pook ajid Ledger Accounts for die above. 
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In Tomlin’s Books 


FORl-IGN PURCHASES BOOK 


Diito 

Particulars 

Ledger 

Folio 

j.... 

Currency 

1 

1 Sterling 


Frero et Ci<‘ — 


$ 

c. 

£ 


cl. 


20 cases Goods @ francs T20-20 


2404 

00 





12 .. 

,, @ francs 1 15*10 


1381 

20 








3785 

20 

31 

4 

7 


Gi'briider Schmidt, Berlin — 








20 cases Goods Marks 16-87 


337 

40 





12 „ 

@ Matks 23-15 


277 

80 







1 

615 

20 

j 30 

2 

3 


FOREIGN PURCHASES LEDGER 

Dr FRERE ET CIE, PARIS Cr. 



! 

1 

1 F. 

c. 

£ 

.. 

d. 



F 

c. 

£ 

: 

d. 


To (' ish for Draft 
„ Diltereiiri' in Ex* 

i:i7H5 

20 

31 

4 

4 


By GooiE . 

3785 

20 

31 

4 

7 


change (pruiii) 

1 




3 









F. 

3785 


£31 

4 

7 


F. 

3785 


_£3l 

4 

7 















Dr. 


GEBRUDER SCH.MIDT, 

BERLIN 



Cr 


i 


Af. 

ii 

% 

s. 

d. 



At. 

P- 

£ 

jr. 

d. 


'Jo Cabh for Draft . 

615 

3 

9 


ByGt>Ofls . 

„ Difference in Ex- 

615 

20 

20 

2 

3 











change (los^) 




1 

6 


M. 

615 

20 

{31) 

3 

9 


M. 

615 

20 

£30 

3 

i- 




*"i 


JT 

— 









FOI^IGN BRANCHES 

Special Feato^ As with home branch(\s, so also with foreign 
bwmchesr ftie book-keeping will vary according as the detail is 
recorded in the Head Office books or only in the Branch books. 
The general book-keeping will, therefore, be similar to that out- 
lined in the preceding pages. The special features are the conversion 
of "'the accounts from currency into sterling, and the difficulties 
arising from the fluctuations in the rate of exchange. 

Fu^ and Fluctuating^ of \^crc the rate of 

exchange is fairly stable, slight fluctuations are not taken into 
consideration at all, and the accounts, with the exception of the 
Remittance Account, are converted into sterling at a fixed rate of 
exchange, usually the Mint par. 

In other cases, where the rate of exchange is sublet to violent 
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fluctuations, the conversion of the accounts into sterling at a uni- 
form rate for each item would result in showing fictitious branch 
profits or losses. To obviate this, the accounts are converted at 
different rates, " .. ■ 

.1;' Remittances at the actual rate of the day when made or 
cashed. 

/ 2. Fixed Assets, also additions thereto, at the rate of the day 
when purchased. Additions, however, are sometimes converted at 
the average rate for the year or period, especially if made at Various 
diites throughout the year. Fi.Kcd Liabilities (loans, mortgages, 
etc.) at the rate ruling on the day they were incurred. 

3. Floating Assets and Liabilities at the current rate of exchange 
on the date of balancing the books. 

f 4. Revenue Items, i.e. those affecting the Trading and Profit 
and Loss Account, at the average rate for the year or period. If 
the Branch Trial Balance di.scloscs merely the Profit or Loss for 
the jicriod, then there will bo only this amount to convert at the 
average rate. 

The fixed assets and liabilities will remain in the foreign books, 
and they should, therefore, appear from time to time at the same 
value. The floating assets and liabilities arc converted at the cur- 
rent rate at the date of balancing, in order that the Balance Sheet 
may be an approximately correct representation of the state of 
affairs. The revenue items arc converted at the average rate for 
the period, because they have been going on continuously throughout 
the year. Th<; stocks at the commencement and close of the pt;nod, 
although they appear in the Trading Account, are converted, how- 
ever, at the current rate on the dates of balancing. Tims, the stock 
at the commencement will appear in the current Trading Account 
at the same value as it appeared in the Balance Sheet of the previous 
period. In view of the permanent change in Exchange ^somc com- 
panies have reduced their capital, and reduced tlieir foreign fi.xcd 
ass(‘ts to present rates. 

Procedure in the Head Office Books. Where the whole of the 
book-keeping is done by the Head Office, the Foreign Branch Ledger 
will be ruled with double columns, one for currency, and the other 
for sterling. Entries will be made from the periodical Branch 
Returns, the items being converted into sterling at once, if a fi.xed 
rate of exchange is employed, and at balancing time, if various 
rates are employed. 

Wliere the branch forwards to the Head Office a copy of its 
Trial Balance in currency, the Head Office is obliged to convert the 
various items into sterling before it can bring them into account. 
This will be done either at one fixed rate or at various rates, as the 
case may be. TThe Remittance Account is, of course, already con- 
verted, the remittances having been cashed on the day they were 
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received from the branch, or purchased on the day they were 
forwarded to tlie branch. The value in sterling of the Head Office 
Account is also known, being the amount brought forward from the 
last balancing. 

Difference in Exchange. If, after conversion into sterling, the 
tvtro-eolumns of -the Brandi Trial Balance do not agree (and it may 
be taken they never will) the totals must be made to correspond, 
by writing the balance on the lesser side, designating it " Difference 
in Exchange.” A debit balance will signify a loss, and a credit 
balance wiU denote a profit ; this amount will be debited or credited 
to the Branch Profit and Loss Account in the same away as other 
gains and losses. Where, however, the items are all converted at the 
same fixed rate, there wiU be no " Difference in Exchange ” except 
for that appearing in the Remittance Account. In some cases, the 
profit or loss on exchange is not shown as a separate item, but is 
apportioned among the various items of expenditure, thus making 
the latter proportionately less in the case of a profit on exchange, 
and proportionately greater in the case of a loss. 

Eammple i. Convert the foUowing Trial Balance into sterhng — 


BROOKLYN BRANCH TRIAL BALANCE 

31st Dec., 19; . Dr. Cr. 



Dels. 

Cts. 

Dols. 

Cts. 

Fixtures and Fittings • . . . . 

2,606 

40 



Bills Receivable , . • . . 

5,916 

45 



Sundry Debtors ...... 

9,841 

28 



Sundry Creditors ..... 



2,370 

(S5 

Stock, Ist Jan. ...... 

5,175 

50 



pLirchase-s 

18,465 

32 



Sales . , 



33.750 

25 

Disco.unts Aflowed 

625 

34 



Discounts Received ..... 



297 

48 

Sundry Expenses ..... 

1,383 

80 



Wage.s and Salaries ..... 

3,412 

75 



Rent, Rates, Taxes, and Insurance 

725 

56 



Bad Debts ....... 

439 

29 



Depreciation ...... 

128 

32 



Cash in Hand 

455 

25 



Cash at Bank 

4,560 

57 



Head Office A/c, 1st Jan. . 



32,067 

45 

Remittances to Head Office .... 

14,750 

V 




68,485 

83 

68,485 

83 

Stock, 3Ut Dec., §5-255, 






Rate of Exchange at date of laat balancing (Slat Dec.) . 4-87 

,, , this Sist Dec. (current rate) . . . 5-04 

Average Rate for Year ....... 4-96 

Rate when Fixturea were purchased 4*88 


BRANCH ACCOUNTS, FOREIGN EXCHANGE. ETC. 


729 


In the Head Office books the Branch Account and the Remit- 
tances from branch appear as £6,372 1 Is. Sd. and £2,898 Ids. 8d. 
respectively. 

BROOKLYN BRANCH TRIAL BALANCE 

31st Dec., 19. . Dr. Cr. 




Rale of 









C<m- 




1 

c 





version 


s. 

d. 


5. 

d. 

FixtJires ami Fittings . 


4-88 

534 

2 

z 

i 

. 



Bills Keccivable . 


5 04 

1,173 

18 

- 

I 



Sundry Debtors . 


504 

1,952 

12 

8, 




Sundry Creditors 


504 




470 

7 

4 

Stock. 1st Jan. , 


4-87 

1,062 

14 

7 




Purchases .... 


4-96 

3,722 

16 

n 




Sales .... 


4-96 




6,804 

9 

9 

Discounts Allowed 


4-96 


1 

6 




Discounts ltec<‘ivcd 


4-96 




59 

19 

6 

Sundry ICxpiuisos 


1 4-96 

278 

19 

m 




\Vac(\s and Salaries 


1 4-96 

688 

1 

2 

i 



Rent. R.ites. TaxCvS, and Insurance 

4-96 

146 

5 

8] 

! ! 



Bad t)(iV)ts 


! 4-96 

88 

11 

4 

! ' 



Dqircciation 


4-96 

25 

17 

5 

1 



Cash in Hand 


504 

90 

6 

TO 



('asli at Bank 



904 

17 

6 




Head Oflice A/c. 1st jari. . 






6,372 

n 

5 

Remitianccs Head Oihee 



2.898 

13! 

8 




Difference in Kxrliaiige (loss) 



13 

9' 

2 






£ 

13,707 

8 


13,707 

8 


stock. 31 St Dec , at 5 04 = 1 1 ,042 13s.2d. 


1 

; 

— 


ssss 



Tlic above figure.s can now be incorpt>rated in the Head Office 
books by means of Journal entries similar to those in Exampk' 6, 
the net profit being £1,754 4s. lOd. 

Where the foreign branch, instead of forwarding a duplicate of 
its Trial Balance, sends over merely an audited copy of its Trading 
and Profit and Loss Account and Balance Sheet, then only the net 
profit will require, to be incorporated in the Head Office books. 
Tliis is done by means of the following Journal entry — 


HEfD OFFICE JOURNAL Dr. Cr. 


19.. 


£ 

■ 

d. 

£ 

s. 

d. 

Dec. $1 

Branch Current A/c . , , 

1.754 


10 





, To Profit and Loss ' . 


■ 


1,754 

4 

10 


Transfer of profit, on Brooklyn 








, Branch. 


■ 
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In the case of a loss, however, the entry would be the reverse of 
the above. 

Depreciation. Some accountants consider it incorrect to con- 
vert depreciation at the average rate for the year, even thougli 
it is a Revenue item, and prefer to convert fixed assets, and the 
depreciation of them, at the same rate. It should be noted that, 
in the case of foreign branches, depreciation is often dealt with 
exclusively by the Head Office, and on the sterling figures. In 
such cases, the Head Office would make an adjusting entry in its 
Journal, thus — 

Depreciation .... Dr. 

To Branch Current Account . C>. 

semding a credit note for the amount to the branch, which would 
pass the item through the Branch books by means of a Journal 
entry similar to the following — 

Head Office Current Account . Dr. 

To Fixtures and Fittings . . Cr. 

for depreciation on same. 

Example 2. From the following Trial Balances prepare Balance 
Sheet of the Brazil Trading Syndicate, Ltd., as at 31st Dec., 19. . 


RIO DE JANEIRO TRIAL BALANCE 

31st Dec., 19.. Dr. Cr. 





Milreis 

Milreis 

London Office A/c (£9,812 10s. Sd.) 




154,206 

Furniture and Fixtures 



4,174 


Sundry Debtors ..... 



89,462 


Sundry Creditors 




15,950 

Stock-m-trade, 31.st Dec. 



88,920 


Cash at Bank ...... 



10,340 


Profit and Loss A/c (net profit for year) 




22,740 




HmShI 

192,896 


LONDON TRIAL BALANCE 

31st Dec., 19.. Dr. Cr. 


Rio de Janeiro Oftice A/c (Remit- 
tances thereto at actual rates) 
Share Capital A/c (20,000 shares of 
l\ eadi, 10s. per share paid up) . 
Ca.sh at Bank .... 
Profit and l-oss A/c (balance 1st Jan.) 


£ 

9,812 

457 

s. 

10 

16 

d. 

5 

8 

£ 

10,000 

270 

s. 

7 

d. 

;fl0,270 

m 

ftiiiiij 

WSSUSk 

7 

X 
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Rato at date of last balancing (3 1st Dec.) 
Rate this 31st Dec. (current rate) . 

Average rate for year .... 
Rate of day when Fixtures were purchased 


16d. per milreis 
15Jd. 

15(1. 


15id. 


Note. The above rates are not based on a ** parity ” ; a recent quotation 
in this currency being at 5JJd. 


RIO DE JANEIRO TRIAL BALANCE 


(After Conversion) Dr, Cv, 



i 

Kate 1 

£ 

s. 

d. 

L 

$. 

d. 

London Office A/c 

— 



9,812 

10 

5 

Furniture and Fixtures . 

151 ' 

273 

IS 

4 




Sundry Debtors . 

m 

5,777 

15 

1 




Snndrv Creditors . 

15.J, 




1,030 

2 

1 

Stock- in -'J'radc 


5,742 

15 

- 




Cash a1 Bank 

Profit and Ix)ss A/c (net profit 

15J 

667 

1 

15 

10 


1 


for Year) . . . . 

15 




1,421 

5 

- 

Difference in Exchange (profit) 





198 

6 

9 



^12.462 

I * 

.•1' 

{,12.462 

i 4 

1 

; 3 



1 

1 1 ii 1 i 


BALANCE SHEET 


As AT 3l5T DfC., 19. . 


Capital ntui Liabilities 

! ^ 

s. 

(i 

1 

Properl V and Assets J 

L s 

Shaic Capital — 




Furniture rtn»l Pix lures. 

; 273 U 

20,000 Shares of (I each, 10s. 




Slock -in-1 rado . , . 

f 3,742 I- 

p<»r .share paid up . 

! lO.lMK) 


- 

Sundry Dchtors . . , . > 

5,777 Ir 

Sundry Creditors . . . .1 

1,030 

2 

1 

Cash at Bank , « . . ' 

1 1.125 i: 

Trotit and I.fKs Account — 






Balance. 1st Jan. (270 7 1 





i 

Add Net Profit for 





1 

year . 1,619 11 9 

j 






i 1,889 

18 

10 

! 



1 12,920 


'll 

£ 

12,920 - 


i 

L 

j 





Mine, Plantation, Etc. In the ca.se of a foreign mine or plantation 
(tea, cocoa, rubber, tobacco, etc.), making monthly returns of its 
ca,sh expenditure on capital and revenue account, the Head Office 
books would be ruled with double columns, one for currency and 
one for sterling; and both sets of figures would be recorded. At 
balancing time, the conversion would take place — according to the 
special circumstances mentioned previously — cither at a fixed rate 
or at varying rates. A Remittance Account is employed; but, 
in many cases, the remittances are from the Head Oflice to the 
blanch, instead of, as in other cases, from the branch to the Head 
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Office. The reason is that the Head Office has to finance the 
mine or plantation. The output or crop of the latter is forwarded 
to Europe for sale by auction, and the proceeds are remitted direct 
to the Head Office ; the branch docs not handle any of the money. 


Example. The Ceylon Tea Plantation Co., Ltd., remits to its 
foreign manager exchange for £3,800 in rupees at Is. S^^.d. At the 
end of the month the manager makes the following Return of liis 
cash expenditure — 


Plantation Wages planting) 

,, „ Manufacturing) 

Salaries ..... 
Hospital Expenses . 

Macninery and Plant 
Buildings, etc. 

Kates and Taxes 

General Expenses 

Tools and Implements 

Coolie Brokerage and Passage Money 



Rs. 


15,000 


5.000 


2,000 


500 


20.000 


50,000 


500 


600 


20.000 


10.000 

Ks. 123,600 


You are required to show the records in the foreign books, and 
also in the Head Office books. 


Dr. 


In Foreign Boc4cs 

CASH BOOK 


Cf. 


Id.. 

Jan. 


To Loudon Office . 


Rupees 

153,600 


Cts.^ 


19.. 

Jan. 


i 

By Hanting Wages. 

„ Manufg. Wages . 

„ Salaries . 

„ Hospital Expenses 
„ Macninery and Plant . 
„ buildings . 
f, Rates and Taxes 
„ General Expenses 
Tools and ImplemeDts 
„ Coolie Brokerage and 
Passage Money 


Rupees. 

15«000 

5.000 

2.000 

500 

20,000 

60,000 

500 

600 

90,900 

10,000 


CIS. 


' tiidtan Curency, but rupee divided into 100 oents. 


LBIKiSft . 

Dr. LONDON OWlCt Cr. 






r ■ ■ 


i— — 

19.. 
Jau. . 

ByCath ’ ; 

Rupees. 1 Cis. 
15^600 - 
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In Head Office Books 


CEYLON JOUUNAL Ih. Cr. 


Planting Wages .... 

Rupees 

Cts Rupees 

as.ooo 

Manufacturing Wages 

5,000 

— 

Salaries ..... 

2,000 

Hospital Expenses 

Machinery anti Plant 

500 


20,000 

- 

Buildings 

50,000 

- 

Ratf‘3 and Taxes .... 

500 

- 

General Expenses .... 

600 


Tools and Impleineiits . 

20,000 

- 

Coolie Brokerage and Passage Money 

10,000 

- 

To Plantation Cash A/c 


123,600 

for sundry disbursements during 
the month. 




FLUCTUATING PAPER CURRENCY 
Depredated Paper Ctirrenqr. HitJierto, only metallic currencies 
have been dealt with whose exchange fluctuations could be dealt 
with satisfactorily by taking the average rate for the year or trading 
period. It is now proposed to consider the case of countries where 
Jhe legal tender is a greatly depreciated paper currency, whose 
sterling equivalent is subject to violent changes, e.g. the paper peso 
(dolLar) of Chih and Peru. So long as a paper currency is reaffily con- 
vertible into gold, it retains its face value. When it is inconvertible, 
it will retain its value only so long as its issue is strictly litnited to 
actual business requirements. But the moment an mcuuvertible 
paper currency becomes over-issued, the trading comimmity cannot 
absorb it, and forthwith a heavy depreciation sets in. 

How British Book-kee{Hiig is Affected. The connection of British 
book-keeping with such matters arises from the fact that many 
British companies are formed and registered in London, which have 
often only their head office in London, the business or works being 
situated in one of these South American republics. The company's 
capital is raised in sterling, and the results of the company’s op^- 
tions have naturally to be presented to the shareholder in sterling. 
Tlius, to such companies, the question of fluctuating exchange and 
its proper treatment in the accounts is an all-unportant one. 

rates of Exchange and Procedure in the Books. 'The aim of the 
book-keeping procedure of the London Offidle is to record the result 
of the foreign transactions in theif approximate sterling equiva^t. 
It is not possible to ascertain the exact £ s. d. value, for there is no 
fixed ratio of gold to Silver. The exch^ge value oi silver coins 
depends on the market price of silver, which is itself affect^ by 
the law of Supply and demand. Owing to the incessant and violent 
fluctuations in the rate of exchange, the average rate for the year 
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will not give satisfactory rtsults. When the business is transacted 
or the work executed, the value of tlie dollar may be 9d. ; when 
l)ayment is received, it may be lOJd. ; when the bank balance 
admits of a remittance (possibly containing the profit on such 
business or work) being made to the London Office, the rate may 
have risen to 12d. or have dropped to 8d., the value of the paper 
peso (i.e. dollar) varying from day to day and even from hour to 
hour. The only satisfactory way of dealing with such vaiiations 
is to take the average rate of exchange for short periods, say, each 
month. This will suffice for all revenue transactions, and also for 
capital expenditure in the form of wages on capital account expended 
continuously throughout the month. Stores require special treat- 
ment, which will be explained later. Capital expenditure in the 
shape of fixed assets will, of course, be converted at the rate i*uling 
on the date the assets were purchased, so that they may appear 
in the books at their approximate sterling cost. In the Branch 
books, all capital expenditure is transfer! ed at balancing time to 
the London Office Account. The Branch Balance Sheet thus shows 
only the ftoatiiig assets and liabilities, which are valued at the current 
rate of excliange on the date of such Balance Sheet. The difference 
between the floating assets and liabilities is represented by the 
balance of the London Office Account, which is converted into 
sterling at the same rate. Remittances are made to the Head 
Office usually by means of sterling bills on London, In the foreign 
books, the London Office Account will contain a memorandum 
sterling column ; and, in the head office books, the Branch Offi:c: 
Account will be provided with a memorandum currency t^iumn. 
At balancing time, any difference between the Dr, and Cr, sides 
of the memorandum columns is written off as profit or loss on 
exchange. 

Example !• The British Engineering Company. Ltd., has a 
branch works in Cliili. The following is the Balance Sheet of the 
Branch as at 31st Dec., and a summary of its transactions for the 
ensuing three months. The items are converted into sterling in the 
Head Office books at the average rate of exchange for each month. 
Any capital expenditure is transferred quarterly to the London 
Office Account. You are required to write up and balance the 
foreign books, and also to show the records in the London books. 


BRANCH BALANCE SHEET, 31st Dec. 


Liabilities 

Sundry Creditors . 
London Office • 


% 

8,000 

42,000 


50,000 


Assets 

Bank Balance . 
Sundry Debtors 


S 

15.000 

35.000 


50.000 


Hate of Exchange, 31st Dec., $ » lOd. 
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SUMMARY OF TRANSACTIONS 

January. February. March 

Gross Revenue earned .... $35,000 $45,000 $55,000 
Trade Expenses accrued . • . 12,000 17,000 21,000 

Wages paid on Revenue A/c . . . 8,000 9,000 10,000 

Expenditure incurred on Capital A/c • 5,000 6,000 4,000 

@ 9d. ® 10|d. @ lOd. 

Cash received from Debtors • . • 30,000 45,000 58.000 

Cash paid to Creditors .... 15,000 20,000 28,000 

Average Rate of Exchange . . . 9d. lOJd. lOd. 

Remittances to Head Office (sterling bills on London) : — 

Jan. 28tli. $12,000 @ lOd. ; Feb. 27th. $15,000 @ lOJd. ; March 29th, 
$20,000 @ lid. 

Rate of Exchange, 31st March, $ lOJd. 


In Foreign Books 



JOURNAL 

Dr. - Cr, 


!| 

$ s 

Jan. 31 

Sundry Debtors . . . . | 

35,000 


To Work Done A/c 

for gross revenue earned. ll 

35,000 

, 

! 1 

1 j 

31 : 

! 

1 

Trade Expenses . 

To Sundry Creditors . . 

for expenses accrued. 

12,000 i 

1 12,000 

i ' 1 

,1 


31 ’ Capital Expenditure 

To Sundry Creditors 
for expenditure incurred 
@ 9d. per 

Feb. 28 i Sundry Ucbiors , 

{ To Work Done A/c . 

I for gross revenue earned. 

28 ! Trade Expenses . 
i To Sundry Creditors 
j for expenses acciued. 

28 I Capital Expenditure 
j To Sundry Creditors 
! for expenditure incurred 


j @ lOjd. per $. 

Mar. 31 ■ Sundry Debtors 

To Work Done A/c . 
for gross income earned. 

31 Trade Expenses 

' To Sundry Creditors 
for, expenses accrued. 

31 Capital Expenditure » . 
To Sund^ Creditor? 
for expenditure incurred 
1 4d. 104/ per $. 


£187 10r>. 


5,000 ii 


45,000 


17,000 


= £262 10s. j! 


£166 13s, 


6,000 j 


,4 21.000 


5,000 

45.000 

17.000 

6.000 

55.000 

21.000 

4.000 
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Dr. CASH BOOK Cr. 


10— 
Dec. 31 
Jan 31 

To Balance 
„ Sundry Dn. 

1 

15,000 

30,000 

xV~ 

Jan. 3z 
„ 31 
31 

SI 

By Wages 
„ Sundry Cm. 

„ lAindon Office ([£500 ($ 
lod.) 

„ Balance c/d 

$ 

8,000 

13.000 

13.000 

10.000 



I45.000 



1 15.000 

Jan. 31 
Feb. 28 

To Balance b/d • 

„ Sundry Dn. • 

I 

10,000 

43 »«» 

Feb. 38 

» *s 

M 38 

38 

By Wages 
„ Siuulry Cra. 

„ London Office (£656 5S. 

m loid.) . 

„ Balance c/d 

1 

OlOoo 

30.000 

15.000 
xx.ooo 



153,000 



I5 5.000 

Feb. 38 
Mar. 31 

To Balance b/d • « 

„ Sundry Dta. . . 

1 

11,000 

58,000 

Mar. 31 

» 31 

M 31 

31 

By Wages ... 

„ SumlryCls. , 

„ London Office f£9i6 
13s. 4d. lid.) 

„ Balance c/d 

1 

10,000 

38.000 

30.000 
r 1,000 



I69.000 


' 5 

169,000 

Mar. 31 

To Balance b/d , 

Xl,UOO 


t 

i 


Dr. 


I^DGER 

SUNDRY CREDITORS 

Cf. 

Feb. 38 
Mar. 31 

M SI 

ToCash .... 

'ft Balance c/d 

|M 

■ 

i9_ 

Dec. 31 
Jan. 31 

u" ** 
Mar. 31 

f, 31 

By Balance 
„ Trade Expenses . 

„ Capital Expenditure ,| 
„ Trade Expens<‘i, 

„ Capital Expenditure 
„ Tride Lx Ileuses . 

„ Capital Expendituie ! 

I 1 

1 8,000 

13.000 

I 3,000 

1 i7.oo/» 

j f .•■Of' 

21.000 

1 4,000 



17 . 3,000 



j Srs.fw) 




Mar. 31 

By Balance b/d 

j 10,000 


Dr. SUNDRY DEBTORS Cr. 


19- 

Dec. 31 
19 — 
Jan. 31 
Feb. 28 
Mar. 31 

To Balance 

„ Work done . 

M M ... 

tf • 

1 

35.000 

35.000 

45.000 

. 35,000 

19-, 

Jan. 31 
Feb. 23 
Mar. 31 

„ 31 

By Cash .... 

• • • . 

" ’ tj* ■ 

tf Balance c/d 

30.000 

43.000 

58.000 

37.000 



$170,000 



$1^0,000 

Mar. $1 

To Balance b/d . • 

37,000 




Dr, 


WAGES 


Cr. 

I 9 '*"' 
Jan. 31 

ToCaab .. .. 

$ 

8, boo 

» 9 — 

Jui. $1 

I By Revenue A/o . .|j 

1 1 

1 8,000 

Feb. 28 

To Cash ... • k 

9,000 

>FeKa8 

By Re'v'enue A/o • .jj 

9,000 

Mar. 31 

To Cash . . « . 

zo,oOo 

5 lar. 31 

By Revenue A/c , . ,jj 



10.000 


*4— (1405) 

























b 




i 

b 

o 

tzj 

O 

5 

i—i 

o 

w 





CAPITAL EXPENDITURE 









BRANCH ACCOUNTS, FOREIGN EXCHANGE, ETC. 739 


Dr TRADE EXPENSES Cr. 


l'/- 

Jan. 31 

To Sundry Ct9. 

12,000 

10- 
Jaii. 3X 

By Revenue A/c 

S 

12,000 

Feb. 28 

To Sundry Cis. 

17,000 

Feb. s8 

By Revenue A/o 

i7,oco 

Mar. 31 

To Sumlry Crs. 

31,000 

Mar. 3Z 

By Revenue A/c 

31,000 

Dr. 


WORK DONE 


Cf. 

19— 
Jan. 31 

To Revenue A/c 

% 

35.000 

10- 
Jan. 31 

By Sundry Drs. 

% 

35.000 

Feb 28 

To Revenue A/c 

45.<Too 

Feb. 28 

By Sundry Drs. 

45.000 

Mar. 31 

To Revenue A/c 

.55.000 

Mar. 31 

By Sundrv Drs. 

1 

55,000 


TRIAL BALANCES 



January 

February 

March 

Dr. ] 

I 

1 Cr. 1 

1 

Dr. 

Cr. 

Dr. 1 

i 

Cr. 


$ 

$ 

% 

$ 

$ 

$ 

Sundry Debtors 

40,000 


40,000 


37,000 


,, Creditors 


10,000 


13,000 


10,000 

Capital Expen- 







diture . 

5,000 


11,000 




London Office , 


45.000 


49,000 


38,000 

Cash at Bank . 

10,000 


11,000 


1 11,000 

1 


$55,000 

$55,000 

$62,000 

$62,000 

j $48,000 jj $48,000 




Dr. REVENUE ACCOUNT Cr. 


Jan. 31 
M 31 

» 31 

ToWajUs 

„ Trade Exp^ast's . 

„ Balance (net profit 
transferred to Lou' 
don Office A/c 
£362 xos. @ 9d.) , 

. ^ 

8,000 

T 2,000 

15,000 

m • 
Jan. 31 

By Work Done 

> 

.35.000 



835.000 



83.5,00.) 

Feb. 26 
,, 28 

»» 28 

To Wag« 

„ Trade Expenses , 

„ Balr.nce (net profit 
trarisfemed to l-oii- 
don Office A/c»«£83i 
5S. @ zold.) . 

9.C00 

17.000 

19.000 

Feb. 28 

By Work Dc.ne , , 

1 ’’ 

4.*' .000 



843.000 



Us.ono 

Mar. 31 
M 3 * 
» 3 Z 

ToAVagea 

„ Trade Expenses , 
Balance (net profit 
transferred to Lon- 
don Office A/c 
£x,ooo @ xod.) 

10,000 

31.000 

34.000 

Mar. 31 

By Wo k D<'ne 

55.000 



855.000 


'Si 

$55,000 
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BAtANCE SHBET» SUT MARca, 19.. 


if 

LitibilUiltt 

1 

Astttt 

1 

Sundry Creditors .... 

10,000 

Cesh at Bank . • « . 

YI,000 

Loodou Office ( « £1,662 see. ® 

38,000 

148,000 

Sundry Debtors .... 

37,000 

JOjd.) 

U^,oo 


In Londm Books 

JOURNAL * Dr. Cr. 



£ 

s. 

dr 

£ 

5 . 

d. 

Remittances in Transit . • • . 


18 

4 




To Chili Branch A/c . . • . 

for the following Remittances — 





18 

4 

Jan. 28th, $12,000 @ lOd. =^£500 

Feb. 27th, $15,000 @ 10id.=;£656 5s. 







Mar. 29th, 120.000 @ lld.«;£9I6 13s. 4d. 







Capital Expenditure . . . , 

616 

13 





To Chili Branch A/c . 




616:13 

4 

for expenditure as follows — 







Jan., $5,000 @ 9d. = ^£187 10s. . 

Feb., $6,000 @ lOJd. = £262 10.s. 







Mar., $4,000 @ lOd. ^166 13s. 4d. 







Quli Branch A/c ..... 

To Profit and Loss A/c ... 

for Branch profits as follows — 

Jan., $15,000 @ 9d. - £562 10s. 

Feb., $19,000 @ 10id.=. £831 5s. 

Mar., $24,000 @ lOd. « £1,000. 

2,393 

15 


2,393 

15 

- 

Chili Branch A/c , . . . * 


6 




! 

To Profit and Loss A/c 
profit on exchange transferred. 




208 

ii 

Li 

8 


LfiDGBR 


' Dr. RBMUTANCBS in TRAMStT Cr. 


To Chili Brsoeb A/0 


Ii 

B 

■■■Hi 

£ 

Sr 


Df. CAI 



•ITAt EXPENDITURE Cr. 

To Chill Branch AjTo , . 


B 

B 

■■■■i 


s. 

dr 
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Df. PROFIT AND LOSS ACCOUNT Cr. 



< 

s. 

d. 

By Chili Branch (net ptYj6t) . 
„ Chili Branch (dliference in 
exchange) . 

pr 

I S.39J 

1 208 

s. 

15 

6 

8 





£ 

2,6oz 

z 

8 


Stores Accounts. It is necessary that Stores Accounts should 
be kept on a fixed basis. The disadvantage of Stores Accounts being 
kept in a fluctuating currency is that the method produces very inac- 
curate results, the same Stores being charged out sometimes above 
cost, and sometimes below cost. This can best be shown by means 
of an illustration. 

Suppose Stores are bought from the London Office for £342 in 
January, on a day when the rate of exchange is 9id. (= $8,640), 
and that these Stores are used, one-third in Februaiy on revenue 
account, one-third in March on capital account, and one-third in 
April on revenue account. Assuming the transactions to be dealt 
with in the local paper currency, and that the average rates of 
exchange for the months are : Feb. 9d., March lOJd., and April 12d. 
respectively, we should have the following entries — 



JOURNAL 

Dr, 

Cf. 

19— 

Feb. 

Stores Consumed A/c .... 

To Stores A/c 

* ^1 

2,880 

t 

1 

2,880 

Mar. 

1 

Capital Expenditure .... 

To Stores A/c ..... 

2.880 ! 

i 

2,880 

Apr. 

Stores Consumed A/c .... 

To Stores A/c 

2,880 

2,880 


The Stores Consumed Account is transferred to the Revenue 
Account, the balance of which is carried to the London Office 
Account and converted into sterling at the average rate for the 
month ; this is equivalent to the whole of the Revenue Account 
items being converted into sterling at the same rate and then 
balanced. The Capital Expenditure is transferred ultimately to 
the London Office Account, and is converted into sterling at the 
average rate for the month, 

Wc then arrive at the following results — ^ 

The Stores Consumed in Feb, are converted ($2,880 % 9d ) into 108 

„ Capital Expenditure in March is „ ($2,880 (^5 lOJd.) ,, 126 

„ Stores Consumed in April are „ ($2,880 1 2d.) ,, 144 

Total ..... 
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Thus, stores that cost £342 have been charged out to various 
accounts at £378. Furthermore, one-third of £^2 = £114, so that 
in not one case arc the amounts charged even approximately at 
accurate amounts. Obviously, therefore, this is an improper and 
unsatisfactory method of treatment. 

To obviate such inaccuracies the Stores Account is kept on a 
fixed currency basis, and not in the fluctuating paper currency. 
Jty the side of the currency column in the Stores Account, a standard 
figure column is kept, and all receipts and issues of stores are made 
in standard figures. At the same time, these figures are converted 
at the average rate for the month into currency figures, in order 
that the currency books may be posted and balanced. By this 
moans, stores are charged out at the same value as received. The 
standard figure column is only a memorandum column, and forms no 
part of the double entry. It does not matter what standard is 
adopted, whether sterling or dollars, but the latter is usually pro- 
fi'rrcd, as a decimal S 5 'stem is more convenient for calculation. 
Working, then, the previous example with a standard dollar figure, 
say 18d. to the dollar, the following account is raised in the Ledger, 
and also that given on next page. 

Ur. STORES CX).NSU.MED ACCOUNl' Cf. 




$ 



Ffl). 

To Stores A/c , 

3,i‘40,00 



Aj;r, 
1 

To Stoics A/c 

2/J80.00 




Owing to the st.andard dollars having been converted at varying 
rates into currency dollars, there will be a diffcrenui (although 
the stores are all used) between the two sides of the currency column. 
This is adjusted at balancing time by a contra transfer to the 
currency column of the London Office Account. The balance of the 
latter is not really affected by such a transfer, because, in the Head 
Office books, the currency column is only a memorandum column. 
The London Office Account would appear as under — 


Ur. LONDON OFFICE ACCOUNT 




Rate 

£ 

s. 

d. 

1 

19.. 


Rate 

c 

s. 

4/' 

1 

1 ^ 


To Store* A/c 






Jan. 

By Stores 




■ 


J 

1 (adJustmeuUi 





714.29 


A/c . . 

Old. 

342 


1 

1 8,040.00 


By the foregoing method tlie following results are obtained — 

The Stores Consumed in Feb. are converted (|3,040 @ 9d,) into £114 
„ Capital Expenditure in March is „ ($2,605.71 @ lO^d.) 114 

„ Stores Consumed in April are ^ ($2,280 @ 12d.) „ 114 


Total 


£342 


STORES ACCOUNT 
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Thus, stores which cost £342 are charged out to various accounts 
at £342, and not only so, but equal quantities are charged out at 
equal prices. The results are entirely satisfactory, and show 
the method adopted to be one eminently suited to the special 
circumstances. 

Balancing the Stores Account. At balancing time the first bah 
ance to be written in and brought down in the Stores Account 
will be the balance shown by the standard jigttre columns. This 
amount will be converted at the current rate into currency figures, 
and will give the balance to write in and bring down in the currency 
columns. Aft^ this operation any difference between the Dr. and 
Cr. totals of the currency columns is adjusted by a contra transfer 
to the currency column in the London Office Account. As previ- 
ously explained, such an entry does not affect the balance of this 
account. Reference -to the worked example which follows will make 
this paragraph quite clear to the student. 

Example 2. From the following Balance Sheet and summary of 
transactions, write up the foreign books and balance them. The 
Revenue items arc converted into sterling at the average rate of 
exchange for each month. The Stores Account is kept in both 
currency and standard (18d.) dollar. 


BRANCH BALANCE SHEET. 31st Dec., 19. . 


LiabilUUs 

Sundry Creditors 
London Office . 



Assets 


$ 


' ^ 

e 20,000 

Bank Balance 

12,000 

. 132,000 

Sundry Debtors 

Stores on hand (50,000 std. 

50,000 


18d. «... 

90,000 

. 1152,000 


1152,000 


Rate of Exchange, 31st Dec., | <= lOd. 


SUMMARY OF TRANSACTIONS FOR JANUARY 


Stores received from Londoh @ 9d. . . . . . ; £1,500 

Stores bought' locally. . .• . '. i . . |4,000 

Stores used on Revenue Account (standard dollars) . . 7,500 

„ „ Capital Ac<»>unt (standard dollars) . . 5,000 

Gross Revenue earned • 55,000 

Wages paid on Revenue A/c . • •' • > . ■ 10,000 

„ „ Capital A/c 4,000 

Trade Expenses accrued 10,000 

Cash received from Debtors . . . . ' . . 50.000 

Cash paid to Creditors . • . ^ . . . ■ , . 15,000 


Keiuitted to Head QQEice (Sterling l^ls on London), 29th Jan., $20,000 
1 lid. 

Average Rate of Exchange for mouth kb 9d. Rate on 31st Jan., $ ■> lO^d* 
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In Foreign Books 
JOURNAL 

Df. 

Cr. 

19— 
Jan. 31 

Stores A/c 

To London Office A/c .... 
for Sales purchased from London, 1,500 
@ 9d. = $40,000 « 20,000 Std. 18d. 

% 

40.000 

% 

40,000 

.. 81 

Stores A/c ...... 

To Sundry Creditors .... 

for Stores purchased locally. $4,000 @ 
9d. == $2,000 @ 18d. 

4,000 

4,000 

.. 31 

Stores Consumed A/c .... 

To Stores A/c ..... 
for Stores used on Revenue A/c. $7,500 
@ 18d. « 15,000 $ at 9d. 

15,000 

15,000 

.. 31 

1 

Capital Expenditure .... 

To Stores A/c . 

for Stores used on Capital A/c. $5,000 
@ 18d. = $10,000 @ 9d. « ^75. 

10,000 

10,000 

.. 31 

Sundry Debtors ..... 

To Work Done A/c • • • . 

for gross revenue earned. 

55,000 

55,000 

„ 31 

4 

Trade Expenses ..... 

To Sundry Creditors .... 
for expenses accrued. 

10,000 

10,000 


Dt. CASH BOOK 


19 <- 

DeiL 31 
19 — 
Jan, 31 

To Balance • 

„ Sundry Debtors . 


29 — 
Jan. 31 

.» 31 
.* 31 

n 31 

By Wages 

„ Capital Expenditure 
(@9d. »>r5o) 

„ Sundry Creditors 
„ London Olbce {® tid. 

« 4916 X3S. 4 d ) 

„ Balance c/d 

9 

10.000 

4,000 

15.000 

20.000 

13.000 



962,000 



963,000 

Jaa. it 

To Balance b/d 

13,000 





LEDGER 

Df. SUNDRY DEBTORS Cr. 


Dec. 31 

Jan. 3X 

To Balance 

„ Work pone 

HSl 

19 -- 
Jari. 31 
M 3 Z 

By Cash .... 
„ Balance c/d 

9 

50.000 

55.000 



9105,000 



9105,000 

Jan. 31 

To Balance b/d * . 

5S»ooo 
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Dr SUNDRY CREDITORS Cr. 


iq- 

Jan. 31 
» 31 

To Cash . . • . 

„ Balance c/d 

1 

25,000 

19,000 

29 — 
Dec. 32 
19— 
Jan. 32 
3 t 

By Balance 

„ StwesA/c . 

„ Trade Expenses . 

$ 

20,d00 

4,000 

lO.CKJO 



$34,000 



$ 34 /xio 




Jan. 32 

By Balance b/d 

19,000 

Dr 


STORES CONSU.MED 

Cf. 

Jan. 31 

To Stores A/c . , 

$ 

25,000 

29 - 
Jan. 31 

By Revenue A/o 

$ 

15,000 

Dr. 


WORK DONE 


Cr. 

“ig 

Jan. 31 

To Revcnuo A/c 

$ 

55.000 

29 - 
Jau. 31 

By Sundry Drs. 

j 55 ,t>oo 

Dr 


TRADE EXPENSES 

Cr 

19 — 
Jan. 31 

To Sundry Crs. 

$ 

10,000 

19- 

Jan.32 

By Revenue A/c 

1 $ 

10,000 

Dr. 


WAGES 


Cf. 

19 - 

Jau. 31 

To Cash . . .| 

$ 

20,000 

19 - 
Jan. 31 

\ 

1 By Revenue A/c 

$ 

20,000 


Dr 


REVENUE ACCOUNT 


Cr 


* 9 — 
Jan. 3* 

To Stores Consumed 


29-* 
Jan. 31 

By Work Done 

1 

55.000 

M 3 > 

» 31 
H 31 

” 5 ’**^*., 

„ Trade Expenses . 

„ Balance (net pio&t to 
London Office A/c @ 
9 <i- - £750) . 

■ 



$55,000 


BAIJINCE SHEET-~31St Jan., 19— 


Liabilities 

$ 

Assets 

$ 

Sundry Creditors .... 

29,000 

Cash at Bank .... 

13,000 

London Office A/c ( ■* iC^,6o6 5s, 

Sundry Debtors .... 

55,000 

2old.) 

252,000 

$270,000 

Stores on band ( 59,500 std. 
i€d. 1 ) 

102,000 

$270,000 


Gold Books and Paper Booksi It will be noticed from the previous 
examples that some transactions take place in gold, e.g. Stores 





























STORES ACCOUNT 
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bought from the London Office, while others take place in currency, 
e.g. the local receipts and expenditure. The book-keeping system 
adopted so far has been to make the double entry of the whole of 
the transactions only in the local currency, but, by means of meni' 
orandum columns, to record the standard equivalent of all items 
having a gold or standard value, or which have periodically to be 
converted into gold or standard value. An alternative method that 
obtains is now to be considered. This is to keep two sets of books 
abroad, one to record the gold or standard accounts, and the other 
to record the paper or fluctuating currency accounts. Thus, the 
Gold Books will contain the Stores Account, the Capital Expendi- 
ture Account, and the London Office Account-; the Paper Books 
will contain the Bank Account, the Debtors' and Creditors' Accounts, 
and the various Receipts and Expenditure Accounts. 

** Conversiojos '' or // Pennutations " Acc0]upt3. Tlie connection 
between two sets of books is cstablisiied and maintained by 
means of " Conversions " or " Permutations " Accounts. Tliese are 
accounts to which are posted all entries in each set of books that 
affect accounts in the other set of books, i.o. entries in the Paper 
Books which affect accounts in the Gold Books, and entries in tl)e 
Gold Books which affect accounts in the Paper Books. For example, 
in the Paper Books there Is not a Stores Account; when, therefore, 
it is desired to post an item that affects the Stores Account in the 
Paper Books, the item must be posted to the Conversions Account 
instead. Again, in the Gold Books there is not a Sundry Creditors 
Account ; when, therefore, it is desired to post an item that affect<4 
the Sundiy Creditors Account in the Gold Books, posi it to the 
Conversions Account instead. All items, therefore, that affect 
accounts in both books will require an entry in each set of books. 
Thus, suppose stores are bought locally from Sundry Creditors. If 
we had only one set of books, the Journal entry woxdd be — 

Stores Account . . ♦ . ^ Dr. 

To Sundry Creditors . . Cf. 

But when we have two sets of books, two entries will be necessary. 

In the Paper Books, the Journal entry will be-^ 

* C^versions Account . . * , 

To Sundry Creditors » , Ck 

the Conversions Account being debited in place of the Stojes 
Account, which is in the other set of books. In the Gold Books, 
the Journal entry will be— 

Stores Account . . ji * Dr* 

To Conversions Aoconnt ; « . Cr. 
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the Conversions Account being credited in place of the Sundry 
Creditors Account, which is in the other set of books. Many entries, 
of course, will not go through the Conversions Account at all; for 
instance, the Journal entry 

Stores . . • . . Dr. 

To London Office . . . Cr. 

will affect only the accounts in the Gold Books; again, the Journal 
entry 

Sundry Debtors .... Dr. 

To Work Done Account . Cr. 

will affect only the accounts in the Paper Books. All transfers 
from one set of books to the other must, however, be made through 
the medium of the Conversions Accounts. Some accountants, it 
should be noted, prefer to have only one Conversions Account, and 
to keep it in the Gold Books, the account being provided with 
double columns on each side, one for standard figures and the other 
for currency figures. The keeping of two Conversions Accounts, one 
in each set of books is, how^ever, much simpler and clearer. 

Balancing the Conversions Accounts. At balancing time, the 
Conversions Account in the Paper Books is balanced, and the bal- 
ance brought down for the new period just as in an ordinary Ledger 
accoimt. In the Gold Books, however, the Conversions Account is 
balanced in a special manner. First of all, the balance of the Con- 
versions Accoimt in the Paper Books is converted at the current 
rate into standard figures. These figures are written in, and brought 
down as the balance of the Conversions Account in the Gold Books. 
After this operation, any difference between the Dr. and Cr. totals 
of the Conversions Account is written off as profit or loss on ex- 
change, a contra entry being made in the London Office Account. 
Reference to the w’orked example which follows will clearly illus- 
trate this method of procedure. 

Example 3 . Re-work the previous example (No. 2), using two 
sets of books, Gold Books kept in standard (18d.) dollars, and 
Paper Books kept in currency dollars. 

BALANCE SHEET. 31st Dec.. 19. . 

Liab ill ti es A ssets 

$ $ 

Sundry Creditors . , 20,000 Bank Balance , . 12,000 

London OIQce A/c ... 1 32,000 Sundry Debtors , . 50,000 

Stores A/c . . . 90,000 

$152,000 $152,000 

Kate of Exchange, 31st Dec., $ lOd. 
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In Paper Books 



JOURNAL 


Dr, 

Cr. 

19-^1 

Dec. 31 

19 

Bank ..... 
Sundry Debtors 

To Sundry Creditors . 

„ Conversions A/c 
for balances as at this date. 

• ■ 

• » 

• • 

• m 

? 

12,000 

50,000 

i 

20,000 

42,000 

Jan. 31 

Conversions A/c , 

To Sundry Creditors . 
for Stores purchased locally. 

m 

4,000 

4,000 

.. 31 

Stores Consumed A/c . 

To Conversions A/c 
for Stores used on Revenue A/c. 
std. @ 18d. = $15,000 @ 9d. 

$7,600‘ 

15,000 

15,000 

31 

Sundry Debtors 

To Work Done A/c . 
for gross revenue earned. 

« • 

55,000 

55,000 

.. 31 

Trade Expenses . • 

To Sundry Creditors * 
for expenses accrued. 

• • 

10,000 

10,000 


Dr. CASH BOOK C>. 


* 9 — 


$ 

19— 


1 

Dec. 3x 

To Balance 

12,000 

Jan. 31 

By Wa^cs 

10,000 

J 9 - 

„ Sundry Debtors . 


» 31 

„ Conversions A/c (Capi- 


Jan. 31 

30,000 

M 31 

tal Expenditure) 

„ Sundry Creditors 

4,000 

13,000 




w 31 

„ Conversions Ah 'Lon- 




don Office Remittance) 

20,000 




X, 31 

„ Balance f-./d 

13,000 



$62,000 



$62,000 

Jan. 31 

To BalaiKc b/d 

13,000 





LEDGER 

Dr. SUNDRY DEBTORS Cr. 


19 — 
Dec. 31 
19 — 

Jan. 31 

To Balance 

„ Work Done 

• 

$ 

30,000 

35 ^ 

19— 
Jan. 33 

By Cash .... 
H Balance c/d 

$ 

50.000 

33.000 




$105,000 



$105,000 

Itn. 31 

To Balance b/d 

• • 

53.000 
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Dr. SUNDRY CREDITORS O* 


19 - 
J«n. 31 
» 3 * 

ToCasb . . . . 

„ Balancto/d • 

1 

15.000 

19.000 

Dec. 31 

Jan. 31 
M 31 

By Balanne 

M StoiesA/c . 

„ Trade Expenses 

■ 

30.000 

4.000 

10.000 



$34,000 



$ 34,000 




Jan. 31 

By Balance b/d 

19,000 

Dr. 


STORES CONSUMED 

Cr. 

19-- 
Jan. 31 

To Stares A/c . 

||H 

Jan. 31 

By Revenue A/c 

■oB 

mm 

Dr. 


WORK DONE 


Cr, 

Jan. 31 

To Revernw A/c 


19- 
Jan. 31 

By Sundry DebtofB . 

■■■■•■»' ■ " 

55.000 

Dr. 


TRADE EXPENSES 

Cr. 

19- j 

Jait 31 1 To Sundry Croditocs 

^ 1 

B3 

19 — 
Jan. 31 

By Revenue A/e . 

HUB 

msm 

Dr. 


WAGES 


Cr. 



$ 

10,000 

Jan. 31 

By Revenue A/c • 

hob 

mm 

Dr. 

CONVERSIONS ACCOUNT 

Cr. 

X 9 - 
Jaa. 31 

•» 31 

•• SI 

To Sundry Gn. 

Capitia Expendifnre . 
„ London Office A/o 
(Remitlanoe) . 

„ Balance c/d « 

■pi 

HI 

Dec. 31 

19^ 
Jan. 31 
» 31 

By Balance , . 

„ Stores Consumed 
„ Revenue A/c (net profit 
transferrM to Lon- 
don Office A/c). 

$ 

4a, 000 

15.000 

80.000 



% 77 /»o 



$ 77,000 




Jan-jx 

By Balance b/d • 

49.000 

Df. 

REVENUE ACCOUNT 

Cr., 

19— 

Jan. 31 
w 31 
31 

i> 31 

To Stares Ctopsained 

\\ TrtSe Expenses « 

„ Conversion^ A/c {o&i 
prodt trartsicned to 

I^don Office A/c) . 

1 

15.000 

10,000 

10.000 

30.000 

*9- 

By Work Dona • 

» 

55.000 



$ 33,000 



tiSJooo 
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FINAL BALANCES.—SIst Jan, Dk Cr. 


Bank BaUuce . 




$ 

13,000 


Sundry Debtors . 




55,000 


Sundry Creditors , 






Conversions A/c • 

■ 

• 

• 







PmnSSH 

168,000 


In Gold Books 



JOURNAL 

Dr. 

Cr. 

Id- 
Dec. 31 

19— 
Jan. 31 

Stores A/c 

Conversions A/c ..... 

To London Office A/c fsay) 
ior balances as at tliis date. 

Std. $ 
50.000 
23,333 

Std. $ 

73,333 

Stores A/c 

To London Ofi^ce A/c 
for Stores purchased from London. £1,500 
:» $20,000 @ 18d. 

20,000 

20,000 - 

31 

Stores A/c *..... 

To Conversions A/c . 
for Stores purchased from Creditors. 
$4,000 @ 9d. » $2,000 @ 18d. 

2,000 

' 

2,000 

31 

Conversions A/c ..... 

To Stores A/c 

for Stores used on Revenue A/c. 

7,500 

1 

7,500 

81 

j Capital Expenditure .... 

; To Stores A/c ..... 
j for Stores used on Capital A/c. 

5,000 

5,000 

81 

1 ... 1 . 1 .. 1 1 1 r 1. J . 1 

Capital Expenditure .... 

To Conversions A/c .... 
for Wages paid on Capital A/c. $4,000 
@ 9d. $2^,000 @ I8d. 

2,000 

2.000 

81 

London Office A/c .... 

To Conversions A/c .... 
for Remittance to London. $20,000 @ 
lid. » $12,222 (say) @ 18d. 

12,222 

12,222 

81 

Conversions hjc . . ’ . 

To ILondon Office A/c 
for net proht, $20,000 @ 9d. ^ $ 10,000 
@ ISd. 

10,000 

10,000 
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LEDGER 

Dr, STORES ACCOUNT Cr, 


Dec. 3x 
19 - 
Jan. 3X 
I* 3 S 

To Balance 

„ London Office A/c 
„ Conversions A/c 
(Sundry Crs.) . 

Std. $ 
30,000 

so, 000 

2,000 

19- 
Jan. 3X 
» 3 Z 
» 3 Z 

By Conversions A/c . 

„ Capital EaMnditure 
„ BaJanoec/d 

Std. % 
7,500 
5,000 
59,500 



172,000 



$72,000 

Jan. 3X 

To Balance b/d 

39.500 





Dr, CAPITAL EXPENDITURE Cr, 


19- 
Jan. 31 

To Stores A/c . 

Std. $ 
3,000 

19- 
Jan. 5x 

By Transfer to London 

Std. $ 

.. 31 

„ inversions A/c 
(Wages) . 

2,000 

$7,000 

Office A/c 

7,000 

$7,000 


Dr, LONDON OFFICE ACCOUNT Cr. 


19 - 

Jan. 31 

To Conversions A/c (Re> 

Std. $ 

19— 
Dec. 31 

By Balance 

Std. $ 
73,333 

H 31 

inittanoe) 

„ Transfer from Capital 

12,222 

19 — 
Jan. 31 

„ Stores A/c . 

20,000 

»» 3 Z 

Expenditure A/c 
„ Balance c/d 

7,000 

88,083 

M 31 

„ Conversions A/c (net 
prohl) 

X0,000 

1*07,303 

» 31 

Jan. 31 

„ Profit on Expcbange 

By Balance b/d 

3,972 

$*07,305 

88,083 


Or. CONVERSIONS ACCOUNT Cr. 


19— 


Std. 1 

19- 


Std. $ 

Dec, 3x 

To Balance 

23,333 

Jan. 31 

By Stores A/c . 

2,000 

19- 
Jan. 31 

„ Stores A/c . . . 

7,500 

„ 3 * 
» 3 * 

„ Capita] E^nditure . 
„ London Office A/c (Rc> 

2,000 

„ 3 * 

„ l/)ndon Office A/c (net 

mittance) 

12,222 


profit) . 

10,000 

ft 3 * 

„ Balance (as per Paper 

.. 3 * 

„ Profit on Exchange 

3,972 

Books, $49,000 @ 
told.) c/d 

28,583 




$44,805 



844,805 

Jan. 31 

To Balance b/d . • 

28,383 





FINAL BALANCES--31ST Jan. Df. Cr. 


Stores A/c . • 

London Oifice • 
Conversions A/c * 


Std. t 
59,500 

28,583 

Std. 1 

88,083 

188,083 

}8S,083 
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QUESTIONS ON CHAPTER XIX 
A 

1. How are Branch Accounts divided ? What subdivisions are there ? 

2. What entries arc made when a Branch is opened and goods transferred 
thereto from stock ? Is it correct to treat such a transfer as a sale } 

3. Submit rulings of a “ Branch Supplies Book,*' and explain its use. 

4. In what three ways are goods invoiced to branches ? 

5. What object is sought by invoicing goods to branches at selling price ? 
Explain the term “ multiple shop system.'* 

6. ICxplain the method of dealing with Branch receipts and payments. 

7. Explain the term “ Branch Returns." What do they comprise in the 
Chse of a branch doing (1) only a cash business, (2) both cash and credit 
bu.siness ? 

8. How may the invoice price be reduced to cost when a known percentage 
has been added ? Give examples. 

9. Explain the object of double money columns in the Ledger records of 
Branch Accounts. 

10. Explain and illustrate the use of a Branch Adjustment Account. 


B 

1. What methods arc there of dealing with the record of credit sales in the 
case of Branches ? 

2. How is depreciation dealt with in Branch Accounts ? 

3. How are variations in the selling price (according to quantity taken) 
dealt with in Branch Accounts where the goods have been invoiced to the 
Branch at selling price ? 

4. ICxplain and illustrate the use of *' Monthly Stock Accounts." 

5. Explain the method of keeping the accounts in the case of wholesale 
branches. 

6. How is the buying UvSually done in wholesale branches ? How -ri* 
sold usually invoiced ? 

7. What difference is there in the book-keeping where branches keep their 
own books ? 

8. Explain the nature and modus operandi of the " Head Office Account." 

9. Explain and illustrate the use of a ** Remittance Account." 

10. Explain and illustrate the method of dealing with goods ant! remittances 
in transit. 


C 

1. What is meant by " inter-branch " transactions ? How are they dealt 
with ? Do the " inter-branch " balances affect the llnal Balance Sheet ? 

2. Define tlie term "foreign exchange." 

3. Explain the meaning of the following: currency, metallic currency, 
paper currency, unit of currency, sterling. 

4. What is meant by " rate of exchange " ? 

5. Explain briefly what is meant by " mint par of exchange " and how it is 
ascertained. 

G. How do you account for varying rates of exchange ? What is meant 
by rates being favourable to or against a country ? 

7. Give a brief account of the " gold points " and their effect on the rates 
oi exchange. 

8. In what two ways are rates of exdiange quoted ? Give examples. 

9. Make out a concise list of the prmcip.^1 moneys of foreign countries, and 
give their appraximate value in English money. 
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10. How is Gun^lbcy converted into sterling? Give* examples. Find the 
value in sterling of 47,884-75 #aiic8 @ 124*21, and prove your answer by > 
re-converting it into cnrrenqdr modem methods of working to be adopted 
in eadi case. 


D. 

1. Explain the method of constructing Tables (of nine multiples) for 
converting sterling into currency. Give exanmles. 

2. Explain the method of constructing Tables (of nine multiplet) for 
converting curreiiey into sterling. Give examples. 

* 3. Using the Tames given in the preceding pages, exchange the following— !i 

(a) £22S 14s. 7d. into francs and centimes ra 124-21 francs to the 

(b) £3\7 8s. lOd. into marks and pfenmge @ 20-43 marks to the £, 'ifi 

(c) £^9A 198. 2d. into rupees and annas @ 18d. per rupee. 

((Q /609 10s. 5d. into rupees and annas @ 18d. per rupee. 

Prove your answer by re-converting it into sterlmg, adopting modem* 
methods of working. 

4. Using the Tables given in the preceding pages, exchange the following — 

ia) 2,708 marks 58 pfenmge into sterUng @ 20*43 marks to the £, ^ 

(b) 8,079 francs 46 centimes into stem^ @ 124*21 francs to the £, 

(c) 26,918 rupees 9 annas into sterling"'® 18d. por rupee. 

(d) 18,579 mureis into sterling ® 15|fd. per nufreis. 

5. What are th«* special features of ** foreign '^branches? 

6. Wljflt rate of exchange is adopts for conversion of foreign branch 
accounts into sterling ? 

7. In the case of a foreign country with a very fluctuating rate of exchange, . 

" dihat different rates are used in the conversion of accounts, and why ? ^ 

8. Explain the method of procedure in the Head Office Books ds regains 
the record of the Branch transactions. 

9. What is meant by the term ** Difference in Exubange ** ? How does it 
arise ? In what two different ways is it dealt with in the accounts ? 

10. How is depreciation pf fixed assets dealt with in the case of foreign 

branches? , 


E. 

1. E:mlaia the method of keeping the accounts in the case of a Head Office/ ^ 
say in London, owning a foreign mine or plantation. Submit specimens of 
any special rulings of books that might be necessary. 

?. Name and explain some of the pnndpai forms of foreign remittances. ^ 

3. How are transactions in currency dealt with in books of account kept m 
sterlmg ? Give examples. 

4. Explain the method of converting accounts kept in a fluctuating p8par 

currency into sterhng. m- 

5. How ia Capital Expenditure at the Branch dealt with (a) in the foreign 

books, (b) in the London Office books? , « 

6. How are remittances from the Branch to the Head Office dealt with (a) in , 
the foreign books, (b) in the London books? 

7. How should Stores Accounts be kept in a country where there is a . 

vic4esxtiyflixctuatiiig paper curr^^ What am timdisadvantiM^ of keeping- 
such Stores Accounts in the local currency? , 

8. Stem Accounts should be kept on a gold basis/' Ontiine biieflyteis 

method of procedure. What are its advantage? i»i» 

9. How fit the Stores Account balanced wsla it has been kept in boijh « 
standard and currency flgures? Give an example. 

10. What are Conversions'' or " Bermutatioiia *' Accoui^? Baeplaiu 

briefly the method of working and balance tbmn («) in tiw Phper Boolw 
{5)'t& the Ookl Books. ^ 
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EXERCISE XIX 


1 On 1st March, a branch estabhshmen^as opened and ^950 worth ol 
goods was transferred thereto from stock Show the ledger accounts 
recording this transaction 

hrom the lollowing particulars prepare the Branch Account as it winild 
appear in the Head Office books The Branch sales are exclusively cash and 
tne goods sent to the Branch have been invoiced at cost price — 


Goods from Head Office 

• 

£ * 

. 5,508 15 

d 

4 

Returns to Head Office 

• 

42 10 

9 

Rates faxes, and Insurance paid , 

. 

65 11 

9 

Wages paid 

, . 

. 362 5 

8 

Cash remitted to Head Office 

, * 

. 6 871 lb 

8 

Stock, 1st Jan ^ . 


. 81b 10 

2 

Rent paid 


. 140 10 

6 

Stock, 3lst D<c . * . 

* 

795 15 

4 

Sundry 1 \p< n r paid 

. 

91 4 

3 


3 From the particulars furnshed hereunder, write up the Branch Account 
in the Head Office books The Branch S iles are exclusively cash xnd tne 
goods sciU. to the Branch have been*invoiced at 33^ per cent on cost 

Goods sent to Branch less Returns 
•\Sages and Salines paid 
Cish remitted by Branch 
Stock, 1st Jan 

Rates, Taxes, and Insurance paid . 

Rent paid • * • « . i4~> la o 

Stock, 31st Dec «... 895 15 4 

Sundiy Expenses paid • 39 U I i 

Show, in connection with the above exercise, (a) the advantage ol double 
money ( olumns, (6) how the books are reconciled when the Branch Account 
IS written up from the above figures ex^tly as they stand 

a W From the particulars given below, draw up the Branch a^ccoui^ or 
Accounts in the Head Office books The goods sent to the Pwnch have been 
mvoiced at cost and the Branch makes both cash and credit sale^ — 


i * d 
6 841 19 4 
372 6 9 
6,855 8 

920 16 8 
SO 10 4 


f £rOods received from Head Office . 
Returns to Head Office 
Stock, 1st Jan 
Ready Money Sales 
Six months' Credit Sales to 30th June 
Allowances to Customers 
Discounts Allowed to Customers « 
Bad Debts 

« "'Rent, Rates, and Taxes 
^ JReturhs from Customers • 

Wa^es and SaUnes 
Debtors, 1st Jan 

Stock, 80th June . • » • 

Sundry Expenses • 

Cash received on Ledger Accounts 
^ Dt^tors, 30th June 


£ ^ d 

2,517 16 8 
42 - - 
623 n 4 
1,60H n 
2,976 14 2 
13 3 11 
132 5 6 
218 b 3 
108 12 7 
28 11 4 
294 6 8 
1,475 9 10 
595 15 6 
63 12 5 
2,516 t4 2v 
1,542 W 
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5. From the undermentioned particulars construct the Branch Accounts 
as they would appear in the Head Office books. The Branches are charged 
with the goods at selling price, the sales being exclusively cash. The rate of 
gross profit is 25 per cent on selling price. 

Branch A Branch B 

£ s. d, £ s. d» 

Goods from Head Office . • • 9,846 12 4 10,408 15 8 

Returns to Head Office • * . 28 9 4 46 11 8 

Sales by Branch ..... 9,662 2 - 10,183 8 8 

Stock, 1st Jan.' 1,338 3 4 1.672 12 4 

Stock. 31st Dec 1,476 12 4 1,814 12 8 

Allowances off Selling Price . . . 29 16 8 26 10 4 

Sundry Expenses . . . . 80 12 4 139 16 5 

Salaries and Wages .... 248 15 6 318 13 2 

Depreciation of Furniture and Fixtures. 24 13 9 35 17 1 

Rent, Rates, and Taxes . . . 250 16 8 296 14 8 

Excess in Stock at close ... 12 4 8 — 

Shortage in Stock at close .... — 10 4 8 

6. The Stock on 1st March was £3,027 16s. 1 Id. The Sales for tlic month 
of Marph amounted to 1,543 10.s. 9d., and tlic Returns Outwards were 
£2S 9s.' Id. The Purchases for the month of March were ^692 19s. 6d., whde 
the Returns Inwards amounted to £37 15s. 4d. The rate of gross profit is 
20 per cent on Sales. Show by means of an account how to arrive at the 
approximate value of the Stock at the end of March. 


7. From the undermentioned particulars relating to a Head Office and its 
two wholesale Branche.s, prepare final accounts and Balance Sheet as they 
would appear in the Head Office books — 

Head Liverpool Koadiiig 

Office Branch Branch 


Mock, 1st Jan 

Debtors . . . . . 

Crcditois . » . . . 

Discounts Earned 

Bad Debts 

Bills Payable . . . . 

Purchases less Returns . 

Furniture, Fixtures, and Fittings . 
Horses, Harness, Vehicles, etc. • 

Salaries 

Cash at Bank . . . . 

Share Capital (22,000 Sj^cs of £1 
each, fully paid) T . 

Travellers* Salaries and Expenses . 
Directors* Fees . . . , 

Sales less Returns 

Wages 

Interim Dividend 10% . 

Stock, 31st Dec 

Debenture Interest 
Reserve Fuud Account • 
Discounts Allowed • . • 

(i% Debentures .... 
Carriage Inwards • • 

Depreciation .... 
Sundry Expenses . - . 

Rent, Rates, and Taxes • 

Horse and Stable Expenses # 

Cash in hand .... 


£ s. d, 

8,216 15 9 

2,514~1 2 

157 13 2 

987 16 2 
8,916 9 3 

22,000 - - 

450 10 6 

2,200”"- - 
600 - - 

10,000""^ - 

17 10 4 
287"T4 0 
39*76 7 


£ 5. d. 

4,807 13 9 
16,915 11 7 

513 15 8 
607 14 9 

11,9187^4 4 
365 16 2 
1,956 13 8 


1,814 5 10 

26,156 18 3 
2,386 18 4 

5.016 14 8 

7,500 - - 
1,605 10 2 

5097^2 8 

40 12 11 

3.017 14 11 
382 10 6 
327 3 7 

72 19 5 


£ s. d, 
3,946 15 7 
13,482 9 10 

398 16 2 
550 18 6 

9,867 13 9 
225 1;: 8 
1,698 12 11 


1,328 13^ 7 

21,546 15 10 
1,846 15 9 

*4,028 11 5 


1,572 14 8 

457 11 6 
25 1 9 
2,856 n 5 
298 10 6 
246 9 10 
55 14 6 


Reserve lor Bad Debts« 5% Debti^s. 
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8. From the following condensed Trial Balance prepare amalgamated 
Balance Sheet as at .list Dec. 

HEAD OFFICE TRIAL BALANCE 

31st Dec.. 19 — Dr, Cr, 



£ 

5 . 

d. 

£ 

s. 

d. 

Sundry Assets .... 

Sundry Creditors .... 

12,317 

4 

2 

3,017 

15 

6 

Capital Account .... 
Branch Current A/c (£250 of this is 




12,000 

- 

- 

for Goods sent on 31st Dec.) 
Remittances from Branch 

3.960 

11 

4 

1,260 

- 

- 


£16.277 

15 

6 

£16,277* 

15 

6 


BRANCH TRIAL BALANCE 
31st Dec.. 19 — Dr. 


Cr. 


Sundry Assets . . . . 

Sundry Creditors . . . . 

Head Office Current A/c 
Remittances to He«ad Office (/60 of 
this represents a Remittance made 
on 31st Dec.) . . . . 


2,^7 

s. 

10 

d. 

9 

1,320 


j 

- 1 

1 

^4,167 

10 

9 


456 

3,710 


^4.167 


d. 

5 

4 


10 9 


9. From the following Trial Balance of the Branch books, prepare the 
necessary Journal entries to incorporate the figures in the Head Office book«. 
and show the final accounts in the Branch ledger and also in tlie He:id v>ffice 
ledger. 

BRANCH TRIAL BALANCE 

31st Dec., 19 — Dr, Cr. 



X 

s. 

d. 

£ 

5. 


Horses and Oirts . . • . 

256 

14 

2 




Furniture and Fixtures . 

75 

18 

9 




Sundry Debtors . . • . 

847 

13 

5 i 




Sundry Creditors . . • » 




154 

12 

6 

Stock, 1st Jan 

675 

"1 

, 2 




Purchases from Head Office . 

2,916 

16 

7 




Sales ...... 




4,462 

16 

8 

Discounts l^mcd .... 




10 

14 

11 

Rent, Rates, and Taxes. 

92 

15 

3 




Sundry Expenses .... 

65 


7 




Depreciation • • • , 

30 

14 

5 




Head Office Account, 1st Jan. 




3,516 

16 

e 

Cosh in hand . • . 

187 

5 

10 




Carriage Inwards . • • 

84 

7 





Wages and Salaries 

428 

13 





Bad Debts . , • • • 

35 

18 





Remittances to Head Office . 

2,360 

- 

H9 




Discounts Allowed - ... 

86 

19 

pmi 





;{8.14S 

■ 

'|n| 

£8,145 


7 

Stock, 31st Dec., £710 ISs. 8d. 


s 

B 



mm 
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10. Three partners. F. Finch, G. Green, and R. Roberts, have Branch 
businesses working independently in London, Edinburgh, and Dublin. 
F Finch manages the London business and receives two-thirds of the profits 
tlierefrom, the balance being shared equally between Gre.en and Roberts. 
Green manages the Edinburgh business, receiving half of the profits therefrom, 
the balance being shared equally between Finch and Roberts. Roberts 
manages the Dublin business, receiving one-third of the profits therefrom, the 
balance being shared equally between Finch and Green. The branches buy 
from, and sell to, pne another at a small inter-branch profit. 

From the following Trial Balances draw up a Tabular Trading and Profit 
and Loss Account, and a Balance Sheet in fa) coliinmar form, {b) ordinary 
form. Credit each partner with interest on Capital at 5 per cent per annum, 
and depreciate Plant and Machinery at the rate of 10 per cent per annum. 
Show also the partners' Capital Accounts, and the Branch Current Accounts 
in the respective Branch ledgers. 


LONDON TRIAL BALANCE 

31st Dec., 19 — Dr. Cr. 


Plant and Machmer>' • 
Cash in hand 
Cash at Bank 
Current Accounts-— 
Edinburgh 
Dublin 

Stock, 1st Jan. • • 

Sundry Debtors . 

Sundry Creditors . 
Purchases 

„ from Branches 
Sales .... 

to Branches . 

Capital Account, F. Finfih 
Drawing Account, F. Finch 
Trade Expenses . 

Wages .... 
Discounts Allowed 
Discounts Earned . 

Printing and Stationery 
Advertising t . 

Carriage Inwards . 

„ Outwards 
Salaries • ' * ' * • 

Bad Debts > . • 


Stock, 3l5t Dec.,\i6,285 lls. 3d. 


l 

s. 

d. 

i 

5 . 

ii. 

5,616 

11 

5 




216 

18 

1 




7,808 

10 

6 




2.386 

14 

5 




2,017 

18 

9 




6,174 

10 

■1 




12,206 

13 

11 

8,165 

19 

10 

37,856 

19 

5 



3,047 

.8 

10 

54,719 

11 

8 




4,026 

16 

8 




20,646 

15 

7 

3,000 

- 




197 

14 i 





3,814 

3 





627 

16 

8 

Asn 

13 

10 

256 

17 

5 




297 

12 

3 




564 

13 

8 




92$ 

14 

9 




732 

19 

1 ) 




308 

18 

.5 




/88,058 

IT 

•7, 

;i88,058 

17 

7 
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EDINBURGH TRIAU BALANCE 

31st Dec., 19 — Dr, Cr. 




£ 

s. 

d. 

£ 

s. 


Plant and Machinery 

• • 

4.406 

11 

10 




Cash in hand , • 

• • 

115 

9 

7 




Cash at Bank 

« . 

5,219 

12 

6 




Current Accounts — London 

• • 




2,386 

14 

5 

Dublin 

• • 

1,027 

12 

8 




Stock, 1st Jan. 

a * 

4,629 

15 

4 




Sundry Debtors 

• * 

9,847 

13 

6 




Sundry Creditors . 

a * 




. 5,028 

17 

11 

Purchases 

• • 

29,085 

17 

2 




„ from Branciics 

« * 

2,875 

14 

9 




Sales .... 





40.207 

13 

6 

,, to Branches 





3,318 

15 

9 

Capital Account, G. Green 





14,172' 

10 

5 

Drawing Account, G. Green 


2,500 

- 

- 




Trade Expenses 


134 

13 

7 




Wages .... 


2,675 

11 

5 

1 



Discounts Allowed 


457 

9 

8 

j 



Discounts Earned . 





384 

13 

6 

Printing and Stationer}' 


229 

16 

5 

1 



Advertising . 


236 1 

18 

9 




Carriage Inwards . 


425 

9 

10 




Carriage Outwards 

• « 

814 

4 ’ 

11 




Salaries * . » 

• • 

596 

18 : 

4 




Bad Debts « 

% • 

219 

15 

3 






jf65,499 

5 

6 1 

i £65.499 

1 5 


Stock, 31st Dec., /4,752 1 

8s. 6d. 






.’•MM 


DUBLIN TRIAL BALANCE 

31st Dec., 19 — Dr, Cr. 
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11. The London and Westminster Grocery Co., Ltd,, has a retail Branch 
in Manchester which is supplied with all goods from London. The Branch 
shop keeps its own Sales I^ger, receives cash against Ledger accounts, and 
remits the whole of the cash received daily to the Head Ofhee. All wages 
and Branch expenses are drawm for by cheque weelvly from the Head Oflicc 
upon the imprest system. 

From the undermentioned particulars supplied by the Branch manager, 
show how the Branch accounts would appear in the Hoad Oihcc books, and 
prepare a Profit and Loss Account for the Branch shop for the six montlis 
to 31st Dec. — 


Six months' Credit Sales . j£2,337 
Returns InAvards . 20 

Cash received on Ledger A/cs 2,384 
Cash Sales . . . 1,214 

Stock, July 1st . . . 720 

Stock, Dec. 31st . . 1,121 


Debtors, July 1st . . l\,221 

Goods received from Head 

Office . . . .2,178 

Rent, Taxes, etc., paid . 375 

Wages and Sundry Expenses 
paid .... 396 

{London Chamber of Commerce.) 


12. Four partners, A, B, C, and D, have businesses working independently 
in London, Swansea, and Glasgovr. A and B manage the London brancli, 
each recciying one-third of the profits from the London business, the balance 
being shared ecjually between C and D. ^ 

C manages the Swansea house, receiving half of the profits from the business 
there, the balance being shared equally between A, B, and D. 

D manages the Glasgow business, receiving one-third of the profits arising 
therefrom, the balance being shared equally between A, B, and C, 

At the end of each year a combined statement i? prepared showing the 
general position of the firm and the condition of each partner’s account. 

From the following separate statements make up the combined account 
(without interest) and also the general Balance Sheet of the firm. 


Creditors . 

% 

LONDON 
. ;il5.000 

HOUSE 

Debtors . 


. ;f23,0W 

Swansea House 

• 

. 3,000 

Glasgow' House 


. 2,0i,i) 

A's Capital 

« 

. 10,000 

Stock 


. 13.00(1 

B'B do. 

• 

. 10,000 

A's Drawings . 


. 1,000 

Profit and Loss 

• 

. 9,000 

B's do. 


. 1 .000 



3^47,000 

Cash 


. 7,000 

;f47.000 


SWANSEA HOUSE 


Creditors . 

. ;^9,000 

Debtors . 


. ^11,000 

Glasgow House 

4,000 

I^ndon House. 


. 3,000 

C's Capital 

. , 5,000 

Stock 


3,000 

Profit and Loss 

. . 6,000 

C’s Drawings . 


. 1,000 



Cash • 


. 6,000 


£24.m 



;i24,000 
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GLASGOW HOUSE 


Creditors . 


Debtors . 


. ;£9.000 

London House 

2,000 

Swansea House 


4,000 

D*s Capital 

5,000 

Stock 


. 5,000 

Profit and Loss 

7.200 

D’s Drawings . 


500 



Cash 


. 3,200 


£21,700 



£21,700 


{Chartered Accountants.) 


13. Messrs. J. Silkstone & Sons, coal merchants.- of I,.ondon„ opened a 
13 ranch business at Maidstone, on 1st January. The Trial Balance of the 
books of the Maidstone Branch, as on 31st December, was as follows — 


TRIAL BALANCE 



Hoad Office Adjustment A/c . 


£1.574 

Coal Sales ..... 
Sundry Debtors .... 
Horses, Carts, etc. 

^640 

2S0 

1,750 

Salaries, Rent, and Expenses 

620 


Ca.sh in Hand .... 

78 


Coal from Head Office (as invoiced) 
Sundry Creditors .... 

1,748 

42 


£3,366 

£3,366 


The slock of coal at Maidstone on 3 1st December was valued at 
Prepare a Profit and Loss A/c showing the result of the workiTJg of the 
Maidstone Branch for the year ended Slst December, and drart the entries 
ncccs.sary to incorporate the above figures in the Head Office books. [London 
Chamber of Commerce,) 


14. B. J. U. & Co. are the owners of a business, working upon the multiple 
shop system. No Branch is allowed to purchase any «?lock. and can only 
make payments in cash through their petty cash account, wliich is replenished 
weekly upon the imprest system. *' All receipts are paid daily into the local 
bank, upon which the Head Office alone can draw. 

Upon what basis .should goods be stocked out to the Branches. 

Explain briefly the records which the Head Office books would show in the 
case of each Branch. {Royal Society of Arts: Accounting and Banking.) 


15. Messrs. Baxter & Sons, whose head office is in London, remitted ;^500 
to their Manchester Branch on 30th December. The books of the Head 
Office and the Branch arc balanced as on 31st December each year. The 
above-mentioned remittance did not reach Manchester until the morning of 
1st January, tlow would you deal with the amount in (juestion in the Trial 
Balances of the Head Ofiice and Branch and when preparing the combined 
Balance Sheet of the w'hole business ? {London Chamber of Commerce,) 


16. The Head Office of the Surrey Dairies, Ltd., supplied their Branches 
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for 6 months ended 31st Dec*, with the following goods, and paid cash on their,,, 
account as under 


Branch 

Goods to Depots 

Returns from Depots .... 
Rates and Taxes paid by Head OfiUce . 
Wages and Expenses paid by Head Office . 
The Depot Sales were 
Returns from customers Were 
Depots collected cash from customers and 
despatched same to head office 
The stocks on hand at 31st Dec. were . 



P 

Q 

7^ 

6^0 

9^ 

10 

9 

21 

31 

29 

40 

39 

40 

45 

1,000 

900 

1,350 

50 

36 

60 

850 

720 

1,200 

100 

120 

no 


Frame the proper Journal entries to record the above transactions in the 
Head Office books, aad 

Write up in^^e Head Office ledger the accounts necessary to show the 
profit or loss made by each Branch and the balance duerat each Branch from 
Sundry Debtors* {Civil Service, 2nd Division Clerks.) 


17* The Manufacturing Co*, Ltd., has a Nominal Capital of 16,000 shares of 
j£10 each ; and a Subscribed Capital of 8,000 shares, fully paid up. 1 1 manu- 
licturcs goods for sale at its two Branches, A and B, which sell no goods other 
tlian those of the Company's manufacture. From the Trial Balance, on next 
page, extracted from the books of the Head Office and Branches as on 3 1 st Dec. , 
prepare, for submission to the Directors, Trading and Profit and Loss Accounts 
for the Head Office and for each of the Branches for the year ended 31st 
December, and a Balance Sheet of the Company as a whole as on that date. 
Stocks on hand valued as on 31st December were — 

Head Office £10,527 4 5 

Branch A 3,024 12 1 

do. B 1,927 9 4 

Write off the following depredations — 

Head Office Plant and Machinery • . 10% 

Furniture and Fixtures — Head Office • . 5% 

do. do. Branch A . . 5% 

do. do. Branch B . . 5% 

Create a reserve for Bad Debts of 2J% on the Sundry Debtors. Write off 
£5,000 from Goodwill and carry £ 10,000 to Reserve. All carriage on the goods 
sent to the Branches is paid by the Head Office* {Royal Society of A ff5*) 

18. The X Y Z Manufacturing Co., Ltd., has a Share Capital of £75,000, 
in 7,500 shares of £10 each, all issued and fully paid. It manufactures goods 
for sale at its two Branches (here referred to as A and B respectively), which 
sell goods of the Company's manufacture only. From the annexed Trial 
Balance of the books at the Head Office (where tlie Private o? General Books 
are kept) and at the Factory and Branches (sec pp. 766-7), construct an 
account to show, respectively, the tCsuIt of the Manufacturing and the Gross 
Piofit at each Branch. 

Notes. The Stocks on the dist December were -n. 

Factory , . ; . . . . ' £9,177 5 7 

Branch A . • . . * 4,590 3 8 

„ B . • . , . 1,922 5 S 

Allow d^teciaiion for one year to Slat December on the following items 
of 1st January at the rates indicated-— ^ . 

Factory Machinery, etc. • . 10 per Cent* 

Branch Fixtures, etc* * * . ,5 ’ 

(No depreciation to be written off Head Office FUnniture, etcj 



MTUFACTURING COBdPANY, LIMITED 
TRIAL BALANCE— 31st Dec., 19— 



No appcrttonment of these items need be made. 
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Exercise 18 {contd) 

Dr, TRIAL BALANCE, 



Head Office 

Factory 


Branch D 

Frerhold Premises— 

£ 

s. 

d. 

£ 

s. 

d. 

£ 

s. 

d. 

£ 

5. 

d. 

Factory 

50,000 

- 











Branch A . . . . 

zo.ooo 

.. 











Branch B . , • . 

zo.ooo 












Goorlwill 

30.000 












Machinery. Fixtures. Furniture, 













etc., 'as at ist January— 













Head OfQce .... 

500 


.. 










Factory 

7,5«»o 


- 










Branch A . . . . 

x.ooo 


— 










Branch B . • . . 

1,500 

. 











Bankers 

6.7QO 

I 

6 










Cash Balance • • • . 

z6 

2 

6 

135 

9 

2 

89 

3 

2 

58 


8 

Stocks (xst Jan.) . . 




10,2X6 

5 

9 

3.2x8 

I 

6 

2,190 


7 

Purchases (Net) .... 




76.516 

2 

9 







WafTCS 




41.316 

2 

8 







I'actory Manaj^er’s Salary . 




1,000 

- 

- 







S.ilarie8 and Wages 







3.5x6 

9 

6 

3,022 


4 

Carriage to Branches . 




*.3*7 

6 

9 







Rates and Taxes 




316 

2 

9 

569 

7 

6 

432 


1 

Salaries and Ofhee Expenses 

3>5I9 

6 

8 









! 

Sundry Expenses . . 




5x7 

6 

8 

3.0X7 

9 

2 

1,869 

4 

' 6 

Cfcods from Factory . , 







75.267 

3 

2 

45.350 

- 

2 

Bad Debts 

i 






679 

8 

I 

1,029 

2 

2 

Debtors 







9,620 

2 

9 

5.730 

2 

3 

Factory jpurrent Account) . 

2.333 

X 

It 










Brancli B „ „ . . 

3.<>72 

3 

xo 










Head Office „ • 







4.9x4 

3 

3 




Income Tax .... 

650 

- 











Directors’ Fees .... 

1 1.300 












Auditors’ Fees .... 

105 












Debenture Interest 

2,000 

- 

- 











£132.085 

x6 

3 

£ x 3*.534 

16 

E 

£100,891 

”8 

1 

£59,701 

9 

10 




iMBMipaMiP 




___ 


Draw up for submission to the Directors a Balance Sheet of the X Y Z 
Manufacturing Co., Ltd., on the basis of the figures given, also to show as 
regards each item, its amount at the several places separately, and for the 
business as a whole. The balance at credit of the Profit and Loss Account 
was 13.033 6s. 5d., including the amount brought from the preceding year. 
Chartered Accountants.) 


19. The United Kingdom Trading Co., Ltd., has Branches at Dundee and 
Dover with Head Office at York. No trading is done at the Head Office. 
The Branches each keep a separate set of books which contain a complete 
record of their trading. The Capital Accounts and Bank Account arc kept in 
another set of books at Head Office, the Branches being supplied with working 
capitsd from Head Office. From the following Trial Balances supplied by the 
Branches, and the Trial Balance of the Head Office books, prepare a Trading 
Account, showing the trading result of each branch, also a general Profit and 
I>oss Account for the year ending 31st March and the Balance Sheet of the 
Company. 

Reserve for Bad and Doubtful Debts, /250. 

Reserve for Discount, 2J% on Debtors. 

Wages owing, /1 25. 

Stock, at 31st March, jf2,960 17s. 9d. 

Credit Southern Branch, 2j% allowance on 1,850. 

Depredation of Plant, 74% on £3,500 to be charged in Branch Trading A/c. 
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31s 1 Di-.ckmber, 19 — Cr. 



Head Office 

Factory 

Branch A 

Branch B 


£ 

s. 

d. 

£ 

s. 

d. 

£ 

s. 

d. 

. £ 

s. 

d. 

Slmru Capital .... 

75.000 

— 

. 










Debcr.turcs Four per cent . 

50,000 












Cn*ditors 

550 

10 

- 

9.584 

IX 

3 

176 

7 

6 

359 

2 

6 

Goods to Branch A . . . 




75.267 

3 

2 







It „ B . , . 




45.350 


2 







bales ...... 







100,713 

- 

7 

55.670 

3 

6 

Profit and Loss (Balance of previous 













Veavb' Profit) .... 

2,621 

3 

2 










Head C>fDce (Curu'nl Account) 




2.333 

X 

XI 




3.672 

3 

10 

Branch A (Current Account) 

4.914 

■ 

3 

3 




J 

I 

i 

! 



1 i 

1 

i 

i 


£132.085 

x6 

5 

ji £132.534 

|i6 

6 

1 £200,891 

8 


£59.701 

910 


NORTHERN BRANCH 


TRIAL BALANCE— 31st March, 19— Dr, Cr. 



£ 

s. 

d. 

£ 

s. 

d. 

Head Office A/c (Amount duo for 







Working Capital) 




2,663 

5 

4 

Trading Account, Stock, 1st April . 

2,879 

2 

3 




Purchases • . . - . 

8,368 

4 

5 




Sales 

' 



15,872 

13 

6 

Trade Expenses . ^ . 

754 

lEl 

■1 




Wages 

3,370 

m 

D 




Salaries 

290 

H 

B 




Rates, Rent, and Taxes 

455 

H 

H 




Debtors . . . • • 

3,784 

H 

6 




Creditors . . • • • 




1,533 

17 

11 

Discount A/c « • • . 

67 

15 

10 




Returns ana Allowances • 

100 

m 






£*20.069 

s 

n 

£20,069 

m 

9 



mmmmummmml 
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SOUTHERN BRANCH 
TRIAL BALANCE— 3)[st March, IS— 

Dr. Cr. 


Head Office A/c (Amount due for 
Working Coital) 

Trading A/c, Stock, 1st April . 
Purchases .... 

Sales 

Trade Expenses . 

W'ages . . * . 

Rent, Rates, and Taxes . 

Debtors .... 
Creditors .... 
Discount A/c • • 

Salaries . • • • 



Reserve for Discount 2^% on Debtors, 

Reserve for Bad Debts, ;£125. 

Expenses owing, /75. 

Stock on dlst March, /1, 564 10s. 2d. 

Debit Northern Branch, 24% allowance on 1,850. 

Depreciation of Plant, 7 on ;£2,500 to be charged in Branch Trading A/c. 


HEAD OFFICE 

TRIAL BALANCE— 31st March, 

Dr, Cr. 




5. 

n 

£ 

5. 

d. 

Share Capital Issued, 13,000 Shares 







of jfl each .... 



■ 

13,000 

- 


CaRs in arrear .... 

245 

- 





4^% Debenture Stock . 




5.000 

— 

- 

Plant ^ Machinery, Northern Branch 

3,500 


- 




„ „ Southern „ 

2,500 






Goodwill, Northern Branch . 

3,000 

- 

- 




„ Southern „ 

2,500 

- 

- 




Bank 

2,661 

11 

9 




Expenses (Head Office) . • 

460 

9 

2 




Reserve F^md A/c 




4,000 

— 

— 

Profit and Loss A/c . « . 




500 


- 

;£3,000 2}% Consols % 80% (Reserve 







Fund Investment) 

2,400 






Bent, Rates, Taxes, and Insurance 

249 


H9 




Northern Branch A/c . * « 

2,663 


■1 




Southern ,« , . . 

2.151 

a 

9 




Debenture Interest A/c (paid to 30th 







Sept, last) ♦ . • . 

112 

10 

r ■ 




Bank Charges . « * 

58 

5 






,f22.S00 




- 




Mmu 


1^1 1*- m&mammrnt 

!im“ 

LT-C.. 
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Expenses owing, ^55. 

Interest due on Consols, 3 mos. less Tax @ Is. 2d. 
Directors' Fees owing, £7S0. 

Prepaid Rates, 3^32. {West Riding of Yorkshire,) 


20. A Company, having its Head Office in London, owns a factory in South 
Africa. During the year 10,000 in cash has been remitted from London lo 
the factory, and bills for 25,000, drawn by the manager in South Africa on 
the Head Office, have been accepted. At the end of the year it is found that 
there has been a loss on the working of the factory of ;£2,000, which is trans- 
ferred to the Head Office. Show the entries in the Head Officebooks recording 
these transactions. {Chartered Accountants.) 

21. A Limited Company has its Head Office in London, and a number of 
retail shops in various towns, to which all goods are invoiced from the Head 
Office at selling prices. What system would you recommend for dealing with 
these Branches, and how would the stocks at the Branches appear in the 
Balance Sheet of the Company ? Give a pro forma example, stating the class 
of business you select for the purpose. {Chartered Accountants.) 


22. The Southern Confectionery Co., Ltd., London, has a Branch at Bristoi. 
Goods arc invoiced to the Bristol Branch at selling prices, being cost phis 
25 per cent. The Bristol Branch keeps its own Sales Ledger and transmits 
all cash received to London daily. All expenses are paid from London. 

From the following details prepare a Profit and Loss Account of the Bristol 
Branch for the year. 


Stock, 1st Jan. (at invoice 
prices) .... £1,250 

Stock, 31st Dec. (at invoice 
prices) .... 1,500 i 

Sundry Debtors, 1st Jan. . 700 i 

Sundry Debtors, 31st Dec. 900 I 

Osh Sales for tlic year 5,400 
Credit Sales for the year . 3,500 I 


Cash received for Ledger A/cs ^3,300 
Goods invoiced from London 9 
Rent and Rates (paid 
London) . . 400 

Wages (paid from London) . 340 

Sundry Expen.ses (paid from 
London) ... 80 

(Chartered tecountants.) 


23. Compile the Profit and Loss Account for the year to 31st December, 
and the Balance Sheet (as on that date) of the A.B. Merchant Trading Co., Ltd., 
from (a) London Trial Balance and (b) Brazil Trial Balance, combined. — 


(a) 

Share Capital (Nominal jJKXl.OOO}, Issued 5,000 5% Preference Shares of 
£10 each. £5 called up and paid, and 50,000 Ordinary Shares of £1 each, 
lOs. called up and paid £50.000 


London Factory 
Sundry Debtors ; 

Directors* Fees 
Salaries .... 
Office Rent and Expenses « 
Office Furniture . 

Outstanding Expenses Cr. 
Purchases 
15^1405) 


£10,000 Sales, Braail shipments . £80,000 

800 Stock, 1st Tan« . , 15,000 

500 Brazil Remittances • Cf. 78,000 

8^ Brazil %joca\ Office • , 113,700 

150^ Sundry Creditors ... 4,000 

300 , 2,550 

150^ Bilb Receivable « . lO.OOO 

60,000 Profit and Loss A/c . Ct. • 1,200 
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W 

Head Office, London 

Cf. £35.700 

Salaries • • • 

• £2,500 

Sales 

. 105,000 

Landing Charges 

8,000 

Goods from London . 

. 80,000 

Bank 

2,000 

Factory Building and 

Fur- 

Sundry Debtors 

. 27.000 

niture . 

. 6.000 

Stock, 1st Jan. . 

. 12,000 

Purchases • 

. 3,000 

Office Expenses 

. 1,700 

Sundty Creditors 

1,500 



The Stocks on 31st Dec. are given as: London ;£16,000, and Brazil /13,000. 
{Chartered Accountants.) 


24. The X.Z. Co., of London, has a Branch at Newcastle-on>Tyne. Goods 
sold at Newcastle are supplied from London, but no charge is made in the 
books as between the Branch and Head Office. On 31st December, the Branch 
Balance Sheet, after closing the books, was as follows — 


Bought Ledger Balances . /3,290 Sales Ledger Balances . 46, 700 

Head Office . • . 44,720 Premises Extension A/c, 

closed to Head Office . Nd 

CavSh in Hand ... 50 

Cash at Bank . . • 1,260 

;£4S,010 :£43.010 

In the six months up to 30tli June next, the following transactions took 
place at the Branch — 

Sales .... |f54,lS0 Cash collected on A/c Sales 
Purchases . . . 4.200 Ledger Accounts , . £i2.0Q0 

Wages paid . . . 5,700 Discount Allowed . . 2,500 

Salaric,s paid . . . 560 Cash paid Bought Ledger 

Direct ors' Fees paid . . 200 Accounts . . . 3,S00 

Fire Insurance, 1 year's Cash sent to London. . 20,560 

premium . . . 480 Prenases Extension, further 

Cash in hand, 30th June . 60 payments to Contractors 1,500 

Bank Balance, 30th June . 1,450 


Set out the Head Office Account in the Newcastle books on 30th to 
ahow the entries after the books are closed, and also the Branch Balance Slieet 
at that date, assuming it to be made up on the same lines as on the previous 
31st December. {Chartered Accountants.) 

25. If the Rate of Exchange between Germany and Britain be 20*43 marks 
for £1, make a table showing In three columns the value in marks and pfeunige 
of 1, 2, 3, up to 9 pence; 1, 2, 3, up to 9 shillings; and I, 2, 3, up to 9 pounds; 
then use this table to write down the values of £69 1 5s. and £84 18s. 9d. 
in inarks and pfennige. {Institute of Bankers.) 

26. A in London owes B and Company in Paris 12,421 francs. B & Co.'s 
account in A's ledger shows a credit balance of £100, A having converted the 
francs into sterling at the rate of 124«2l. A desires to i>ay B & Co., and for 
that purpose purchases in London a draft on Paris for 12,421 francs, for which 
he pays at the rate of 124*11. Make the entries in A's books, posting up and 
balancing ofi account, 

* 27, Sebire Fr^res* Paris, remit to Brown & Co., London, a cheque for 5,000 
francs, in full settlement of an account of £40, Brown ^ Co.'s bankers credit 
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them at the exchange of 124*21 francs to £. Set out the entry in Brown & Co/s 
Cash Book; also their Ledger Account with Sebire Frdres. 

28. Messrs. Evan Williams & Co. are a firm of City Merchants who<e 
principal interests are in the United Kingdom. They have, however, a grow- 
ing business with Brazil, and invoice goods to their customers in local currency, 
accepting payment by means of bills in the same currency. State, briefly, 
how you would record the Brazilian transactions in the London bookrof the 
firm. {Chartered Accountants,) 

29. J. W. purchased in France from M. de Marsac 100 dozen of wine at 
40 francs per dozen, and a bill at 60 days was drawn upon him for the amount 
and accepted. The entries of the transaction were made by J. W. through his 
Journal in English money at the rate of exchange of 125 francs per £. The 
bill was afterwards paid by J. W/s bankers, the rate of e xchange at which 
he was charged being 124 francs per £. Journalize the above transactions, 
and show the account with M. de Marsac m J. W.'s Ledger. 

30. Dombey & Son, of Bombay, the agents of Knox & Co., London. ad\*ise 
their principals that the net profits for the six months ending 30th June 
amount to Rupees 300,000, of which they remitted the following sums — 

May 6t.h, Rs. 100.000 @ Is. 4i^d. 

July 29th. 100,000 ., Is. 

Aug. 26th, 100,000 .. Is. 3JJcl. 

Messrs. Knox & Co. calculate the exchange at the unifbrm rate of Is. 4d. to 
the rupee, and write off any differences to an Exchange Account , Write up 
Knox & Co.’s Cash Book, Journal, and Txdgcr showing Dombey & Son’s 
Acc.onnt, Profit and Loss Account, and E.xchange Account (writing oP .*ny 
balance to Profit and Loss), {Institute of Bankers.) 

31. A Ixmdon company, owning a mine in India, receives monthly cash 
statements, in Indian currency, from its local manager. 

How would you pass these returns into the. company’s books, and effect 
the necessary conversion into sterling ? 

Illustrate your answer by means of rulings of the book or books you would 
suggest, and enter therein six imaginary transactions. [London Chamber of 
Commerce.) 

32. The Tinacotah Rubber Plantations, Ltd., own a rubber estate in the 
East. Practically all the expenditure is local, and is made in cash. The rubber 
harvested i.s sent to Hamburg for sale by auction, the net proceed.^ being 
remitted to London. The local currency fluctuates considerably. 

You arc required to outline briefly the system of Book-keeping you would 
advise the Company to employ, and to explain how you would deal with the 
questions of currency and exchange. {Royal Society of A rts.) 

33. Messrs. Pernet Ducher & Co., Ltd., London, have a branch office in a 
South American Republic, where the exchange fluctuations arc considerable. 
The book.s of the branch are kept in local currency only, and, at the close of 
each financial year, a Trial Balance, Profit and Loss Account, and Balance 
Sheet are sent to the London office. 

Briefly describe how you would amalgamate the branch figures with those 
of the Head Office. 

At what rates would you convert (1) the Profit and Loss Account balance, 
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(2) the Floating Assets, <3) the Fixed Assets, and (4) Remittances from 
London ? {London Chamber of Commerce.) 

34. Clarke, Ellis & Co. are a London firm, whose chief business is in England. 
They have, however, a considerable business with South American buyers, 
and invoice goods to them in local currency and accept pa^nnent by bills in 
the same currency. How would you record the South American transactions 
in the books of the firm ? (Royal Society of Arts : Accounting and Banking,) 

35. An English Company owns a Tea Plantation in Ceylon. All the tea 
produced is shipped to a London firm of tea brokers who duly furnish Account 
Sales and remit proceeds to the London oflice of the Company. The accouuis 
of die detailed expenditure in Ceylon are kept in Indian currency and arc sent 
TO the Head Office in London monthly. The Account Sales and the account 
of the remittances to Ceylon are kept in sterling. 

What method would you adopt for dealing with the two currencies employed 
when writing up the Head Office books ? (London Chanther of Commerce.) 

^^36. Convert the following Trial Balance into sterling, and write up the 
accounts in the Head Office and Branch books, giving the Journal entrie.s 
in each case. 


CHICAGO BRANCH TRIAL BALANCE 


3Ist Dec., 19 — Dr, Cr, 




! 

1 

I 

Dols. 

M 

Dols. 

Cts, 

Fixtures and Fittings . 


1 

• • I 

5,212 




Bills Receivable 


1 

U,832 




Sundry Debtors 



19,682 

56 



Sundry Creditors . 


• • : 



4.741 

30 

Stock, 1st Jan. 


^ 1 

10,351 

ESI 



Purchases 



36,930 

64 



Sales .... 





67,500 

50 

Discounts Allowed 



1,250 

68 



Discounts Earned . 

• 

! 



594 

96 

Sundry Expenses . 


• 9 

2,767 

Pi 



Wages and Salaries . 



6,825 

iigll 



Kent, Rates, Taxes, and Insurance 


1,451 

12 



Bad Debts . 



878 

58 



Depreciation . 



256 

64 



Cash in hand 



910 

50 



Cash at Bank 


• • 1 

9,121 

14 



Head Office A/o, 1st Jan. 


• • 



64,134 

90 

Kemittances to Head Oflice 


■ 

29,500 

■— 



**' 



1136,971 

66 

9 136,971 

IT 

Stock, Slst Dee., $10,510. 








Rate of Exchange at date of last balancing (31st Dec.) . 4*87 

„ this Slat Dee. (current rate) * . 5-04 

, Average Rate for Year . . , , * . • 4*96 

* Rate when Fixtnres were putdiased , . . . 4^87 

In the Head Ofilce bbdka the Branch Account and the Remittances 
2$; lOd- ^ 7#. 4d. respectnrely. 
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37. From the following Trial Balances prepare Balance Sheet of the Brasil 
Trading Co., Ltd., as at 31st Dec.. 19. 


PARA TRIAL BALANCE 


31st Dec., 19. . Dr, Cr. • 





Milreis 

Milreis 

l^ndon Office A/c (;{19,625 Os. lOd.) 
Furniture and Fixtures 



8,348 

308,412 

Sundrv' Debtors ..... 
Sundry Creditors .... 



178,924 

31,900 

Stock-in-Trade 

Cash at Bank 

Profit and I-oss A/c (net profit for year) 



177.840 

20.680 


43,480 




385,792 

385,792 


LONDON TRIAL BALANCE 


31st Dec.. 19.. Dr. Cr, 


Post Office A/c (Remittances thereto 

i 

s. 

d. 

£ 

s. 

d. 

at actual rate.s) .... 
Share Capital A/c (40.000 Shares of 

19,625 


10 




£1 each, lOs, share paid up) , 





- 

- 

Cash at Bank .... 

Profit and I.x*s,s A/c (balance 1st Jan.) 

915 

13 

4 

540 

14 

2 


i £20.540 

14 

2 

mm 

1 

2 


Rate at 'date of last balancing (31st Dec.) 
Kate this 31st Dec, (current rate) . 

Average Rate for Year 

Rate of day when Fixtures were purchased 


16d. per milreis 
15.Jd. 


I5d. 




16d. 


38. SHANGHAI TRIAL BALANCE 


31 ST Dec., 19. . Dr. Cr. 




Taels 

Taels 

Head Office A/c. tst ^n. 

• « • • 

19,000 

92,713 

Remittances to Head Office , 

• • • • 


Stocki 1st Jan. . . . , • 

Freehold Land and fiuiMings (Rate on date of 

13.106 


Purchase, 3s. 4d.) « 

• j{ • • ' • 

18.000 


Purchases ; • • • 

• 

43.040 


Sales « , • » 



68,002 


Carried forward , 

93,1.46 

.160,715 
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SHANGHAI TRIAL BALANCE— (ronfr? ) 


3Ist Dfx., 19.. Dr, Cr. 



T aels 

Taels 

Brought forward . 

Sundry Debtors 

Sundry Creditors ...... 

Fixtures and Fittings (Rate on date of Purchase 3s.) 
Carriage and Freight Inwards .... 

Salaries ........ 

Rates and Taxes ...... 

Sundry Ex]5cnses ...... 

Cash in Hand 

Cash at Bank ....... 

Plant & Machinery (Rate on date of Purchase 3s. 6d.) 

^^Vages 

Depreciation ....... 

93.146 

26.780 

6,333 

2.631 

2,908 

669 

365 

139 

13,644 

18.000 

8.328 

2.526 

160,715 

14,754 

Stock, 31st Dec., 11,588 taels. 

175.4vS9 

175. 'Iu9 


Convert the above Shanghai Trial Balance into sterling, and dra-'v up the 
final accounts, making the necessary Journal entries to record the particulars 
in the Head Office books. Show also the accounts in the Hoad Office and 
Branch Ledgers. 

Rate of Exchange last 31st Dec. , . . 2s. lOd. per tael 

t, this „ (current rale) . 3s. 6fl. 

Average Rate for Year 3s. 2d. ,, 

The Branch A/c, and the Remittance? from Branch, appear in tluj Hoad 
Office books as ;{1 5,270 2s, 6d. and £2,850, respectively. 


39. (a) From the following Balance Sheet and summary of transactions 
wr.tc up th<'- foreign books and baloiice them, and show also the record - in the 
Loudon books. The Revenue items arc converted into sterling at the av':rage 
raft; of exchange for each month. The Stores Account is kept both in currency 
ami standard (18d.) dollars. 


BRANCH BALANCE SHEET. 31st Dec.. 19.. 


Liabilities 
Sundry Creditors 
London Office A/c 


$ 

. 15.000 

. 95,000 


A ssets 

Bank Balance . 
Sundry Debtors 
Stores on Hand 


1110,000 


Rate of Excliange, 31st Dec., $ a= 9Jd. 


$ 

10,000 

40.000 

60.000 

$110,000 


SUMMARY OF TRANSACTIONS FOR JANUARY 


Stores received from London @ 9d. 
„ purchased locally 

„ used on Revenue A/c 

«» It Capital A/c • « 


£1,000 

‘stcl. $6,000 
Std. $4,000 


5 

3.000 
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( /robs Revenue earned ...... 40,000 

Wages paid on Capital A/c sioOO 

I. II I, Revenue A/c 8,000 

Trade Expenses accrued ...... 6,000 

Cash received from Debtors ...... 40^000 

Cash paid to Creditors ...... 16]000 

Average Rate of Excliange ...... 'Od. 

Remittance to Head Office (Sterling bills on London) — 

$12,000 @ lOJd. on 27th Jan. 

Rate of Exchange, 31st Jan., lOd. 


(6) Re-work the previous exercise, (a) using two sets of books. Gold Books 
l.L'pt in standard (18d.) dollars, and Paper ^oks kept in currency dollars, 
and show the records in the London books. 


REVISION EXERCISE XIX 
1. Journalize the following transactions — 

W. Smith commenced trading on 1st January, paying to his Bank (the 
London and National Bank) on that day the sum of ;£1,000 as his Capital. 

Jan. 2. Ho bought goods from X & Co., for which he received invoice 
amounting to £362 Is. 8d., and gave a bill for that amount. 

Jan. 3. Having received an invoice from the H.B.C. Funiishing Co. for 
£131 10s, for office furniture, he paid by cheque, deducting S per cent 
discount. 

Jan. 3. He bought goods from the London Trading Company amounting 
to £271 6s, 3d. ; on receiving the goods he found that they were not ur 
sample and arranged that he sliould return part amounting lo £5* 6s. 
He ])aid for the balance by cheque on his bank. 

4, To oblige his friend, H. Jones, he advanced him £50 by cheque, 
receiving a bill for £55 payable in three months* time. 

J an. 5. Me gave his clerk cheque for £10 for petty cash, 
an, 6. He sold to George & Co. goods for £220, for which they paid in 
cash, deducting 2) per cent discount. 

Jan. 7. He bought goods on credit from W. and H. Johnson amounting 
to £862 11s. Id. 

Jan. 8. He drew cheque on his bank for £20, being £3 one week's salary 
to his clerk and £17 for his private use. 

Jan. 9, He sold goods to A. Murray & Co., for £71 6s. 2d., receiving their 
cheque in payment, which he paid in to his bank. 

Jan. 10. His clerk paid the sura of 15s. out of petty cash for stationery. 
Jan. 11 Messrs. A. Murray & Co.'s cheque was returned unpaid by the 
bank. {Civil Service, Second Division Clerks.) 

2. Explain what is .meant by discounting a bill/' " posting a ledger," 
taking out a Trial Balance," and explain the difference between a " Trial 
Balance " and a " Balance Sheet." {CivU Service, Secondd)ivision Clerks.) 

Ht- 

3. I lent Mr, James Price on I8th J^uaty the sum of £100, he giving me as 
security his bill for that amount plus 5 per cent interest for throe months. 
Make out the bill and state on what date Mr. James Price must pay it. Show 
the entries necessary to'ljc made in Mr. Price's journal to record the transaction. 
Service, Second Division Clerks.) 
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4. Define an “Account Current/' and make out such an account for North 
& Co. in respect of the following transactions with East & Co . — 

Sept. 16. Goods sold to East & Co., ;fl00, due 1st Oct. 

Oct. T. Keceived cash from East & Co., £45. 

,, 21. Goods bought of East & Co., £250, due 1st Dec. 

Nov. 1. Paid to East & Co., cash, £165. 

Dec. 1. Paid to East & Co., cash, £150. 

5. Goods bought of East & Co., £250, due Jst Jan. 

„ 10. Goods bought of East & Co., £110, due 1st Jan, 

Jan. 1. Paid cash to East & Co., £300. 

.. 9. Goods sold to East & Co., £10, due 1st Feb. 

The account to be made up to 1st February. Intcrc-.t to be at 6 per cent, 
which may be calculated by months instead of days. (Chartered A ccomitants,) 


5, Mr. Arthur Wilson, finding his business increasing, arranged to take into 
partnership Mr. Henry Day. 

Wilson's assets and liabilities were as follows — 


Assets 

Freehold Factory 
Machinery . 

Stock 

Book Debts 
Bills Receivable . 
Cash in Hand 


Mortgage on Factory 
Sundry Creditors 


i 

s. 

d. 

Assets 

£ 

s. 

d. 

2,500 

— 

- 

Balance at Bank 

120 

18 

10 

1,200 

- 

- 

Office Furniture . 

72 

.3 

4 

721 

4 

6 

Sundry Expenses paid 




1,452 

8 

9 

in advance 

42 

— 


212 

17 

3 

Loan to J Smith 

100 


— 

8 

4 

1 






Liabthties 




1,000 

- 

- 

Bills Payable 

4IG 

15 

.. 

826 

5 

7 






The difference between his assets and liabilities is his capital. 

Henry Day is to pay Wjl.son the sum of £1,000 as premium and to put in 
the sum of £1,500 as his capital in cash. 

Wilson puts the amount of the premium into the business as further capital. 
Make out a Balance Sheet showing the position of the firm after these 
arrangements have been carried out, {Civil Sen^ice, Second Division Clerk !> ) 


6. You are required to make the necessary Journal entries to adjust the 
following matters — 

(a) An investigation of the accounts ol a defaulting cashier discloses that 
£318 4s. 6d. has been received by him from ihe firm's debtors, and £10 
I2s. 4d. for cash sales, and that he had paid £6 8s. 4d. for goods, £66 5s. 4d. 
to Creditors (net), discount deducted having been £1 ISs, 9d. No entries 
^ of these items had been made in the books* Petty cash expenses book shows 
that there is £5 3s. 6d. due to him. 

ip) An amount of £95 standing to the debit of A. Brown you find is a 
payment foe 2 hqrses and a cart. 

(c) Goods sold of the value of £100 are packed, and the invoice for their 
sent to the purchasers. Stock-taking intervenes, and the parcel of good: 
is not dispatched, but is included in the stock figure. This is, however, 
discovered before the year’s accounts are finally drafted. 

(d) A disoConted acceptance for £100 realises in cash. You find that 
the customer flrom whom the acceptance was received has been credited 
^th£95. {CMl Service, Second DivUUmCUfhs.) 
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7. Whitts, Gratton Sc Co/s Balance Sheet on 31st December showed the 
ffjllowiiig Assets and Liabilities — 

Land and Works . . 146,^00 Cash at Bankers and in Hand 6,500 

Stock and Work in progress 140.200 Bills Receivable • * . 7,000 

Ualents, Licences, etc. . 10,000 Creditors . . . , 71,200 

Book Debts . . . 75,000 


A Limited Company was formed with a Share Capital of ;£300,000, divided 
into 150,000 Ordinary and 150,000 £1 5 per cent Preference Shares, and 
it Debenture Capital of 1,000 £100 4 per cent Debentures, and took over the 
assets of the firm, except cash and bills, and accepted the liability to creditors, 
for the consideration of £350,000, payable in 50,000 fully paid Ordinary and 
50,000 fully paid Preference Shares and 500 Debentures, and the balance in 
cash. 

A prospectus was issued and the balance of the Shares and Debentures was 
(offered to the public as follows — 


Payable 

On Application 
On Allotment . 
On First Call . 
Oji Second Call 


Per Share Per Debenture 


. 2s. 6d. 
. 7s. 6d. 
. 5s. Od. 

. 5s. Od. 


20 per cent 
30 

25 ., 


All the Shares and Debentures were applied for and were allotted, and 
I^ayments were made when due. 

Make the necessary entries in the Company’s books recording the transac<- 
tions and the discharge of the indebtedness to the vendor firm, and show how 
the Balance Sheet of the Company will appear. (Chartered Accountants.) 


8. Prepare a Ledger account showing the sum due, after inairing under- 
mentioned apportionments, to the Vendor of a property, the sale price of 
which is £800, 'The date lor settlement is Ist February, 19- , , but completion 
of the purchase is made on 15th February, 19. . , 5 per cent interest being 
cliargcable in the meanwliilc. 

Schedule ** A *' tax for the year ending 5th Apnh 19. . , amounting to 
£2 I2s. 6d. and Land Tax for the year ending 25th March. 19. . , amounting 
to 9s. 6d. had been paid by the Purchaser who occupied the premises. The 
rent was £56 per annum, and was paid up to the previous 25th December, 19. . . 
1'he Fire Insurance Premium for the year ending 25th March, 19, . , amounting 
to 12s., had been paid by the Vendor. A ground rent of £5 per amxuin on the 
property payable in advance for the year ending 31st December, 19.., had 
been paid by the Vendor. (Civil Service, Second Division Clerks.) 


9. The following is the Balance Sheet of A, B, A C on 3lst December — 


Liabilities 

i 

Creditors . 

2,000 

Bank Loan 

500 

Bills Payable , 

500 

A— Capital , 

. 2,500 

Capital 

. l.S(^ 


;i7.000 


Assets 

£ 

Cash . . . 

. 500 

Stock 

2,000 

Plant and Tools 

* 2,000 

Sundry Debtors 

. 1,000 

Bills Receivable 

1,000 

C->CapitaL overdrawn 

• 500 


£7,000 
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C is insolvent, but hia partners recover from his private estate £2^0. It 
is decided to wind up the partnership, and the assets realize: Cash £500, 
Stock, £1.600, Plant and Tools £1,500. Sundry Debtors £750, Bills Receivable 
£700. Profits and Losses are divided equally. What would be the position 
of each partner's account on the winding-up of the partnership in accordance 
with the Partnei-ship Act, the costs of realization amounting to ^50 ? 
(Chartered Accountants.) 


10. On the dissolution of the partnership of R, S, and T, the followng is 
a suininary of the state of their accounts— 


Sundry Assets, which 
realized 

T*s Capital A/c, over- 
drawn . 

Subject to Interest at 
6% per annum, six 
months owing 


Dr. 

£ s. 

21,050 - 
750 - 

22 10 


£21,822 10 


d. 


Cr. 

i 


Sundry Liabilities 

5.500 

- 

S's Capital A/c 

7.000 


R's Capital A/c. 

11,000 

- 

R*s Balance of Un- 



drawn profits, and 
Loan A/c 

2,100 

- 

Subject to Interest at 



6% per annum, six 
months owing 

63 

- 

• 

£25,603 


The partnership agreeint*nt provides for profits and losses to be shared as 
follows: R (a limited partner) onc-fourth, S one-half, and T one-fourth. 
Adju.st the partnership accounts, and show the position of each partner in the 
wiiidiiig-up. (Chartered Accountants.) 



CHAPTER XX 


BANKRUPTCY, STATEMENT OF AFFAIRS, DEHCIENCY 
ACCOUNT. TRUSTEES’ ACCOUNTS 

Bankruptcy Laws and their Objects. The law that governs bank 
ruptcy proceedings is the Bankruptcy Act, 1914, which is a con- 
solidation of the Bankruptcy Acts, 1883 and 1890, and of the 
bankruptcy part of the Bankruptcy and Deeds of Arrangement 
Act, 1913, and came into operation as on the 1st January, 1913. A 
more recent Act relating to bankruptcy is the Bankruptcy (Amend- 
ment) Act, 1926. The object of bankruptcy laws is to extricate a 
debtor who has become hopcUtssly involved in financial difficulties 
by distrilmling his estate equitably among his creditors, and releas- 
ing him from all further liability in respect of his past debts. 

^urts of Bankruptcy. Proceedings must be taken in the County 
Court of the district in which the debtor has resided or carried on 
business for the longest period during the six months preceding the 
l.iankruptcy. ’The County Com t must be one of those that have 
had bankruptcy jurisdiction conferred upon them. If the debtor 
is resident in the metropolitan district, or abroad, or if his residence 
is unknown, then proceedings may be taken in the High Court. 
The Board of Trade has important powers in controlling and super- 
vising bankruptcy proceedings. (Sections 96, 97, and 98.) 

Persons who may be made Bankrrqit. Any person v. ho has the 
capacity to contract may be made bankrupt. An infant cannot be 
made bankrupt. A married woman who carries on a trade or busi- 
ness can now be made bankrupt, whether she is carrying on busi- 
ness separately from her husband or not. Companies registered 
under the Companies Act, 1929, cannot be made bankrupt ; they 
must be wound up. Partnerships, and also limited partnerships, 
can be made bankrupt. A deceased debtor cannot be made bank- 
rupt, but his estate may be administered in bankruptcy. fSections 
123, 126, 127, and 130.) 

Acts of Bankruptcy. An Act of Bankruptcy is an act or default 
on the part of a debtor deemed to be evidence of his insolvency, 
and one which enables a creditor to present a petition against 
liim in the Bankruptcy Court. By Section 1 of the Act, a debtor 
commits an act of bankruptcy in each of the following cases — 

(a) If in England or elsewhere he makes a conveyaiiL.c ur assignment 
of his property to a trustee or trustees for the benefit of his ert’ditors 
gcncnilly ; 

(b) If in England or elsewhere he makes a fraudulent conveyance, gift, 
delivery, or transfer of his property, or any part thereof : 

(c) If in England or clscwlicrc he makes any conveyance or transfer of. 

779 
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his property, or any part thereof, or creates any charge thereon, which 
would under this or any other Act be void as a fraudulent preference if he 
were adjudged bankrupt, 

{d) If With intent to defeat or delay his creditors he does any of the 
following things, namely, departs out of England, or being oat of England 
remains out of England, or depaits from his dwelling house, or otherwise 
absents himself, or begins to keep house 

(e) If execution against him has been levied by seizure of his good** 
under process in any action m any Court, or m any ci\ il proceeding m tb« 
High Court, and the goods have been either sold or held by the shetii! lot 
twenty-one days, 

(/) If he hies m the Court a declaration of his inabihty to pay his debts 
or presents a bankruptcy petition against himself , 

(g) If a creditor has obtained a fin^ judgment or final order against him 
for any amount, and, execution thereon not having been stayed has served 
on him in England, or, by leave of the Court elsewhere, a bankruptcy notice 
under this Act, and he does not, within seven days after service of the notice 
m case the service is ejected in England, and in case the service js cifccte<l 
elsewhere, then within the time lumted m that behalf by the order givin,. 
leave to effect the ser\ ice, either comply with the requirement of the noUc 
or satisfy the Court that he has a counterclaim, set off, or cross demam 
which equals or exceeds the amount of the judgment debt or sum orderer* 
to be paid, and which he could not set up in the action in whuh the 
judgment was obtained, or the proceedmgs m which the order was obtainc d 
(A) If the debtor gives notice to any of his creditors that he has susp< nded 
or that he is about to suspend payment of his debts 

By section 1 (2) — 

the expression a debtor, ' unless the context otnerwise impbes include:* 
any person, whether a Bntish subject or not, who at the time when any act 
of bankruptcy was done or suffered by him — 

(a) was personally present m England, or 

(b) oxdinanly resided or had a place of residence m England , or 

(c) was carrying on business in England personally, or by means of 
an agent or manager or 

(d) was a member of a firm or partnership i^hich earned cn iiusiness 
m England 

Bankruptqr Notice. By section 2 — 

A bankruptcy notice under this Act shall be m the prescribed form and 
shall require the debtor to pay the judgment debt or sum ordered tote 
paid in accordance with the terms of the judgment or order, or to secure 
or compound for it to the satisfaction of the ct^ior or the Couit and shall 
state the consequences of non-compliance with the notice, and shall be 
served in the prescribed manner 

4 

)’etition» Bankruptcy proceedings are commenced by the 
presentation of a petition for a Receiving Order to be made against 
the debtor, A petition may be made by the debtor himself, who 
must allege inability to pay his debts. By section 4 of the Act, 
a creditor is not entitled to present a banl^ptoy petition against 
a debtor imles$~ 

(a) The debt owing by the debtor to the petitioning creditor or, if two 
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or luorti creditors join in the petition, the aggregate amount of debts owing 
to the several petitioning creditors, amount to fifty pounds ; and 
(b) The debt is a liquidated sum, payable either immediately or at some 
certain future time ; and 

ic) The act of bankruptcy on which the petition is grounded has occurred 
within three months before the presentation of the petition ; and 

(d) The debtor is domiciled in England, or within a year liefore the date 
of the presentation of the petition has ordinarily resided, or had a dwelling- 
house or place of business, in England, or (except in the case of a person 
domiciled in Scotland or Ireland, or a Arm or partnership having its principal 
place of business in Scotland or Ireland) has earned on business in England, 
personally or by means of an agent or manager, or (except as aforesaid) 
is or within the said period has been a member of a firm or partnership of 
l>ersons which bac carried on business in England by means of. a parmer 
or partners, or an agent or manager. 


If the debtor is the petitioner, the Court will make the Order at 
once, unless it is mei'ely an attempt on his part to evade a committal 
order. If the petition is made by a creditor, a copy must be served 
on the debtor, and not less than eight days after such service the 
Court will hear the petition. It may then cither make the Receiving 
Order or dismiss the petition as it thinks lit. Wlioever presents the 
petition must pay the stamp duty of £5, and make the deposit oi 
£5 for fees required by the Bankruptcy Rules. 

Receiving Ord^. If the Court is satisfied as to the alleged act or 
acts of bankruptcy on the part of the debtor, it willfortlnvith make 
a Receiving Order against him, and this fact will be duly advertised 
in the Gazette. The effect of the Receiving Order is to conf-thiue 
the Official Receiver the receiver of the debtor’s proptiiy, and to 
stay any proceedings against the debtor by the unsecured creditors. 

Fraudulait Preference. Mention has previously been made that 
a fraudulent preference constitutes an act of bankruptcy. Section 
44 deals with a fraudulent preference as follows — 


E\ er>' conveyance or transfer of property, or charge thereon made, every 
payment made, every obligation meurred, and every judicial proceeding 
taken or suffered by any person unable to pay his debts as th^y become due 
from his own money in favour of any creditor, or of any person in trust 
for any creditor, with a view of giving such creditor, or any surety or 
guarantor for the debt due to such creditor, a preference over the other 
creditors, shat), if the person making, taking, paying or suffering the same 
is adjudged a bankrupt oh a bankniptcy petition presented within three 
month? after the date of making, taking, paying or suffering the same, he 
deemed fraudulent and void as a^inst the trustee in the bankruptcy. 

’^StatecMttt of Aif«ieik.,?Thds is the statement of an insolvent 
debtM%> prepved for submission to the 

Official Recover and creditors Particiilars are given, in an inner 
column, of aU seeored debts and of the securities in connection with 
them. The assets available for the genoal creditors are estimated 
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at their realizable value and placed on one side of the statement ; 
the liabilities to be paid out of these assets are placed on the other 
side. The excess o^ the liabilities over the assets then shows the 
estimated deficiency. The Statement must be submitted within 
three days of the Receiving Order if made on the debtor's petition, 
or within seven days if made on a creditor’s petition. It must also 
be prepared on the official forms. (Section 14.) 

Meeting of Creditors. The creditors meet to discuss the State- 
ment of Affairs submitted by the debtor, together with the Official 
Receiver’s observations on it. They may resolve (Section 13) — 

(1) To accept a composition in satisfaction of llu-ir debts. 

(2) To agree to a scheme for the arrangement of the debtor’s affairs. 

(3) That the debtor shall be adjudged bankrupt ; that a tru.stee be appointed 
to administer the estate; that a committee of inspection be appointed to 
assist the trustee. 

In each case the consent of the Court is necessary. If either 
of the first two courses is approved, the Receiving Order is rescinded. 
In the last case the debtor is adjudged bankrupt by the Court, and 
notice tlicrcof advertised in the Gazette. Almost without exception, 
a debtor against whom a Receiving Order has been made is required 
to undergo a public examination. 

Composition. This is a legal arrangement between a debtor and 
his creditors, wlicreby each creditor agrees to accept a part of hi.s 
dcl)t in full settlement of the whole of it. 

Deed of Arrangement. Tliis is a deed embodying an arrange- 
ment arrived at between a debtor and his creditors to assign all 
his property to a trustee for their benefit, to pay them by instal- 
ments, or to compound with them. Such a deed is governed by 
the Deeds of Arrangement Act, 1914. It enables a debtor to escape 
the publicity and stigma of the Bankruptcy Court; while the 
creditors obtain a larger dividend, as the expenses consequent on 
bankruptcy are avoided. Such an arrangement, however, con- 
stitutes an act of bankruptcy, and a dissentient creditor may 
present a bankruptcy petition against the debtor founded on the 
deed. Should the debtor be declared bankrupt within three months 
of the execution of the deed, the latter becomes void against the 
trustee in bankruptcy;. Owing to this contingency, the trustees 
under such deeds gcrierally allow three months to elapse before 
.djstnbuting any of the assets realized. 

* Committee of Inspection. This is "^a small number of creditors, 
not more than five and not less than three, appointed by the whole 
body of creditors to supervise the winding-up of a debtor's or com- 
pany's affairs under the trustee in bankruptcy, liquidator, or 
Official Receiver. When there is no committee of inspection, its 
functions are exercised by the Board of Trade, 

Public Examination. The examination is held in open Court as 
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soon as possible after the debtor has furnished his Statement of 
Affairs, unless the Receiving Order has been rescinded. Questions 
may be put to the debtor, by either the OfE^cial Receiver or the 
creditors, as to his conduct, his business affairs, and his property. 

Discharge. When the public examination is concluded, the deb- 
tor may apply to the Court for an order of discharge. TTie Court 
has power to grant it, refuse it, or to suspend it for a time, as it 
thinks fit, taking into consideration all the circumstances of the 
case. By Section 26 (2), the Court must refuse the discharge in 
all cases where the bankrupt has committed any misdemeanour 
under the Bankruptcy Acts, or in connection with his bankruptcy, 
or any felony connected with this bankruptcy (unless for special 
reasons the Court otherwise determines). It may also (1) refuse 
the discharge, (2) suspend it for not less than two years, or (3) 
suspend it until a dividend of 10s. in the £ has been paid to the 
creditors, or (4) require the debtor, as a condition of his discharge, 
to consent to judgment being entered against him for the unsatis- 
fied balance of the debts proved in the bankruptcy, on proof of any 
of the following facts — 

(a) That the bankrupt's assets are not of a value equal to ten shilling? in 
the pound on the amount of his unsecured liabilities, unless he satisfies the 
Court that the fact that the assets are not of a value equal to ten shillings in 
the pound on the amount of his unsecured liabilities has arisen from circum- 
stances for which he cannot justly be held responsible; 

{b) That the bankrupt has omitted to keep such books of account as are 
usual and proper in the business carried on by him, and as sufRcieiir’y 
close his business transactions and financial position within years 

immediately preceding his bankruptcy ; 

(c) That the bankrupt has continued to trade after knowing himself tc. be 
insolvent ; 

(d) That the bankrupt has contracted any debt provable in the bankruptcy 
without having at the time of contracting it any reasonable or probable ground 
of expectation (proof whereof shall lie on him) of being able to pay it ; 

(e) That the bankrupt has failed to account satisfactorily for any lo.ss of 
assets or for any deficiency of assets to meet his liabilities ; 

(/) That the bankrupt has brought on. or contributed to, his bankruptcy 
by rash and hazardous speculations, or by unjustifiable extravagance in living, 
or by gambling, or by culpable neglect of his business affairs; 

(g) That the bankrupt has put any of his creditors to unnecessary expense 
by a frivolous or vexatious defence to any action properly brought against 
him ; 

(/i) 'That the bankrupt has, within three months preceding the date of 
the receiving order, incurred unjustifiable expense by bringing a frivolous or 
vexatious action : 

(») That the bankrupt has, within three months preceding the date of the 
receiving order, when unable to pay his debts as they become due, given an 
undue preference to any of his cmitorsf 

(j) 'That the bankrupt has, within tliree months preceding the date of the 
receiving order* incurred lial^lities with a view of making his as^ts equal to 
ten shillings in the pound on the amcMnt of his unsecured liabilities ; 

(A) That the bankmpt has, on any previous occasion, been adjudged bank- 
rupt, or made a composition or arrangement with his creditors ; 
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{1) That the bankrupt has been guilty of any fraud or fraudulent breach of 
trust. 

^ect ol .0^^ of Discharge. As soon as the debtor has 
obtained his order of discharge, he is released from all debts prov- 
able in the bankmptcy. except — 

1. Debts to the Crown. 

2. Debts incurred through fraud, or through a fraudulent breach 
of trust. 

3. Judgment debts in an action for seduction, in affiliation pro- 
ceedings, or in a matrimonial cause. (Section 28.) 

Undischarged Bankrupt. This is an insolvent debtor who has not 
siicceeded in obtaining his discharge. By Section 155 — 

Where an undischarged bankrupt — 

(а) Either alone or jointly with any other person obtains credit to the 
extent of ten pounds or upwards from any person without informing that 
person that he is an undischarged bankrupt ; or 

(б) Engages in any trade or business under a name other than that under 
whi<^ he was adjudicated bankrupt without disclosing to all persons with 
whom he enters into any business transaction the name under which he was 
adj udged bankrupt ; 

be shall be guilty of a misdemeanour. 

The maximum penalty, under Section 164, is two years’ im- 
prisonment, with or without hard labour. 

Annulment of Adjudication. The Court has power to annul any 
Receiving Order that has been made on improper grounds. Where 
a bankrupt subsequently makes a satisfactory arrangement with 
his creditors, or afterwards pays his debts in full, the Court may 
annul the bankruptcy. If tUif happens, the debtor is restored to 
Ills original position before the bankruptcy proceeding. 

Joint and Separate Estates. By Section 33 (6) it is enacted as 
follows — 

In the case of partners, the joint estate shall be applicable in the first 
instance in payment of their joint debts, and the separate estate of each 
partner shall m applicable in the first instance in payment of his separate 
mbts. U there is a surplus of tiie separate estates, it shall be dealt with os 
part of the joint estate. If there is a surplus of the jefint estate,.it shall be 
dealt with as part Of the respective s^arate estates in proportion to the right 
and interest ol each partner in the joint estate. 

SmaXL Bankruptcies. By Section 129, it is enacted — 

Where a petition is presented by or against a debtor, if the Court is satished 
by affidavit or otherwise, <)>r the Official Haceiv^ lepcfrts to the Court that 
the propetty of tbe debtor is not lilmly to exceed in value three hundred 
pounds, the Court may make an order the debtor's estate be administered 

m a summary manner, and thereupon the provUtons of this Act shall be 
subject to the fofiowiiig medications^ 

(i> If the debtor is adjudged bankrupt, tiie Official Receiver shall be toe 
trustee in tim banknipt^ ; 

(4) There shaU be nb committee of inspection, but the Official Receiver 
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may do, with the permission of the Board of Trade, all things which may 
be done by the trustee with the permission of the committee of inspection ; 

(tii) Such other modifications may be made in the provisions of this 
Act as may be prescribed by general rules with the view of saving expense 
and simplifyhig procedure; but nothing in this section shall permit the 
modification of the provisions 'of this Act relating to the examination or 
discharge of the debtor. 

ITovided that the creditors may at any time, by special resolution, resolve 
that some person other than the Oflicial Receiver be appointed trustee m 
the bankruptcy, and thereupon the bankruptcy shall proceed as if an order 
for summary administration had not been made. 

Administration Order. In small cases of insolvency, where the 
total liabihties do not exceed £50, baiikraptcy proceedings are not 
ix)ssib!c, and the Court is empowered to make an Administration 
Order, and compel the debtor to pay the whole or a portion of his 
ilebts either at once, or by stated instalments, out of his earnings. 
(B..\. 1883, Section 122, whicli is not repealed by the 1914 Act.) 

Keeping Books. Unless a debtor can show his habilities do not 
exceed £500 on the occasion of his first bonkiiiptcy (subsequent 
bankruptcies £100), or the omission was honest and excusable, 
failure to keep books amounts to misdemeanour. (Bankruptcy 
(Amendment) Act, 1926.) 


STATEMENT OF AFFAIRS 

Official Forms. On pages 786 to 792 will be found reduced fac- 
similes of the prescribed forms. Lists A to K, List L, and Fioat 
Sheet (or Statement). Each list has to be signed by tin- debtor and 
dated, thus — 

Signature 

Dated 19.... 


List “ A,” Unsecured Creditors. On this list appear the names 
of all cash and ttade o^itors who have merely a claim upon the 

f eneral assets of the estate. Creditors on Promissory Notes and 
(ills Payable are unsecured creditors, these documents not being 
documents of title. The balances of debts that exceed the prefer- 
ential limit (rent, wages, salaries, etc., as per Lists F and G) are 
also shown on this list. the printed form will be found notes 


respecting the treatment of contra accounts and the particulars 
required ci any bUls of exchange held by creditors. 

1* • ^ ^ A - 


names of credS^SS w 


Un this list appear tlie 
S^eiing security for their debts. 


su^ as a mortgage, <^ge, or Uen upon any property of the debtor. 
The holder of an absolute Bill Sale is also a secured creditor as 


regards the chattels mentioh^ thereih. Goods sent on approval, 
or oii sak or return, remain the {H'<:^[>erty of the owner miless they 
are in the order and disposition of the debtor (Sec. 38 (2) (c). and. 
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Re 


In the High Court of Justice 

In Bankruptcy 

No. 


or 19 


N.B.— You are required to fill up carefully and accurately this sheet, and the several sheets A, B, 
C, D, £, F, G, H, 1 , J, and K, showing the state of your affairs on the day on which the Receiving Ordrr 
was made against you, vis. — the day of 19 

Such sheets when fiffed up will ooustitute your atateBoent of affairs and must be verified by oath or 
declaratioo. 

STATEMENT OF AFFAIRS 

At 19 , date of Receiv i ng O rder. 

I Est i- 
, mated 
to pro- 
i dner. 

‘jC 

i 


Gross 

Liabili- 

ties 


Liabilities 

(as stated and estimated by 
Debtor) 


Unsecured creditors as per list (A) 


Creditors fully secured as 
per list (B) . . 

Estimated value of 
securities 

Surplus 

Less amount tnereof 
carried to sheet (Q . . 


Balance 

contra 


thereof 


to 

..£\ 


Creditors partly secured 
as p(*r list (C) 

Less cstiiuated value of 
securities 

Liabilities on Bills discounted other 
than Debtenr's own acceptances 
for value as m r list (D), vis.— 
On accoinmodation bills 
as Drawer, Acceptor, 
or Endorser .. » 

On other bills as Drawer 
or Endorser . . . „ 

Of which It is expected will 
rank against the estate for 

dividend 

Contingent or other lia- 
bilities as per list (E)£ „ „ 

Of which it is expected will 
rank against the estate 
dividend 


Creditors for rent, etc., 
recoverable by distress 
as per list (F) 
Creditors for rates, taxes, 
wages, etc., pa^Ue in 
full as piT list (G) . . 
Shf^riff's charges payable 
under Sec. 41 of the 
Bankruptcy Act, 1914, 
estimated at .. 


Deducted contra 


-I 


Expec- 
ted to 
Rank 
£ s. d, 


Assets 

(as stated and estimated by 
Debtor) 


Property as per list (II), viz. — 

{a) Cash at banker's 
(6) Cash in liand 

(c) Cash deposited with Solicitor 

for costs of petition 

(d) Stock-in-Trade (cost £ ) 

{e) Machinery 

(/) Trade Fixtures, Fittings, Uten- 
sils. etc 

(f) Farming Stock 

[h) Growing Crops and Tenant 

Right 

(t) Furniture 

(/) Life l\jli(‘in 3 . . . . . . 

(A) Other Property, viz.— 

Total as per lin (It) 

Book debts, as per list ( 1 ), viz. — 
Good . . 


Doubtful 

Bad 


iC 'i. 


Estinnated to produce . . 

Bills of exchange or other 
similar securities as per 
list ( J 1 . . . . £ tt tt 

Estimated to produce. . 
Surplus from spcuritif>s in the 
bands of creditors fully secured 
(per oootra) 


Deduct creditors for distrain able 
rent, and for referential rates, 
taxes, wages, ^eriff's Charges, 
etc. (per contra) 


Di^ciency explained in statement 
list (10 


fir 


1 of 

In tha County of make oath and say that the above statenient 

and tha several lists hereunto moaxed, marked A, B, C, D, B, P. G, H, 1 , J, and K, are, to the best of my 
knowledge and bellel, a full, ime, and oomi^ete statement of my affairs on tha date of the above-mentioned 
Receiving Order made against me. 
ffffulii af 
III the Coonty of 
thif, . day Of 


*9 . 1 


(Signature) 



LIST “A.” UNSECURED CREDITORS 




UST “C." CREDITORS PARTLY SECURED 
















LIST “E.” CONTINGENT OR OTHER UABILITIES 
Full particulars of all Liabilities not oth erwise Scheduled to be g iven here. 




V ^ s s I 


ii) 

K 

§, 

UsiH 

tn 'I 
OJ { 

gi 


*i3 •/> 

I! 

xS 


r 


«•§ 

3 


^’2 


Is 

3t3 


M 




V 6 
rtU 

Z 










LIST DEBTS DUE TO THE ESTATE 



O 



UST -K.'* DEFICIENCY ACCOUNT 



DEBTOR S REMARKS 
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do not form part of the bankrupt's estate. A banker may be aUo 
a secured cr^tor in respect of an overdraft, inasmuch as he has 
a lien on the securities in his possession, unless they have been 
deposited with him merely for safe custody. A creditor may 
realize his security and prove for the balance of his debt (if any), 
or he may smrender his security and prove for the whole of the debt. 
Should, however, the security in the creditor’s possession realize 
more than the amount of the debt, the creditor must liand over the 
balance for the benefit of the general creditors. Any estimated 
surplus from securities in the hands of fully s«K;uied creditors mint 
be shown on the assets side of the Statement of Affaii.'S. With 
mortgage securities, interest will be payable up to date of repay- 
ment ; for a mortgage is not a first charge in respect of principal 
and a second charge in respect of interest, but a joint charge in 
respect of both. Where there are first, second, or tliird charges on 
the same property in respect of different debts, the surplus from 
the first debt will be carried forward to the second, and so on. It 
should be noted that where the security does not belong to the debtor 
himself the creditor proves for the full amount. 

List “ C, ' ’ Creditors Partly Secured. This list contains the names 
of creditors who have a charge on some part of the debtor’s pro- 
perty which, when realized, will pay off only a portion of the debt, 
the balance of which must, therefore, rank against the estate for 
dividend. On the Statement of Affairs, the value of the security 
is deducted from the amount of the debt and only the balanc-*' 
extended. 

List ‘*D," Liabilities of Debtor on Bills Discounted Odier than 
his own Accq^itances for Value. The debtor’s own acceptances 
for value; ie, his ordinary Bills Payable, will be included in List 
" A.” On List “ D ” the debtor must furnish particulars of all 
unmatured bills of exchange to which he is a party cither as drawer 
orendorser. The accej>tor of a bill k, of course, the pereon primarily 
liable for payment, yet, if he nukes default, the liability attaches to 
every endorser and also to the drawer. All unmatui'ed Bills 
Receivable discounted with bankers or bill brokers, or endorsed 
on to creditors, must, therefore, bo entered on this list ; but only 
those that the acceptor is expected to ^shonour will be shown 
as liabilities of the estate ranking for dioidend, though the toAif 
will be^hown in the " Gross Liabilities ” column. 

Accommodation BiUs must also be shown on this List, but in a 
separate column. On these bills the debtor may be liible not only 
as drawer orendorser but also as accommodation accepter. He is 
not liable tb the drawer unl^s be has.shared the proceeds, but he 
is liable to any third party ^ho is a holder for value. Where tbb 
debtor is the acceptor, such bil& should be extended aS liabilities 
of the: estate.. Whem, however, he liable roemly as drawer pr 
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endorser, only those bills expected to be dishonoured should be 
shown as ranking against the estate for dividend. 

List “E,” Contingent or Other Liabilities.— On this list must be 
entered all liabilities as surety or guarantee for others, the balance 
due on shares not fully called up, liabilities in respect of any uncom- 
pleted contracts or a repairing lease, etc., loans for business purposes 
from the debtor’s wife, loans carrying by way of interest a share 
of profits, etc. 

Postponed or Deferred Creditors. Certain of the creditors enteied 
on List “ E ” are called postponed or deferred creditors, because 
their claims are not considered unless and until all the other creditors 
have been paid in full. These are — 

(1) Loans for business purposes from the debtor’s wife where the 
debtor is a sole trader. If the husband is a partner in a firm, and 
the wife has lent money to the firm, she can claim as an ordinary 
creditor. This postponement was formerly enacted by the Marrio<l 
Woman’s Property Act, 1882, section 3, but is now incorporated 
in the Bankruptcy Act, 1914, section 36 of which reads as foUows — 

(1) Where a married woman has been adjudged bankrupt, her hu.sband 
shall not be entitled to claim any dividend as a creditor in respect of any 
money or other estate lent or entrusted by him to his wife for the purposes 
of her trade or business until all claims of the other creditors of his wife 
for valuable consideration in money or money's worth have been sati.'sliecl 

(2) Where the husband of a married woman has been adjudged bankrupt, 
any money or other estate of such woman lent oi enlnisted by her to her 
hu.sband for tlie purpose of any trade or business carried on by him or 
otherwise, shall be treated as assets of his estate, and the wife shall not be 
entitled to claim any dividend as a creditor in re.spect of any such moiu'y 
or other e.statc until all claims of the other creditors of her husband fur 
valuable consideration in money or money's worth have been satisfied. 

(2) Loans for business purposes at a rate of interest varying with 
the profits. (Sec Partnership Accounts, page 304 (rf). ) 

(3) Amount due to seller of the goodwill of a business in ton- 
sideratiun of a share of the profits. Partnership Account.^, 
page 304 («). ) 

The last two arc governed by the Partnership Act, 1890, section 3, 
which enacts as follows — 

In the event of any person to whom money has been advanced by way 
of loan upon such a contract as is mentioned in the last foregoing section, 
or of any buyer of a goodwill in consideration of a share of the profits of the 
business, being adjudged a bankrupt, entering into an arrangement to pay 
his creditors less than twenty shillings in the pound, or dying in insolvent 
circumstances, the lender of the loan shall not be entitled to recover any- 
thing in respect oi his loan, and tlie .seller oi the goodwill shall not bo entitled 
to recover anything in respect of the share of profits contracted for, until 
the claims of the other creditors of the borrower, or buyer for valuable 
consideration in money or money's worth, have been satisfied. 

Scction^SS (9) of the Bankruptcy Act, 1914, expressly confirms 
this- 
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List “ F,” Creditots for Rent,, etc.. Recoverable by Distress. If 
the landlord i^Hstfains within three months before the date of the 
Receiving Order, he can be called upon to pay the preferential 
creditors out of the proceeds, becoming a preferential creditor him- 
«olf for any loss he thereby sustains. [Section 33 (4) .] Should he 
distrain after the commencement of the bankruptcy, he is only 
entitled to six months' rent, the balance ranking for dividend. (Sec- 
tion 35.) Gas, water, and electric light corporations often have 
power of distraint in respect of their particular charges, and would, 
in .such cases, also appear on this list. 

List “G,” Preferential Creditors for Rates, Taxes, and Wa^es. 
Section 33 (1) of the Bankruptcy Act, 1914, enacts as follows — 

111 tlic distribution of the property of a bankrupt, there shall be paid in 
priority to all other debts — 

(a) All parochial or other local rates due from the bankrupt at the date 
of the receiving order, and having become due and payaVjle \vilhin twelve 
TTumths next before that time, and all assessed taxes land tax, property or 
tax, assessed on the bankrupt up to the fifth day of April next be fore 
the dale of the receiving order, and not exceeding in the wluMc out' year's 
asse.ssment ; 

[h) All wages or salary of any clerk or servant in respect of services rendered 
to the bankrupt during four month.s before the date of the receiving order, 
not exceeding fifty pounds ; 

(a) All wages of any labourer or workman, not exceeding twenty*five pounds, 
whether payable for time or for piece work, in respect of services rendered 
to the bankrupt during two months before the date of the receiving order: 
Provided that, where any labourer in husbandry ha.s entered into a contra^.! 
for the payment of a portion of his wages in a lump sum at 1 . -id of the 

year of hiring, the priority, under this section shall extena to the whole 
of such sum, or a part thereof, as the Court may decide to be due under 
the contract, proportionate to the time of service up to the date of the 
receiving order ; 

(<i) All amounts due in respect of compensation under the Workmen's 
Compensation Act, 1906 (now 1925), the liability wherefor accrued before 
the date of the receiving order, subject nevertheless to the provisions of 
section five of that Act ; and 

(e) All contributions payable under the Unemployment Insurance Acts, 
by the bankrupt, in respect of employed contributors or workmen, in an 
insured trade during four months before the date of the receiving order. 

The foregoing debts shall rank equally between their.. selves and shall be 
paid in full, unless the property of the bankrupt is insuifficieht to meet them, 
in which case they shall abate in equal proportions between themselves. 

Subject to the retention of such sums as may be necessary for the costs of 
administration or otherwise, the foregoing debts shall be discharged forthwith 
so far as the property of the debtor is sufficient to meet them. 

By Section 34, the claim of an apprentice or articled clerk of a 
bankrupt for compensation for the nnexpired portion of his premium 
is a preferential debt. By . Section 130 (6) of the same Act, the 
funeral and testamentary expenses of a deceased insolvent are 
payable in full out of the debtor’s estate in priority t» all other 
debts. By the Friendly Societies Act, 1896, if the bankrupt is 
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officer of a friendly society, that body has a preference over his other 
creditors if he has property or money of the society in li^ possession. 
This is confirmed by the Bankruptcy Act, Section 93 (9). 

List “ H,” Property- On this list must be entered all tiie debtor’s 
lielongings in the shape of goods, money, real uid personal prop- 
erty wherever situate. The printed list sets out what details are 
lequired. Only those assets should be included here which are 
absolutely unfettered. Where assets are pledged or mortgaged as 
security for debts or loans, the assets appear under such debt or 
loan as ” Value of Security " on the liabilities side, and not on the 
Tssets side. The surrender value of the life insurance policy (if any) 
must be shown. Under " Other Property ” are included reversion- 
ary interests, leases, stocks and shares, jewellery, and, in the case 
of a partnership bankruptcy, the surplus (if any) from the partners’ 
separate estates. 

Property Retained by Bankrupt. By Section 38, the property of 
the bankrupt divisible amongst his creditors does not comprise the 
following — 

(1) Property held by the bankrupt on trust foi any other person ; 

(2) The tools (if any) of his tradi , and the necessary wearing apparel and 
bedding of himself, bis wife and children, to a value inclusive of tools and 
apparel and beddmg, not exceeding £20 in the whole. 

List “ 1,” Debts due to the Estate. As can be seen from the printed 
form, the debts have to be classified into good, doubtful, and bad. 
The doubtful debts have to be estimated, and the estimated value 
treated as an asset in the Statement of Affairs. The presctibed 
form contains a note respecting the treatment of contra accounts 
( f any) 

List Bills of Exdiange, Protuissoiy Notes, etc., Available 
as Assets. On this list must be furnished particulars of all bills 
of exchange, promissory notes, etc., held by the debtor. Such 
documents are, of course, handed over to the Official Receiver 
irumediatcly the Receiving Order is made. 

list ’’L," in Substitution for such of the Shepts Named A-J 
as will have*to be Returned Blank. The object of this list is 
to avoid, in the case of small bankruptcies, having to file a number 
of blank forms. The debtor fills in the letter oi each form, and 
wrifes the word " nil ” opposite to the forms that he returns 
blank. 

Front Siieet The totals of the various lists have to be transferred 
or cairied forward to the "Front Sheet" or summary. ll)is 
requites a bankruptcy stamp. Itie assets are entered as per 
the lists " H,” “ I,” and " J," H " being coined in detail; then 
foUews tlup stt||>his (it any) (r(»n securities in the hands of fully- 
sdi^ived cremtmrs; and the addition of these fom gives ^ total of 
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the gross assets The liabilities are entered from the lists *' A " to 
" E," and the proper amounts are extended into the column headed 
“ Expected to Rank ” The liabilities as per lists “ F " and " G," 
and the sheriff's charges (if any) are then entered, but only in the 
inner column, added up, and the total deducted from the total of 
the gross assets on the opposite side. The balance gives the totd 
of the net assets, and this total subtracted from the total of the 
Abilities ranking for dividend shows the estimated deficiency, which 
must agree with the defiaency shown m list " K " 


Example i. From the followmg particulars draw up the State- 
ment of Affairs to be furnished to the creditors of A. O. Love)oy — 


28th September, 19.. 

Uns 'curecl Creditors — 

BlhPdV^bV . , . . , . , 

Household . 

Trade Accounts .... 

Fully-secured Creditors (Uoldiug security estim<ited to produce 
/9 000) . . 

Liability on Bills Discounted, List D (£53 10s 4d of which is 
evpected to l^nk) ... ... 

Creditors for distrain I blc Rent , . . . 

Preferential Creditors for Rates. Taxes, Wages etc. 

C ash m Hand ..... ... 

„ at Bvnk . 

Slock-m-Tiad< ^estimated to produce £2,500) 

I urniture and Fixtures (estimated to produce £600) 

Household Furniture and Effects (estimated to realize £22v)) . 
Book Debts — 

trOod ... ... 

Doubtful v526 lls» 6d expected to produce half Bad, 
£487 14s lOd 
Bdls of Exchange. ro^kI 


£ s d 

18*>6 14 n 
128 16 10 
9,037 5 9 

8000 - - 

557 14 S 
100 

122 14 < 

^ i2 6 

60 "i Hr 
4 ObO 18 2 
1,080 12 9 
450 10 b 

2,t>78 15 4 


237 18 3 


(See page 798 ) 


Eacample 2. From the following p^ticiilars> piepare Statement 
of Affairs of Messrs, Rupert and l^rkin as at 30th June — 

Plant and Machinery, £30.000, expected to realize £25,000. Stock-m- 
Trade, £12,000, expected to produce £7.000 Patents, £5,000; ostiinated 
to reahze £3,000 Furniture and Fixtures, £625 11s €ki ; expected to 

e " ice £400 Cash m hand, £10 lls 6d at Bank, £120 16s^ 8d. Bdls 
\aac. £S>,5X4 lOs 6tl , all good Bills Payable, £4,^ 8s lOd 
£20,000, having a ffrst chaige on the Plaixt and Machmei^. iKabdity 1s>t 
awarded to injured workman under the Workmen's Compensation^ 

“V -ft, 










STATEMENT OF AFFAIRS 

OF RUPEKT AND LARKIN, 30TH June, 



ti!$ payable, ^4,035 8s. lod. ; Tra^e Ac</iu»ts, yC-5»056 X5s. ; .lint £310, Dama»'‘s to ^^o^kman, ^350. 
Bamagssr-to \Vorkman, £100; Tax«, £85; Wagt's and Sa!ari'«, £8c x6s. 6d.. 
ate allows <£19,730 — £3^,857) its. lo the £, to e.xpc.t cs ol winding up. 
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Act. 1S06, ;£430, not covered by insurance. Creditors, ;£3S,056 15s,, £S,000 
of wbicli has a second charge on the Plant and Machinery. Rent owing 1 year, 
jf620. Rates and Taxes, 1 year. £85. Preferential Wages and Salaries, £80 
16s. 6d. Book Debts, £10,816 14s. dd. ; good, £7,068 10s. 6d.. subject to 5 per 
cent cash discount ; doubtful. £2,020 16s. 8d., expected to produce 25 per cent; 
and the remainder bad. Liabdities on Bills Discounted, £1,856 Us. 4d., of 
uhich £104 18s. 8d. is expected to rank. L. Larkin's private estate shows an 
expected surplus of £60, and R Rupert's a deficiency of £146. 

How much in the £ does the estate show? (See page 799.) 

Difference between a Statement of Affairs and a Balance Sheet* 
This is a favourite examination question, and the student should, 
therefore, carefully note the four principal differences — 

(1) A Balance Sheet is prepared from the figures in the books and 
shows, on the assets side, the whole of the assets including such 
items as are being carried forward to be written off in subsequent 
years; a Statement of Affairs shows only those ''free** assets 
that are available for the general creditors, assets mortgaged or 
pledged as security for debts being shown underneath the debts 
themselves. 

(2) A Balance Sheet shows the book value of the assets; a 
Statement of Affairs shows their estimated realizable value as well. 

(3) In a Balance Sheet, the preferential creditors are included 
in the total of the liabilities; in a Statement of Affairs, they arc 
deducted from the assets. 

(4) A Balance Sheet shows a trader's capital, profit or loss, and 
drawings ; a Statement of Affairs excludes these items. 

DEFICIENCY ACCOUNT 

Object and Contents. The object of this form. List “K," is to 
explain the deficiency as shown in the Statement of Affairs, i.e. to 
show by means of figures how it has been brought about. Staj ting 
from a given date — at least twelve months before the date of 
the Receiving Order—the initial capital (if any) should be shown 
on the one side, and all subsequent trading profits and any other 
sources of income. On the other side should be detailed trading 
losses, losses by bad debts, and all expense's or losses other than 
trade expenses, viz: household expends of self, wife, and children; 
the difference between premiums paid on life policies and the 
surrender value of such policies; medical attendance; gambling 
or stock exchange losses; damages and costs in actions at law; 
loss through dishonoured bUls or accommodation bills expected to 
rank ; and the estimated losses on realization The balance of this 
account must agree with the balance shown by the Statement of 
Affairs. 

Aiiyustaient'o^ Profits aiuH^osses. In exercises and examination 
Motk, the profits and losses are often given after charging interest 
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on capital. In such cases, the profits and losses must be adjusted 
in order to eliminate this interest from the Deficiency Account. 
Thus, the profits must be increased and the losses decreased by the 
amotmt of such interest; and, in some cases, a small loss may 
be converted into a profit by means of this adjustment. When 
partners’ salaries have been credited to capital, i.e. not drawn 
out in cash, the profits and losses must be adjusted in a similar 
manner, in order to avoid showing the salaries in the Deficiency 
Account as having increased the capital. When the partners’ 
salaries have been drawn out in cash, the capital account will not 
have been affected, and, consequently, the profits and losses will 
not require adjustment. 


£xanq>le i (a). Referring to Example 1, draw up from that 
and the following particulars the Deficiency Account of A. O. 
Lovejoy — 

Capital at commencement, £5,000. Trading Results: 1st year, profit, 
£1,3,S6 lOs. 6d. ; 2nd year, loss, 8s. lOd.; 3rd year, loss, £660 7s. 8d. 
Damages and costs in unsuccessful action at law, £4,000. Drawings, 3 years 
@ £600 per annum. 


DEFICIENCY ACCOUNT 


aSTH SsfT., 19 — 


yl, - - - -■■■■■ 

i 

r. 

d. 


1 


d 

Capital at cooiiiDenceiQcnt . . 

3,000 


- 

Trading Losses — 




Traiiing Profit, t»t year 

*,336 

10 

6 

and year. £869 8 10 




Household Fumiture and F-ffecls . 

aao 

— 

— 

3rd year . . 660 7 8 




Detxcieiicy as per Statement of 






1,330 

16 

t 

Affairs 

3 , 7*8 

4 

8 

Drawings, 3 yn. at ^600 p.a. 

z,8oo 

- 

- 





Dad Debts .... 

75 t 

- 

7 





Damages and Costs in unsiu cessiul 








action at law 

4,000 

— 

- 





Estimated Losses on Realizdtinn — 








Stock . . »5 a 








Fumiture 4 t;o la 9 








« — -..■■■A..— 

a,o4t 

10 

tx 





Household Debts 

126 

x6 

to 





Liability on Bills discounted, ex- 








pected to rank 

53 

to 

4 

£ 

10,304 

13 

ba 

a 

£ 


*5 

«u» 

a 


Example a (a)/ Referring to Example 2, draw up from tliat apd 
the following particulars die Deficiency Account of Rupert and 
Larkin — 

Capitiil at commencamenty ;£10e000. Ttading Results; l$t year, profit. 
/1,H6 10s, year, loss. 0s. 4d.i Snl year.. profit. j£5»7 4s, 3d,5 / 

4th year, profit. ^316 Us. 2d. r 5tlv..iyear. £2,372 l$s* fid. Parthi^’' 
Drawings: Rupert, j^OO per annum; Larkin/ £500 per annitm. The 
profits aikd losses are after charging Interest on capital (g £500 per anndfiie , ; 
■ a#-r(>405) M 
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DEFICIENCY ACCOUNT 


90th Jumb. 10.. 


Capital at cormuaicement . 

10,&K> 

s. 

d. 

Losses by Trading — 

£ 

1 

Piofitsby rrading— 




2nd year . £1,387 6 4 


1 

istyear . £1.616 10 8 




Sth >car 2,372 15 8 


1 

3rd year 1,087 4 3 





3,7bU 


4tb year 816 11 2 





mEm 

- ' 



6 

1 

Bad Debts .... 

3,242 


Siuplus irom L Larkin's private 




Estimated Losses on Rcahution — 



estate 


— 

>> 




Defvicucy as per Statement of 




Fixtures . 225 11 6 



Aifaira .... 

13,103 

14 

2 















Discount on Drs 353 8 6 









12,^79 






Liability on BilK discounted t.x> 







peeled to rank 


£ 

26,687 

IB 

m 

£ 

2b, »87 







j 




8 
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TRUSTEE’S ACCOUNTS 

Trustee in Bankruptcy. This is a person elected by the credi- 
toj'- of a debtor who has been adjudged a bankrupt, to take over 
his property. The appointment is subjict to the approval of the 
Bouid of Trade. The trustee’s duties 'ire to realize the debtor’s 
estate, and distribute the proceeds, alt r paying the preferential 
claims, among the unsecured creditors. 

Trustee’s Cash Book. The trustee must keep a Cash Book, the 
prescribed form of which is as shown on page 803, also a Trading 
Account if he carries on business. 

Trustee’s Account of Receipts and Payments. The trustee must 
also render to the Board of Trade an accoimt of his receipts and 
payments, the prescribed form of which is as shown on page 808. 
(Section 92.) This is audited by the Board of Trade, and an audited 
copy is kept for the inspection of tlie creditors or of the bankrtyjt. 

Record Book. This is a book that must be kept by the trustee 
in bankruptcy. It contains records of the minutes of all meetings, 
the resolutions passed, and particulars, in order of date, as to how 
the estate has been administered. (Section 86.) 

Bankruptcy Estates Account. Tliis is an account kept by the 
Board of Trade with the Bank of 'England, and every trustee in 
b.mkruptcy, or under any composition or scheme of arrangement, 
must pay ail moneys received by him into this account. He m.iy, 
however, with the sanction of the Board of Trade, if the balance 
of cash is small, and if such procedure is to the obvious advantage 
of the creditors, make his payments into and out of some local bank, 
llie account must be opened in the name of the debtor^ estate, 
and any interest received thereon will form part of the general 
assets of the estate. A trustee must not pay any sums received by 
him as trustee into his own private banking account. If at any 






TRUSTEE'S CASH BOOK 
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1 ime he retains for more than ten a sum exceeding £ 50 , he is 
liable for interest thereon at the rate of 20 per cent per annum, 
and also for any expenses occasioned by his default, smd may be 
removed from office. (Sec. 89.) 

Power to Disclaim Onerous Property. By section 54 — 

Where any part oi the property of the bankrupt coneists of land of any 
tenure burdened witii onercms covenaote, of shares or stock in companies, 
of unprofitable oontracta, or of any other property that is unsaleable, or not 
readily saleable, by reason of its binding the possessor thereof to the per- 
formance of any onerous act, or to the payment of any sum of money, the 
trustee, notwithstanding that he has endeavoured to sell or has taken posses- 
sion of the property, or exercised any act of ovmership in relation thereto, 
but subject to the provisions of this section, may, by writing signed by him, 
at any time within twelve months after the first appointment of a trustee 
or such extended period as may be allowed by the Court, disdaim the 
property. 

A trustee is not, however, usually entitled to disclaim a lease 
except by consent of the Court. 

Powers of Trustee to deal with Property, By section 55 of tlie 
Act, it is enacted — 

Subject to the provisions of this Act, the trustee may do all or any of the 
following things^ 

(1 ) Sell all or any part of the property of the bankrupt (including the good- 
will of the business, if any, and the l^k debts due or growing due the 
Imnkrupt), by public auction or private contract, with power to tran&ier the 
whole tliereof to any person or company, or to sell the same in parcels. 

(2) Give receipts for any money received by him, which receipts shall 
rfioctually discharge the person paying the money from all responsibility in 
respect of the appUcation thereof. 

(3) Prove, ranx, daim and draw a dividend in respect of any debt due to 
the bankrupt. 

(4) Exercise any powers, the capacity to exercise which is vested in Uie 
trustee under this Act, and execute any powers of attorney, deeds and other 
instruments, for the purpose of carrying mto efiect the provisions of this Act. 

(5) Deal with any property to which the bankrupt is ben^ckdty entitied 

as tenant in tail in the same manner as the bankrupt might have dealt 
vfith it, and sections fifty-dx to seventy-three of the Fines and Recoveries 
Act, 1888, shaU extend apply to proceedings under this Act, as if those 
sections were herein le-eoamd and in terms made applicable to those 
proceedings. ^ 

Powers Exercisable by Trustee with Permission of the Committee 
of Inspection. By section 56, the trustee may with the permission 
of the committee of inspection do all or any of the following things — 

(1) C^arry on tlic business of the bankrupt, so far as may be neces^ty for 
the beneficial winding up of the smug's 

(2) Bring, institute, or defend any action or other legal proceedings relating 
to the property of the bankrupt ; 
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(3) Employ a solicitor or other agent to take any procecflings or do any 
business which may be sanctioned by the committee of inspection ; 

(4) Accept as the consideration for the sale of any property of the bankrupt 
a sum of money payable at a future time, subject to such stipulations as to 
security and otherwise as the committee think fit ; 

(5) Mortgcige or pledge any part of the property of the bankrupt for the 
purpose of raising money for the payment of his debts ; 

(6) Refer any dispute to arbitration, compromise any debts, claims, and 
liabilities, whether present or future, certain or contingent, liquidated or 
unliquidated, subsisting or supposed to subsist between the bankrupt and 
any person who may have incurred any liability to the bankrupt, on the 
receipt of such sums, payable at such times, and generally on such terras 
as may be agreed on ; 

(7) Make such compromise or other arrangement as may be thouglit 
expedient with creditors, or persons claiming to be creditors, in respect of 
any debts provable under the bankruptcy ; 

(8) Make such compromise or other arrangement as may be thought 
expedient \^nth respect to any claim arising out of or incidental to the pro- 
perty of the bankrupt, made or capable of being made on the trustee by any 
person or by the trustee on any person ; 

(9) Divide in its existing form amongst the creditors, according to its 
estimated value, any property which from its peculiar nature or other special 
circumstances cannot be readily or advantageously sold. 

With the permission of the committee of inspection, he may also 
appoint the bankrupt to superintend the management of the 
property, or to carry on the business, and may also make him an 
allowance for the support of himself and family, or in consideration 
of his services. (Sections 57 and 58.) 

Remuneration of Trustee, By section 82 — 

Where the creditors appoint any person to be trustee of a debtor's estate, 
his remuneration (if any) shall fixed by an ordinary resolution of the 
creditors, or, if the creditors so resolve, by the committee of inspection, 
and shall be in the nature of a commission or percentage, of which one part 
shall be payable on the amount realized by the trustee, after deducting any 
sums paid to secured creditors out of the proceeds of their securities, iind 
the other part on the amount distributed in dividend. 

Distribution of Dividends. Section 62 enacts as follows — 

(1) Subject to the retention of such sums as may be necessary for the 
costs of administration, or otherwise, the trustee shall, with all convenient 
speed, declare and distribute dividends amongst the creditors who have 
proved their debts. 

(2) The first dividend, if any, shall be declared and distributed wilhin 
four months after the conclusion of the first meeting of creditors, unless the 
trustee satisfies the committee of inspection that there is sufficient reason 
for postponing the declaration to a later date. 

(3) Subsequent dividends shall, in the absence of sufficient reason to the 
contrary, be declared and distributed at intervals of not more than six months. 

Rights of Creditor who has not Proved his Debt. By section 65 — 

Any creditor who has not proved his debt before the declaration of any 
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dividend or dividends shall be entitled to be paid out of any money for the 
time being in tlie hands of the trustee any dividend or dividends he may 
have failed to receive before that money is applied to the payment of any 
future dividend or dividends, but he shall not be entitled to disturb the 
distribution of any dividend declared before his debt was proved by reason 
that ho has not participated therein. 

Interest on Debts. Section 66 provides as follows — 

Where a debt has been proved, and the debt includes interest, or any 
j^ccuuiary consideration in lieu of interest, such interest or consideration 
shall, for the purposes of dividend, be calculated at a rate not exceeding 
5 per cent per annum, without prejudice to the right of a creditor to receive 
out of the estate any higher rate of interest to which he may be entitled after 
all the debts proved in the estate have been paid in full. 


Bankrupt’s Right to a Surplus. This is provided for by 
section 69 — 

The bankrupt shall be entitled to any surplus remaining after payment 
in full of his creditors, with interest, as by this Act provided, and of the costs, 
charges, and expenses of the proceedings under the bankruptcy poution. 


Unclaimed Funds or Dividends. By section 153 (1) — 

Where the trustee, under any bankruptcy composition or scheme, pur- 
suiint to this Act or any enactment repealed by this Act, has under his 
ctnitrol <\iiy unclaimed dividend which nas remained unclaimed for more 
than six months, or where, after making a final dividend, he has in his 
hands or under his control any unclaimed or undistributed money arising 
from the i>roperty of the cU btor, he shall forthwith pay it to the Baukruptry 
listaios Account at the B.i.nk of England. The Board of Trade ^irnish 
him with a certificate of receipt of the money so paid, which i>uaU be an 
effectual discharge to him in respect thereof. 

Any person claiming to be entitled to any moneys in the Bank- 
mptcy Estates Account may apply to the Board of Trade for the 
same; and if tlie Board of Trade is satisfied as to the validity of 
his claim, they order payment to be made to him. 

Example. From the following particulars make out the trustee's 
AccottHi of Receipts and Payments to date of first and final dividend. 

Receipts 

Cash deposited with solicitor, £10; Cash in hand, £15 lls. 3d.; Cash at 
Bank, £104 2s. 9d. ; Stock, £8,750 lOs. 5d. ; Furniture and Fixtures, £320 
4s. 6d. ; Paioiits, £2,500; Book Debts. £7,426 15s. 3d.; Bills of Exchange, 
£2,420 I Os. 6d. 

Payments 

Ikiard of Trade and Court Fees, £153 14.s. 6d. ; Law Costs of Petition, 
£45 11s. 2d. ; Taxed Costs of Accountant and Shortliand Writer, £256 43. 8d.; 
Guarahtcc Proinium, £13 13s. (authorized by the Committee? to be paid out 
of the assets); Cost of Notices in and lical papers, £5 I6s. Sd.j 

Incidental Outlay Postages: Stationery, etc., £43 9s. 7d. ; Allowance to 
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Debtor. Preferential Creditors for Rent. ;f300. and Rates, Taxes, anti 

Wages, {240; Liquidator’s Remuneration (as. i.xed by the Committee ol 
Inspection), 3%.Ott 18,997 10s. 2d. Assets reaUiBbd, and 2% on Dividend 
distributed to Unsecured Creditors, whose debts amounted to {38,801 9s. 6d. 


TRUSTEE’S ACCOUNT OF RECEIPTS AND PAYMENTS 

0r. To DATS OF First amd Final Dividend Cr , 









BANKRUPTCY, STATEMENT OF AFFAIRS, ETC. 


.ao9 


8. What is meant by tte terms “ committee of inspection/* ** bankrupt's 

public examination ? ■ 

9. What is meant by the discharge ** of a bankrupt ? What are the 
conditions governing it? 

10. From what debts does a bankrupt's discharge (a) release him, (b) not 
release him ? 


B. 

1. Explain the term ** undischarged bankrupt." What disabilities attach 
to such a person ? 

2. Can a banlcruptcy be afterwards annulled ? How are joint and separate 
estates of partners to be treated ? 

3. lluw are small bankruptcies dealt with ? What is an ** administration 
order ? " 

4. Give short particulars of the creditors who have to be entered on Lists A, 
B, and C respectively. 

5. trivc short particulars of the creditors who have to be entered on Lists D, 
E, and F respectively. 

6. What is meant by " postponed " or " deferred ** creditors ? Give 
examples. 

7. What are " preferential '* creditors, and on what list are their claims 
entered ? 

8. What property is entered on List H ? What property is retained 
by tlie biinkriipt ? 

9. What debts are entered on Lists I and J, and how have they to be 
cliissified ? 

10. What is the purpose of List L, and ** Front Sheet? ** What is the 
procedure with the latter ? 


C. 

1. Explain the difference between a Statement of Affairs and a Balance 
Sheet. 

2. What is the object of a Deficiency Account ? What are its usual 
contents ? 

3. What adjustments of profits and losses are sometimes required when 
preparing a Deficiency Account ? 

4. What is a trustee-in-bankruptcy ? How is he appointed ? 

5. What books and accounts must a trustee keep ? What is a Record 
Book ? 

6. Explain the Bankruptcy Estates Account. Can a trustee pay his 
receipts into any bank he prefers ? What penalties attach to a trustee with 
regard to ^e keeping of a large cash balance ? 

7. What power has a trustee with regard to onerous property? Does 
this power apply to a lease ? Name some of the powers of a trustee with 
regard to piopeity generally. 

State bneffy some of the powers a trustee may exercise mth the 
permission of the committee of inspection. 

9. How is the trustee remunerated ? How are dividends to be distri- 
buted by him? What are the rights of a creditor who has not proved 
his debt ? w' " 

10. What prdvision is made by the Bankruptcy Act, 1914, with respect 
to the following ?— 

* (a) Interest on debts; (h) surplus; . (c) unclaimed dividends or funds. 
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EXERCISE XX 


^ l^^rom the following particulars make out the Statement of Affairs of 
Tbds. F. Sellers for submission to his creditors — 


Good Book Debts 

. £3.872 

Doubtful „ 

. 1,500 

Bad 

. 2,500 

Unsecured Creditors • 

. 7.278 

Bills Payable 

. 1,200 

Stock 

. 1,200 

Fixtures 

300 

Cash at Bank 

150 

Preferential Creditors • 

. 267 


Make out his Statement of ASa 
Debts, and Fixtures will realize 50 
(Natioval Union of Teachers.) 


Parti ally -secured 
Creditors , . 

Estimated Value of 

Securities . . 550 

322 

Creditors fully secured (esti- 
mated value of Securities, 
;f2,500) . . . 2,200 

i, assuming that the Stock, Doubtful 
;r cent of the value mentioned above. 


2. Richard Humphrey's Balance Sheet on 31st January was as follows: 
Assets : Sundry Debtors, ;£]06 2s. 3d.; Stock at cost, £3^5 lls. 9d. ; Cash 
in hand, £\ 2s. lid.; Shop Fittings at cost, j^l73 12s. 6d. Liabilities: 
Bank Overdraft, £241 19s. 3d.; Trade Creditors, £378 14s.; John Joker, 
for Rent, £15; Capital. £40 16s. 2d. Being pressed by Creditors, he filed 
his petition in banluruptcy. On going through the list of Debtors, he found 
that of the amount entered in the books, £60 lls. 3d. was irrecos erabh*. 
and that accounts amounting to £10 lls. 6d. were disputed. He estiiuatcd 
that the Stock, if sold by auction, should realize £315, and that the Shop 
Fittings would realize £45. His Household Furniture was estimated at £280. 
He owed to sundry tradesmen £55 4s. 6d., and a year's rent for his dwelling- 
house at £35 per annum. He also owed £2 Is. 6d. Income Tax. and £8 15s. 
for Rates. Tlie sh<y assistant had not received her w-ages for the previous 
two weeks at 17s. 6d. a week. Prepare Statement of Affairs. Lancashire 
and Cheshire Union. 


y 3. Prepare a Statement of Afiairs from the following particulars of Jonas 
^Johnson, Manufacturer, Burnley, on the 18th March. 


i 

22 , U.‘0 
9 , 87 ^.' 
4,764 
12,107 
2,321 


S50 


50 


Unsecured Creditors ...... 

Fully-secured Creditors ...... 

Partly-secured Creditors ..... 

Securities held by Creditors, fully secured, valued at 
Securities held by Creditors, partly secured, valued at 
Creditors for Rents, Rates, Taxes, and Wages (of which £600 
only is preferential) ....... 

Plant : Book value £12,600, estimated to produce only one- 
third of this sum. 

Office Furniture, estimated to realizes 
Cash in hand 
* Book Debts — 

Good, expected to realize? .... 

Doubtful. £500, expected to realize . 

Bad, £300, expected to realize .... 
life Policy on the life of Jonas Jolmson, in the Atlas 
Assurance Co., paid 20 annual premiums of £24 each. 

Elstimated surrender value is | of the amount paid in 
premiums. 

. : How much in tho £ does the estate show ? 

. (Lancashire and Cheshire Union.) 


3,000 

200 

ml 
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^'^4. From the following particulars prepare a Statement of Affairs and 
Deficiency Account as onj^Ist December, ror the information of the Creditors 
of Black & White, who are insolvent: Cash in hand, ;f200. Book Debts: 
f’ood, ;£2,0()0; Doubtful, £300 (estimated to produce, ;£100) : Bad, £500. 
Stock-in-Trade valued at £1,900. Freehold Properly cost £3,000, estimated 
to ])rodiice £2,500; this property is assigned to creditors for £2,300. Shares 
held £150: these are given as security for a debt of £400. ^Creditors: Unse- 
cured on open account, £5,000; on Bills Payable, £1,000 ; partially secured 
by Shares, £400; fully secured on Freehold Propei^, £2,300; preferable 
Claims for Taxes, Wages, and Salaries, £100. Black's drawings, £2,000; 
White's drawings, £2,850. The business commenced on 1st January, three 
years ago. Black put into it £2,500 and White £2,900. The first year showed 
a profit of £3,000, but the next two years showed a loss of £4,300. No provi- 
sion was made for Bad Debts. (Nafionaf Union of TeaeJiers,) 

Thomas Jones having been adjudicated bankrupt, the following Balances 
ajppcar in his books — 

Cash in hand, £20; Overdrawn at Bank, £150; Stock-in-Trade (cost 
£800) estimated at £500 ; Machinery (cost £500) estimated at £400 ; Trade 
Fixtures (cost £300) estimated at £120 ; Book Debts. Good £500 (estimated 
to produce £500); Doubtful, £250 (estimated to produce £100); Bad, 
£250 ; Unsecured Creditors, £2,500 ; Creditors fully secured, £500 ; estimsited 
V^duc of Security, £600; Liabilities on Bills, £400 ; Creditors for Half-year's 
Kent, £50; Rates and Taxes (12 inos.), £10; Domestic Servants' Wages 
(3 mos.), £30. 

Arrange the above in the form of a Statement of Affairs for presentation to 
thy first meeting of Creditors. (National Union of Teachers,) 

l/S^rt^ropare Statement Affairs of Winter & Co., Shippers, who filed their 
Petition on 29th September. 


Bi>oks of Partnership showed that there was owing £9,610; included 
in this are Creditors for £2,560, who hold stock valued at £3,000, and 
also Creditors for £1,000 who hold stock valued at £565 Thj Assets 
consist of Cash in Office, £10; at Bank, £400. Stoctin-Tradc, £2,000 
(estimated to produce £1,200). Land and Buildings, £1,500 (estimated 
to realize £1,000). Furniture, etc., £500 (estimated to produce, £250). 
Preferential Creditors for Wages and Taxes, £90. Good Book Debts, 
£500. Doubtful Debts, £250 (estimated to realize £100). (National Union 
of Teachers.) 


7. Samuel Hobson, in business in the city, finds himself insolvent. From 
the various books and papers in his possession the following particulars as 
to his financial position are forthcoming — 


Sundry Debtors: Good, £1,280; Doubtful, £2,800 (estimated 

to produce £1.000) ; Bad, £700 £4,780 

Sundry Freehold Houses, etc. (estimated to produce £2,000) . 3,300 

Shares: 1,000 Ordinary Shares in the Cable Telegraph Co. vmued 

at par . ' 1,000 

Mining and Railway Shares (£2,500 are held as security by 
partly-secured creditors and the balance by fully-secured 
creditors) , , . . . • . . . . 9,450 

J^sa through the unsuccessful defence of an action at law . 5.420 

Business Expenses ........ 3,200 

Creditors: Unsecured ........ 16,740 

„ Partly secured 5,420 

„ Fully secured . ' . . . • . .3,110 

Preforenti^ Claims for Salaries and Rent .... 500 

Private Drawings 1,200 


•V 
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Samuel Hobson : Capital Account ;£3,800 

Cash at Bank 420 

Bnis Receivable : Good 800 


Prepare the Statement of AJEairs for submission to his creditors and a Deh- 
ciency Account in the ordinary form. (Dondon Chamber of Commerce ) 


8. Charles Jackson guarantees a loan of j£200 ior a friend. Hearing that 
this friend was in financial difficulties and only able to pay about 10s. in the 
£ if made bankrupt, and being himself press^ by creditors, he decided to 
file his petition. 


He had a works which had cost recently 1,000, but on this there was 
a mortgage of ;£800: Cash at the Bank, £140 2s. Sd. ; Cash on hand, 
£11 10s. ; out of which he gave his solicitor £10 on account of costs. His 
Stock-m-Trade had cost £398 4s. 3d., but he did not think that on forced 
realization it would bring in more than £275; his Machinery, etc., he 
thought, ought to sell for £200, and the Fittings, etc., for £50; after 
considering his Book Debts carefully, he thought that £118 10s. was good, 
£296 11s. bad, and £76 4s. 3d. doub^l, perhaps worth £30; he ha^i also 
a Bill of Exchange for £87 48. 

He had unsecured Creditors for £753 4s. lid.; he had accepted two 
accommodation bills of £100, and on reference to his Bill Book found 
that ho had two months before endorsed over William Fletcher's 3 months' 
bill for £167 5s to a creditor. 

He pwed £10 for House Rent, £20 for Income Tax, £29 18s. 3d. for 
Rates, and ;^6 16s. 5d. for Wages. 

He had also Household Furniture worth £175, and a gold watch and 
chain worth £15. 

Make out in proper form, Charles Jackson's Statement of Affairs. (Lancashire 
and Cheshire Union ) 

v^9. Frod Jackson, on the 31st March, unable to meet his engagements, 
requires a Statement of Affairs for submission to his creditors. Prepare the 
same from the following — 


Book 

Vaiue 

Ledsohold Premises held for 99 years, subject to a 


payment of Ground Rent, £100 per year . . 10,000 

Book Debts : Good 6,650 

„ „ Doubtful . ... 500 

„ Bad 750 


Estimated 
to Re€U%zj 
t 

9.000 

6.000 

250 


Fixed Plant and Macliinery .... 4,000 

Stock^in-Trade 2,000 


3,000 

1,400 


Cash in hand, £10. Life Insurance Policy for ;^,500 at death, subject 
to a premium of £50 a year due and paid 28th February last, and hold 
by lusurancc Co. ior a loan of £200 ; Surrender Value, £500. Household 
Furniture and Effects, £360. Private and Household Debts, £290. 600 
Shares in Cooper & Co., Ltd., of £1 each : 10s. paid up, now quoted at 
i23. 6d. per share. Loan of £5,000, secured a first mortgage on the 
leasehold at 4| per cent, the Interest of same being paid to the 31$t Marcli. 
Unsecured Creditors, £15,000. Bankers for Overdraft and Interest £5,000, 
holding as security a second mortgage on leasehold of £4,000. Loan from 
£. Taylor £400 at 5 per cent per annum, interest being paid to 31st March, 
who holds as security second charge on XJfe Insurance Policy. Grouml 
Rent of Leasehold accrued since 31st December last. 


With ilv? following additional information, prepare a Deficiency Account — 
Dn the ist April, three years ago, he had a Capital of £12,000, in addition 
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to Household Furniture. His Private Dtamngs, as shown in the Cash 
Book, were as follows — . 

For the first year ended 31st March . * 4,^5 ' 

„ second „ 4,000 

„ third „ „ „ „ . . 5,000 

He made a profit in his business in the first year of ;{5.000, and, in the sub- 
sequent years, losses of j£3,000 and ;£935 respectively. (Lancashir$ and 
Cheshire Union.) 

10. A Liverpool merchant, trading to the West Coast of Africa, finding 
himself, on 1st July, unable to meet his engagements, asks you to make up 
a Statement of Affairs for submission to his creditors. 

You find his books disclose — ^ 

Unsecured Creditors 8,830 

Fully-secured Creditors ....... 2,352 

Who hold security fb the cost value of £2,630. 

Partly-secured Creditors 37,697 

Who hold securities of the cost value of £18,098. 

Preferential Creditors 822 

Bills Payable 20,066 

„ Receivable (discounted) (expected to rank, £1,000) . . 5,833 

Book Debts in England (Good) 1,341 

„ .» (Doubtful) £170, estimated to produce . 85 

n M (Bad) £34, of no value 

Stock in Liverpool at cost, £1,306. estimated at . . . 1,200 

,. and Book Debts, less Sundry Liabilities, at four Stations 

on the Coast 36,584 

Of which it is estimated there will be a loss on realization 
of Stock of £5,638, and of Book Debts of £7,586. 

Four Station Buildings, Plant, Steamers, and Carrying Crafty 

£40,000, expected to realize 20.0O0 

Omce Furniture, £289, estimated to realize . . , , 200 

Cash in hand 4 

„ at Bankers . 80 

Show bis position, and make out his Deficiency Account from Ist July, fivr 
years ago, when he had a Capital of £42,000. Profits appear from tiie book> 
to have been made in first and second years of £5,000 and £4,000 
respectively, and losses in the three subsequent years of £2,100, £2,600 
and £3.031 respectively, after allowing £2,000 a year for Interest upon Capital, 
and nis withdrawals having been at we rate of £4,500 a year. (Chartered 
Accountants.) 

11. Prepare Statement of Affairs on 9th July of '* The Sandy Freehold 
Land Sooety." Unsecured Creditors, £200,000; Creditors fully secured, 
£6,000; Property held by secured Cr^tors, £12,000; Creditors for Rates. 
Taxes, and Wages preferential). £300; Bills of Exchange (good), £22 1 
Book Debts £27,0W; (CSood, £1,000; Doubtful. £25,000 produce. £2,000. 
Remainder bad.) ; Prop^y. £56,000 ; Loans on Mortgage (produce £^,000), 
£170,006; Office Furniture, etc., £100; Cash at Bankers. £900; at Office, 
£100. {Chartered Accouniants.) 

12. Prepare Statement of Affairs and Defictency Account as on the 10th 
October, of William Corby. 

Qish in hand, £85; Book Deb^, £3.472 (estimated to produce £2.869) ; 
unfinished. Contract in hand (estimated to produce £3.000 over and above 
the cost of completing it); Plint, Tcx»lSi etc,, cost £1,880 (estimated to 
realize £50b) ; Office J^mitnre (estimated to realize £25); Stock4n-*Trade 
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valued at 1.900; Investments valued ;f6.200. of which are deposited 
with bankers as security for loan ;£5.460; Life Policies for ;i2,000. of the 
estimated surrender value of 1.470, subject to advances made by the 
Insurance Co., amounting to /1, 420 ; Unsecured Creditors on Trade Account, 
;£4.140; Unsecured Creditors for cosh advanced, j£5,308; W. Smith for 
two months' Wages due to him as clerk, jfOO; A. Compton, six months' 
^lary due to him at £15 per month; Rent recoverable by distress, ;£45; 
Bankers for Loans partly secured, 0,134 (estimated value of securities 
held by bankers, jf/,460, viz.: Investments, ;£5,460, and Lease, £2,000); 
Capital Account on 1st January, as shown by the books, £189; Loss on 
Trading from 1st January to 10th October, £374; Loss on Sale of 
Investments made on 13th June, £200; Drawings, £750. (Chartered 
Accountants.) 

13. Prepare Statement of Adairs and Deficiency Account of Messrs. Jones 
& Co., on 31st December. 

Tlie hrm commenced business on 1st January, five years ago, with a 
Capital of £25,000. The Trading, after charging Interest upon Capital at 
£1,000 a year, resulted in a Profit for first year of £602, and in Losses in 
the subsequent respective years of £370, £450, £500, and £700. The 
Drawings of the Partners were at the rale of £900 a year; and £1,500 
had been expended during the five years upon Patents and ExperiiiLencs, 
and at the date of Bankruptcy stood in the books at that sum. unsecured 
Creditors, £15,050; Creditors partly secured, £19,080 (holding security, 

stated by the books, of the value of £18,100, but which is only estimated 
to realize £6,000) ; Creditors for Wages, Taxes, etc., £500; Bills Receivable 
discounted, £2,060 (upon which it is estimated there will be a liability 
of £280); Stock-in-Trade, £10,100 (which is estimated to realize £8,000); 
Book Debts, Good, £7,860; Doubtful and Bad. £650 (estimated to realize 
£178) : Land and Buildings, £8,000 (estimated to roalizo, £5,000) ; Machinery 
Eiid Plant. £12,500 (estimated to realize, £5,500) ; Cash in hand, £2. 
(Chartered A ccouniants . ) 

14. A filed his petition on 31st December, and his Statement of Affairs 

was composed of Ae following figures — ^ 


Creditors unsecured ........ 75,000 

„ partly secured by lien on Shares .... 40,000 

„ fully secured by lien on Stock 100 

Liability on Bills Receivcible (estimated to rank, £3,500) . . 7,000 

Mortgage on Mill 10,000 

Creditors payable in full 3,000 

Book Debts, Good 20,000 

„ „ Doubtful and Bad (estimated to produce £2,000) . 10,000 

Consignments, good 5,000 

Stock (estimated to realize £40,000) 60,000 

Shares (cost and estimated to realize) 16,000 

Cash at Bankers ......... 100 

Bills of Exchange 1,400 

* Mill of the value of 11,000 

Machinery (estimated to realize £12,000) .... 15,000 

Fixture.^ (estimated to realize £1,500) 3,000 

Cottages (estimated to realize £3,000) 3,500 


On 1st Jaiiua^, six years ago, he had a Capital of £50,000. Profits were 
made in the six years of £20,500, after allowing interest on Capital £10,000, 
and withdrawals amount^ to £63,600. 

TVepare. the Statement of Affairs and Deficiency Account. (Chartered 
Accountants^) 
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15. John Howson is unable to meet his engagements. His liabilities are — . 


Underbank Banking Co., Ltd. ...... ;£1,200 

(As security for which they hold 1,500 Debenture Stock 
of the Berkshire Railway Co.) 

Unsecured Creditors 4,000 

His Father 3,000 

(Who holds a Mortgage on the premises.) # 

Wages 100 

Chief Rent (Half-year) 15 

Bills discounted 500 

(One-half of which will probably rank against the Estate.) 

And his Assets are — 

Buildings, of the value of . . . , . . . 2,000 

Machinery, of the value of ...... .1,500 

Fixtures, etc., of the value of , 200 

Delumture Stock of the Berkshire Railway Co., value . . 1,500 

Stock, estimated to realize 1 ,500 

Book Debts, Good 1,000 

„ „ Doubtful (estimated to realize ;£100) . . 200 

Bad 150 

Cash « . • . . • • • • • 15 


Pr('pare the Statement for submission to his Creditors (Chartered A ccounichUs,) 

16. Prepare Statement of Affairs of John Mason from the following par- 
ticulars at 31.st March — 

Freehold Land and Buildings ;f5.000. estimated to produce £4,500 


Book Debts — Good 

. 1,000 



„ „ — Doubtful 

300 „ 


100 

„ „ -—Bad 

• 500 


nil 

Stock-in-Tradc 

. 1,500 

,» 

1,000 

Piaut and Machinery 

. 1,200 

1# 

600 

C.ush in hand 

25 



Household Furniture and Effects 300 „ 




Mortgage on tlie above Freehold Land and Buildings, £3,500, @ 5 per cent. 
The Interest was paid to 31st December last. 

Trade Creditors unsecured, £2,500, Cash Creditors unsecared, £1,000. 
Bank Overdraft, £1,000 (the Bank holding, as security, a policy for £2,000, 
payable at death: premium, £50 per annum; surrender value. 31st Marcli, 
£600). Preferential Creditors for Rent, Rates, Taxes. a*.d Wages, £300. 
(Chaffered Accountants,) 

17. Henry Jones filed his petition in bankruptcy on the 30th June, His 
books showed the following balances — 

Cash in hand £10 

Fixtures and Fittings 250 

(Estimated to produce £80) 

Stock-in-Trade 1,800 

(Estimated to produce £1,200) 

•Sundry Creditors — Open accounts . • • £2,000 

„ „ — Bills Payable . . • 2,200 

„ Debtors . . . . • ’ • 5,000 

Good. £1.000 

Doubtful, £2,000 (estimated at 50%) 

Bank Overdraft 1,200 

Capital ••••••• 1,660 


£7.060 £7,060 
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Liability on Bills Discounted, j£500 ; j£100 expected to rank. 

His Household Furniture, etc., was valued at ;C250. 

He owned the house he lived in — ^it was valued at ^£750 — and he had a 
mortgage on it of ^600 at 4%. Interest paid to 31st December last. 

Preferential Creditors amounted to £35 (included in Sundry Creditors), 
and £15 for Rates on his house. 

^epare a Statement of Affairs. (CharUred Accountants.) 

■r 

18. A dads, by the following summary of Assets and Liabilities of his 
business, that he is insolvent, and on 15th October hies his own petition in 
b:inkruptcy. Prepare his Statement of Affairs for presentation to hi^. 
creditors. 

The Bank’s Overdraft is secured by the deposit of deeds representing his 
Freehold Property (valued for the purposes of the Statement at ;£6,00t>), 
and Dock Warrants for Stock of the value of £2,383 10s. lOd. W. Smith's 
Loan is secured by an assignment of a policy on A*s life valued at £100. 
There are contingent liabilities on Bills Discounted amounting to £589 17s. 2d , 
of which the sum of £229 13s. 5d. is expected to rank. Of the Book Debt‘>, 
A states that £144 are Bad and £365 Doubtful ; h© estimates the value of 
the latter at £178. Of the Bills Receivable, he estimates that the sum oi 
£283 3s. 7d. is Bad. A has Private Debts amounting to £389 5s. 3d., and 
h is Private Assets consisting of the above-named policy and Hou.sehoid 
Furniture valued at £585. 


Summary or Assets and Liabiutibs 


Ltabiliim 


A s&ets 



£ 

s. 

d. 


£ 

s. 

d. 

Sundry Creditors* 

23,598 

7 

6 

Cash in hand . • 

29 

2 

7 

Bank Loan 

6,897 

3 

6 

Potty Cash in hand • 

2 

13 

9 

W. Smith: Loan 

589 

2 

6 

Stock at Cost , 

9,852 

8 

7 

II. Jones: 9 months* 




Fi,d:uros and Fittings 

329 

7 

•> 

Rent to 29th Sept. 




Of&ce Furniture 

262 

8 

— 

last 

150 

- 


Horses and Carts 

682 

5 

« 

Rates : 6 month:* to 




Sundry Debtors 

5,289 

3 

5 

31st March last 

32 

3 

6 

Bills Receivable 

4.283 

3 

7 





Freehold Property . 

6.589 

2 

7 


£31,266 17 

- 


£27,319 14 

8 


{Chartered Accountants.) 


19. Catchem St Cbeetam hied their petition in bankruptcy on 31st De- 
cember. 

Their books showed that they owed £50,000 to Unsecured Creditors, 
£30,000 to Creditors holding lien on goods for £10,000: £10,000 Mortgage 
on the Works, and £1*000 for Salaries and Rates. Bills of Exchange for 
£10,000 had been mcouated with their Bankers^ and it was estimated 
that theta was a liability in respect of them of £3,000. 

Their Assets were-*- 

Consignments, £20,000 (estimated to realize' £2,000). Good Book Debts, 
£18,000; Doubtfm l^bts, ;^.000 (estimated to realize £3.000) ; Bad Debts, 
£15,650t Works, cost £1(K),000 (d^reciated out of Proht and Loss to 
£75.000), estimated to realize £50,000, Furniture and Fittings, £2,000 
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(estimated to realixe ;£1,000). Stocks and Work in progress. ;£25.000 
(estimated to realise £18.000). Cash and Bills, £1,350. 

l*hey commenced business on 1st January, five years ago, with a capital 
of £83,000. Aiter charging annually £5,000 for depreciation of the Works, 
£4,000 for Interest on Capital, and £1,500 for Partners* Salaries, the trading 
showed profits of £6,500 in first year and £5,000 in second year; and losses 
of £6,000 in third year, £7,000 in fourth year, and £9,50i0 in fifth year; 
while the withdrawals of the partners averaged £5,500 a year. 

Draw up Statement of Affairs, and prepare Deficiency Account. {Chartered 
A ccoufitants,) 

20. A trader files his petition in bankruptcy on 30th June, and you are 
instructed to prepare his Statement of Affairs. The information you are 
able to obtain as to his position is as follows — 

The Stock-in*Trade at cost is £7,200. of which £600 worth is in the 
hands of a Creditor for £1,000. who is entitled to exercise a lien. Book 
Debts: Good, £9,750; Doubtful, £120 (worth 6s. 6d. in the £); Bad, 
£150; Fixtures and Fittings (after depreciation), £230; Cash in hand, 
10. Bills Receivable, £1, 100 (held by inkers against overdraft of £4,000, 
the balance of which is secur^ by a second charge on Debtor's freehold 
property and by the guarantee of his brother). Customers* Bills under 
Discount, £1,500 (of which £200 is ascertained to be bad and £100 is 
doubtful). Freehold Property, £3,000 (subject to a first mortgage of 
£2,000). The Unsecured Creditors amount to £29,800, in addition to 
claims for Rates, Taxes, and Wages amounting to £240. The Stock-iu- 
Trade and the l^k Debts (outside the bills) are estimated to be worth 
75 per cent of their face value and the Freehold Property (which cost 
£2,800), is valued at £2,200. Subject to the modifications above stated, 
the Assets are worth their book values. 

You learn that the Debtor had a surplus of Assets of £5,000 on 1st 
January, two and a half years ^o, since when he has withdrawn £3,0o0 
per annum in equal monthly instalments. His profits f^r year ended 
31st December (tot year) were £2,100, and for second year £420, since 
which time he has not made up his books. 

From these details you are required to prepare, as nearly as may be in 
statutory form: (a) Statement of Affairs; (6) Deficiency Account. (Ineorpor- 
ated Aceauntants,) 

21. . Prepare Statement of Affairs and Deficiency Account of Mr. Alfred 

Sykes, on 31st Decern W. Good Book Debts in England, £6,650; Doubtful, 
£5,000; Bad, £4,500. Pix>perties: Stock and Book Debts, in Brazil, £32,000.; 
Warehouse in England* £26,000; Stock in Warehouse, £1,000; and at 
Bleachers* and Finishers** £4,750. Fixtures, Hoist, etc,, £500. Cash at 
Bank, £1 ; ip £5. Qwtors, £65,000 (of whidi is for Wages 

and Taxes, j^0,0Q0 is in respect of a Mortgage on the warehouse building, 
and £7,500 is for teaching and Finishing. Payable, £14,500; and 

there is a liability: of £3,000 in respect of HRa Receivable, which, however, 
is not expected to zaiuc. Assume that Stock, Doubtful Debts and Fixtures 
.in England will realize two-thirds, and the properties. Stock, and Book Debts 
abroad one-half of their face^value. On 1st January, five years ago, he had 
a Capital of £30,000. Aftdr charging Inters thereon at the rate of £1,500 
a year, and paying £800 a year for Interest, won the Warehouse Mortgage, 
m the tot iaxtee years he mad#profits of ^4,200, £3,700, and 0OQ respec- 
tively; and in the last two years fosses of £C400 ana £7,894. His withdrawals 
amounted to £6,200 a year. {Ch&riared Accouniemts^) 
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22. Prepare Statement of Affairs of Nathan Thorpe, Engineer, on20th March. 


Leasehold Premises held for 99 years at £50 a year 
Fbced Machinery and Plant on the said Premises 
I,oosc 'J'ools, Plant, etc. ..... 

Stock-in-Trade 

Book and other Debts — Good (l^ss 5%) 

M Doubtful . , 

,, if ^3ad • . • • 


Book 

Estimated 

Values 

to produce 

£5.000 

£4.500 

2,000 

1,000 

700 

350 

1,000 

«00 

300 

285 

800 

200 

2,000 



Cash in hand, £5 ; 500 £l Shares in the Hole Mine Co., Ltd., 5s. per ^ha^e 
paid (balance called up). In liquidation. No return expected. Houht Lold 
Furniture and Effects, ';£250 ; Life Insurance Policy for ^^2,000 at death, 
subject to premium £35 a year, due 30th December, held by Insurance Co. 
for Loan of ;il80. Surrender Value, ^£200 (iess loan). 

Liahililies : Creditors for Unsecured Trade Debts, ;^3,000 ; Private and 
Household Debts, jJlSO ; Loan of jJ2.000 at 4% secured by First Mortgage 
on Leaseholds, Interest paid to 20th May last; Bankers for Overdraft 
secured by second Mortgage on Leaseholds, £2,500 ; Loan of /LOGO at 5% 
secured by third charge on Leaseholds, and second charge on Life Insurance 
Policy. Interest paid to 20th September last ; Ground Rent of Leaseholds 
accrued since 25th March last had not been paid ; Rent of Dwelling-house, 
for half-year due 25th December last ; Taxes due 1st January last, £20 ; 
Local Rates, £25; Liability on Shares of Hole Mine Co., Ltd., above 
mentioned; omit calculation.s on Income Tax. (Chartered Accountants.) 


23. Johnson & Caley, Merchants, are unable to meet their obligations. 
From their books, papers, and information supplied by them, the following 
particulars relative to their affairs are ascertained — 


Cash in hand ^250 

Debtors — Good, £1,250; Doubtful, £000 (estimated to produce 

£200); Bad, £1,000 2,850 

Shares in the Straights Shipping Co., Ltd., of par value . . 5,000 

Property, estimated to produce £9,000 ..... 14,000 

Bills Receivable (Good) ....... 4,250 

Other Securities — £3,000 pledged with partly-secured Creditors, 

and the remainder with fully-secured Creditors . . . 28,0 (jO 

Johnson's Drawings 9,000 

Caley's „ 8,400 

Sundry Losses . 13,500 

Trade Expenses 7,400 

Creditors — Unsecured 25,000 

,, Partly Secured ....... 23,900 

,, Fully Secured 17,000 

Preferential Claims — Wages, Salaries, and Taxes . . . 750 

Johnson — Capital 10,000 

^ C.aley 16,000 


Prepare a Statement of Affairs, showing the Assets, with respect to their 
realization ; also a Deficiency Account in respect of the deficiency shown 
by the Statement of Affairs. (Chartered Accountants.) 

24. Prepare the respective Balance Sheets of the Arm of Robinson Bros., 
and of the several partners — Alfred, Benjamin, and Charles; after which 
prepare the respective Statements of Affairs of the firm and the several 
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partners, giving ellect to the rights of holders of securities ; accepting the 
values of Assets as given on 3rd April — 

Trade Creditors, Joint Estate, unsecured . . . .j^3 1,280 

Cash „ .... .. .... 6,642 

.. .. .1 (» collaterally partly secured by 

Policies of Assurance 9,0 IS 

On the life of Alfred, worth 1,615 

„ „ Benjamin, w'orth 738 

,, Creditors, Joint Estate, fully secured .... 10.435 

They holding Securities belonging to the Firm, worth . 14.395 
Liabilities on Bills Discounted, considered good . . . 1,340 

Preferential Creditors of Joint Estate ..... 2,128 

Tradesmen's Claims on Separate Estate of Alfred . . . 697 

Cash Creditors on Separate Estate of Alfred .... 2,578 

They holding as security Freehold Property of hib, 

worth 3,000 

Tradesmen's Claims on Separate Estate of Benjamin • . 119 

.. .. Charics , . 190 

Cash Creditors of Charles, unsecured . . . . 5 Id 

,, at Bank at Credit of Joint Estate .... 1,050 

,, in hand .. ,, .... 843 

Debtors ,, .... 2,975 

Stock ,, ,, .... 30,155 

Fixtures and Furniture ,, .... 1,400 

Household Furniture, Separate Estate of Alfred . . . 1,000 

„ ,1 ., l-ienjamin . . 1,000 

.. Charles . . . 500 

Reversionary Interest under Will oi John Smith, deceased, 

Separate Estate of Charles, worth ..... 20u 

Alfred had overdrawn his Account with the Firm by. 4,500 
J.^enjamin „ „ „ . 3,000 

Charles „ „ . J 

{Chartered \ 


25. A business carried on under the style of Wood & Smith finds itself 
in dilficulties and instructs you to prepare a Statement of AfTairs for 
•ubmission to a private Meeting of the Creditors. 

The following particulars are obtained from the Books, as at 1st February — 

£ s, d. £ s. d. 

Unsecured Creditors . . . 23,000 5 6 

Loan from A . • . 2,000 - - 

Creditors partly secured . . 4,600 - - 

Estimated Value of Security . 4,000 - - 

I’refercntial Claims . 

Stock-iii-Tradc .... 

Cash at Bank .... 

in hand • . • # 

Fixtures . . • . • 

Debtors — Crood ... 820 — — 

Bad , . . 72 15 9 

,, Doubtful , . . 41 5 - 

As regards the separate Estates, Wood had no creditors nor assets, and 
Smith was a limited partner with ^£1,000 in the business. With respect 
to the loan, A had lent the ;£2,000 without security, and under an arrange^ 
ment whereby be was to receive interest varying with the profits. 


240 12 6 
1,500 8 - 
270 14 2 
65 4 10 
400 - • 
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(a) Pr^are Statement of Afiaire allo'tring 15 pet cent ofi Stock, 10 per cent 
• ofi good &ok Debts (assuming that the Bad and Doubtful Debts realised nil), 
and 50 per cent ofi Fixtures. 

{&) Append to statement any comments upon transactions, which, in your 
opinion, require special consideration. {InccSf orated Accountants,) 

26. A and B earned on business in partnership as Ironmongers, and on 
31st December, being in financial difficulties, they called their creditors 
together and laid before them the following Statement of Allairs — 

Creditors Assets 

,200 Cash in hand * . /W 

Stock-in-Trade (cost £1,000) 

600 estimated to produce 75o 

Book Debts — Giood, £300 do. 300 
„ „ Doubtful, £100 do 50 

„ Bad. £150 do 

Futures and Fittings (cost 
£500) . . .do. 100 

Property Valued at £1,000 
subject to Mortgage for 
£800 contra — Estimated 

Surplus • . . 200 

A's Estate — Estimated Surplus 150 

£1,560 

Deduct Preferential Creditors 160 

£1,400 

Deficiency , 400 

,800 £1.800 

B*s estate showed a considerable deficiency. 

The Creditors agreed to accept 12s 6d. 'm the £1, and appointed M as 
Trustee .to realize the estate and pay the dividend, his remuneration to be 
5 per cent on the amount realized and 5 per cent on the amount distributed. 
The legal and other costs amounted to £35. 

On realization, the Stock produced £800; the Book Debts, £335; the 
Fixtures and Fit^gs, £115; the surplus from the property was £150; and 
the surplus from A's estate, £120. 

Draw op the Trustee's final Statement of Account showing the disposition 
of the estate. (Chartered Accountants.) 

27. Prepare from the following figures and particulars, a Trustee's Cash 
Account stowing the position of the estate of Messrs. Tant & And, against 
whom a receiving order was made on 19th October, and first and final dividend 
paid on 25th September following. 

The chief assets were Book Debts, which the Debtors estimated to produce 
£2,144 98., but which realized £2,135 5s. lid., and two Life Policies which 
the Debtors stated were worth £472 19s, 9d., but which realized £565, out 
of which the Trustee had to pay £875 16s. 6d. to redeem the security. The 
Cash in hand and at bank amounted to £4 78. 1 Id. ; some small Investments 
stated to be worth £55 realized £40 ISs. 2d. The Miscellaneous Receipts 
were £8 128. 8d. aniwfi Deposit on Creditors* Fttition. 

There were nine Preferential Creditors* Claims amounting to £26 9s. 6d., 
and a Dividend of 28. 9|d. in the £ was paid to the unsecured creditor^ whose 
claims amounted to £13,250 4$. 4d. 


Unsecured Creditors . £1 

Bank for Overdraft — 

Unsecured 
Secured Creditor — 

Loan on Mortgage £800 
Value of 6-operty 
contra . . 1,000 


Estimated Surplus to 

contra . . . 200 

tt aghCsaoBsa 

Preferential Creditors 
for Rent, Wages, etc., 
to contra , . 160 
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The other paynieats amounted to £o04 4s, 8d., including Trustees' 
Remuneration, £20Q 3s. 6d.; Board of Trade and Court Fees, jfl23 lls. 5d.; 
Uiw Costs, /60 15s. 8d.; Auctioneers* Charges and Incidental Outlay. 

( I ncorporated A ccomitmts.) 

28. A Trustee of a bankrupt Estate, with Liabilities of £18.000, has com- 
pleted his realization of the Estate, and prepares to close the matter. His 
receipts have been — 

From Stock-in-Trade . . £1,250 From Trading . . . £7,000 

„ Book Debts . 3,100 „ Household Furniture • 450 

„ Jewellery Pledged . 700 „ Freehold Buildings , 3,000 

His payments have been — 

Costs of Petition . . . £40 Mortgage on Freehold . £2,000 

Auctioneers' Costs . . 180 Board of Trade Fees ... 80 

shorthand Writers* Charges . 15 Notices in Car^/ 0 , etc. . 5 

Trading Payments . . 6,250 To redeem JeweUery . . 400 

The Committee allow the remuneration of the Trustee at a commission 
of 5 per cent on Assets realized and 3 per cent on Assets distributed. Without 
providing for further payments, yon are required to write up the Estate Casl. 
Book, showing the final close of the Estate. You must assume that all item^ 
have* been received from or paid to Bank, but analysis columns may be 
dispensed with. (Incorporated A ccounfanis.) 

REVISION EXERCISE XX 

1. Give Journal entrie.s (with narrations) to record the following — 

Jan. 1. I sold horses to Dodd for £600, receiving cosh on account £100 
and four Acceptances of £100 each at 1, 2, 3 and 4 months 
respectively. 

„ 3. Discounted Bills due 4th Feb. and 4th March with my Bank and 

was credited with the proceeds £195. 

„ 31. Dodd gave me notice he could not meet tlie bill 4th 
Feb., and requested that it should not be presented. 

Feb. 4. Bank debited my account with the Bill not met. 

Apr. 5. Bank credited my account with Bill due 4th inst. 

„ 6. Received cash for balance of Dodd's account — the Bill outstanding 

was cancelled and returned to Dodd! 

May 1. Received First and Final Dividend on Bradley’s A/c 

of 5s. 6d. in £ . . . . . . £2 15 - 

„ 2. James's A/c (previously written off as bad) recovered 

part . . . . . . . . .5-- 

,. 3. Consigned Gk)ods to Earle, Newcastle . . . 100 - - 

,, 4, Bought of French on Joint A/c with Brockle — ^Tea .. 500 - - 

5. Received Cash for Brockle's half of transaction . . 230 - - 

„ 6. Sold for Cash Tea purcliased on Joint A/c with 

Brockle ........ 700 - - 

„ 6. I charged Commission and my E.Kpenses on the Joint 

A/c Sale 18 6 - 

„ 7. Paid Brockle amount due to him . . . . . — - - 

Give copy of tho Joint Adventure A/c, showing division of the Profit. 
(Civil Service, Customs and Excise.) 

2. (a) What is an AccOmmodatiod Bill ? , ' . 

(by Smith h'as transactions \(rith Jones in accommodation billsJ ' Give the 
Journal entries with narfationS which should be made in the books of Jt>n^ 
to record th6 fol towing transactions^ ; 

On 1st Jan. Smith draws on Jones at three months for £1,000 had agr^s 
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tliat the proceeds of the bill should be shared equally. He discounts the 
acceptance with the London and Joint Stock Bank, Ltd., receiving /990 in 
cash, of which he hands Jones j£495 in cash. On 31st March, in order to 
provide funds to meet this bill, Jones draws on Smith for jfl.lOO at throe 
months, and discounts the acceptance \^rlth Parr's Bank, receiving 1.090 in 
cash, and hands Smith £44 in cash. On 29th June. Smith is made a bankrupt. 
Jones meets both bills. On 31st Dec. a first and final dividend of Smith's 
estate is declared at 10s. in the £. {Civil Service, Second Division Clerks.) 

3. (a) State the general rules for discriminating between Capital and 
Revenue expenditure. 

A manufacturer buys some Plant and Machinery. The invoice total is 
£10,655 14s. 6d. Included in this sum is an amount of £250 12s. 8d. for 
''duplicate parts" of certain intricate and delicate machinery. Is this last 
item Capital or Revenue expenditure? Give reasons for your answer. How 
should the amount of the invoice be treated in the books ? 

(6) What are Secret Reserves? How are they made? State briefly the 
arguments for and against them. 

4. The Toilet Requisites Co., Ltd., manufacture and sell two specialities, 
namely, "Excelsior" Soap and "Nymph" Scent. The net sales arc-- 
Soap Dept., £47,328 14s. Id.; Scent Dept., £31,552 9s. 5d. The gross proiUs 
of the departments are as follows — Soap, £26.480 3s. lid.; Scent, £16,660 
1 2s. 2d. You are asked to construct the ftrofit and Loss Account, and to 
ascertain the net profit of each department, apportioning the following 
expenses according to the respective turnovers of the two departments — 

£ s. (1. 

Advertising . • . • • 10,650 2 1 

General Expen.sob .... 17,426 10 5 

Depreciation, Bad Debts, and Reserves 5,781 7 6 

The Managing Director is entitled to a commission of 5 per cent on the 
net profit of each department after charging this commission. 


5. T. Tompkins, wholesale boot and shoe dealer, has three ledgers, 
"Bought," '^Sales," and "General" respectively, all kept on the bcU- 
balanciiig principle. 

(a) Rule a suitable form of Cash Book (payments side only), and enter 
therein the following particulars, analysing them into their proper coin runs — 


19— 

Jan. 4. Paid Wages by cheque 

„ 11. .Paid D. Dunlop by ch^ue 

„ 11. Discount allowed by him • . , • • 

„ 11. Paid Wages by cheque 

„ 13. Bill Payable due this day duly honoured . 

16. Paid E. Ernest by cheque 

„ 16. Discount allowed by him 

„ 17. Drew cheque for Office use ..... 

„ 18. Drew cheque for Self ...... 

„ 18. Paid Wages by cheque 

„ 19. Purchased of B. Brown for Cash, Goods . 

„ 24. Bill Receivable £150, due this day (acceptor J. Smith), 
returned by Bank dishonoured, noting charges 

7s. 6d 

„ 25. Paid F. Franklin by cheque 

.. 25. Discount allowed by him ..... 


£ d. 
27 13 6 
165 18 6 
8 14 8 
31 14 H 
270 10 6 
82 9 - 
4 6 9 
10 - - 
50 - - 
29 2 10 
50 10 5 


150 7 6 
206 9 6 
10 17 4 


(b) Submit pro forma Bought and Sales Ledger Adjustment Accounts as- 
they would appear in Tompkins’ General I..edger. 
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6. Brown & Robinson are partners dividing their profits in the proportion 
of three-fourths and onc-fourth. Brown's Capital is ;flS,000 and Robinson's, 
is 10,000, They dissolve partnership and realize the assets standing on the 
Balance Sheet as follows — ■ 

Stock .... /8.000 reaUzed /7,500 
Book Debts . £14,000 

I^ss Reserve . 2,000 

12.000 .. 10,000 

Buildings .... 7,500 „ 7,000 

Plant and Machinery . . 8.000 „ 3,000 

Cash 2,500 „ 2,500 

Their liabilities arc as follows — 

Sundry Creditors . . . £9,000 

Mortg;igo on Buildings . . 3,000 

Bills I^ayabie . . . 1,000 

which are all paid in full. 

Prepare a summary of the Cash Account and show the adjustment of the 
Partners' Accounts. {Civil Service, Second Division Clerks.) 

7. The Net Profits of Freestone S: Co., Ltd., for the year 19 — amounted 
to £20,000. Undistributed Balance from previous year was £5,000 ; Paid-up 
Capital in Ordinary Shares, £70,000; Debentures Issued, £30,000; Plant 
Account, £80,000. 

Give Journal initrios (with narrations) to give effect to the following — 

(1) Interest at 5 per cent per annum less tax at Is. 2d. half-year due 31st 
. Dov . in respect of Dcbeiituros to be provided out of profits. 

(2) Di\ idend of 10 per cent declared on the Ordinary Shares for the year 
less tax at Is. 2d. 

i3) Write otf 10 per cent of Plant Account to Depreciation Account. 

M) Separate Banking Account to be opened for the Dividend. {Civtl 
Service, Cuixtoms ttnd Excise.) 

8. Prepare a iialance Sheet of Black, Kelly & Co., Ltd., on 31 » At.arch, 
fiom following figures — ■ 

Freehold Land and Buildings, £30,000; Stock on hand. £12,000 ; Nominal 
Capital, £100,000. 

Issued CapiUil — 50,000 6 per cent Cumulative Preference Shares of £1 
fully paid, £50,000; 10,000 Ordinary Shares of £5. £2 called up, £20,000; 
Plant and Machinery, £14,000 ; Mortgage Debentures, £10.000; Additions to 
l^lant, £1,000; Sundry Debtors, £15,000; Cash in I'aud, £100; Cash at 
bank, £1,500; Creditors on Open Accounts and Bills Payable (including 
£35 unclaimed dividends), £4,500; Balance in bank (Dividend Account), 
£35; Reserve Fund, £500; Bills Receivable, £1,000; Insurance in advance, 
£50. Amount owing on First Call Account, £100. Profit and Loss A/c — 
Debit Balance from last year .... £625 

Loss this year ...... 9,590 

{Civil Service, Customs and Excise.) 

9. The following are the Balances extracted from the books of the Ideal 

Newspaper Co., Ltd., on 31st Dec., from which you are required to prepare 
Revenue Account and ]Manci Sheet; Nominal Capital, £100,000, divided into 
40,000 Preference Shares of £1 each, and 60,000 Ordinary Shares of £1 each. 
Issued — 40,000 Cuiriulative Calls in advance . . £150 

l^efcrence Shares of £1 Calls in arrear ... 75 

each, 7s. 6d. paid . . £15,000 Freehold Property, 1st Jan. 28,000 

Issued — 60,000 Ordinary Plant and Machinery, 1st 

Shares of £I each, 5s. Jan. . • „ • • 9,500 

called up • . • . 15,000 Sundry Creditors " . • 7,300 



824 


ADVANCED ACOO,UNTS 


Returns and unsolds . . 

Reserve, 1st Jan. , , 10,000 

Dividends accrued on In- 
vestments . . 300 

Cash in hand . . . 130 

Uverpool Banking Co., Ltd. 5.295 

Sales (cash and credit) . 22,650 

Advertisementb . . Cr, 19,090 

Debtors .... 5,600 

Linotype Installation, 1st 
Jan, .... 1,300 

Linotjfpe Installation, addi- 
tions made on 30th June . 135 

Additions to Plant and Ma- 
chinery. made on 30th 
June .... 980 

Stock, 1st Jan. . . . 1,750 

Investments at cost . . 6,340 

Profit and Loss A/c, 1st 
Jan, . . . Cr. 7,320 

Reserve for Wages, jJ48; Discounts, £350; Bad Debts, £200. Doprecicit<‘ 
Freehold Property at the rate of 1 per cent per annum. Plant and Machint-ry, 
74 per cent per annum ; Linotype installation, 10 per cent per annum ; Motor- 
vans. 15 per cent per annum. 

The amount received for advertisements includes £180 for advertisements 
which ^vill not run ofi until next year. The sales include papers prepaid foi 
next year amounting to £350. Stock-on-hand, 31 st uec., £1,646 15s 
{Lancashire and Cheshire Union,) 

10, Set out below are the Ledger Balances, as on 31st Dec., of The Sylhet 
Tea Plantations, Ltd. The nominal capital of the Company consi,sts of 20,000 
ordinary shares of £10 each. 

There was no Stock on hand on 1st Jan., but at the close of the year (31st 
Dec.) the tea unsold was valued at £3,854. 

The Ledger Balances were as follows — 

Share Capital A/c llssued Boxes Purcha.sed (the whole 

16,200 shares ot £10 each, to bo written off during 

fully paid) . . . £162,000 the year) . . /672 

Reserve A/c . . . 5,000 Rent and Taxes . . 543 

Sundry Creditois . . 8,851 Machinery Repairs . . 423 

1 fills l^y able . . . 8.010 General ChargCvS . . 331 

Plantations A/c (Land in Hospital Expenses . . 1,565 

Sylhet and Buildings Marine Insurance . . 24 H 

thereon) . 184,000 Fire Insurance . . . 120 

Bank Overdraft. . . 1.870 Law Charges . . . 32 

Sundry Debtors. . . 8,400 Directors' Fees . . 350 

Machinery and Plant A/c . 3,700 London Office A/c (Salaries 

Profit and Loss A/c (undis- and Expenses) . . 1,021 

tributed balance as on Auditor's Fee ... 52 

1st Jaa.) . . • 10,500 Freight Charges . . 2,035 

Dividend paid on 30th June 8,100 Managers' Commission . 1.030 

Wages (Europeans) . . 4,400 Tea ^es . . . 37,860 

Wages (Natives) . • 9,527 Calcutta Agency £xpen.ses 1,745 

Crop Expenses A/c . . 3,200 Transfer Fees Reived 5 

Manufacturing Expenses A/c 2,480 Cash in hand . , 122 

Before closing the books the following a^ustments are necessary-^ 

Make a pi^vision of 5 per cent tor B&d and Doubtful Debts. 


] Mi)tor-cars, Vans, etc., 1st 


Jan. ■ . • • 

£645 

Motor-cars, Vans, etc., addi- 


tions made on 30th June 

90 

Purchases of Papf*r . 

8.250 

Purchases of Ink 

475 

Salaries .... 

9.230 

Wages .... 

1,000 

Trade Charges 

7,860 

Conespoiuleace 

4,36S 

Discounts Allowed 

855 

Commis.^M^n 

380 

Printing and Stations \' 

no 

Free Copies 

695 

Bad Debts 

75 

liank Interest, Dividends, 


etc. , . , Cr. 

130 

Repairs .... 

155 
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(ii) Provide for depreciation on Machinery and Plant at the rate of 
10 per cent. 

Prepare a I?rofit and Loss Account for the year ended 31st Dec. Carry 
jf3,000 to the Reserve Account, and prepare a Balance Sheet. (London 
Chamber of Commerce,) 


11. The Excelsior Manufacturing and Trading Co., Ltd,, has a Capit^d of 
^80,000 divided into 60,000 Ordinary Shares of fX each, 10s. per share called, 
and 20,000 0 per cent l^efcrence Shares of £X each fully paid. 

Tho following is the Trial Balance at 31st Dec. — 



Dr. 


Cr, 




i 

s. 

d. 

£ 

s. 

d. 

Ordinary Share Capital . 




29,980 

— 

- 

Preference Share Capital 




20,000 



Cash in hand .... 

! 217 

11 

4 




Cash at Bank .... 

5,650 

16 

8 




Snles .and Purchases 

26,120 

5 

3 

52,750 

17 

5 

Returns Out and In . . . 

850 

14 

10 

420 

10 

2 

Stock, 1st Jan. .... 

12,200 

12 

1 




I..and and Buildings 

11,700 


- 




Manufacturing Expenses 

2.400 

7 

8 




Machinery and Plant 

13.500 


- 




Creditors and Debtor.s . 

26,280 

7 

2 

10,460 

8 

10 

Discounts Received and Allowed 

375 

3 

8 

627 

2 

9 

Patents ..... 

2,475 

- 

- 




Rules, Taxes, and Insurance . 

1,224 

8 

3 




Calls in Advance and Arrcar . 

30 

- 

— 

50 

- 

- 

and T.OSS A/c (balance l.s( Jan.) 




720 

15 

3 

Travellers' Commission and Expenses 

1,050 

2 

1 




Bad Debts Resc^rve, tst Jan. . 




1,030 

10 

4 

Bad Debts ..... 

! 820 

10 

2 




Salaries ..... 

1,265 

9 

6 




General Expenses .... 

357 

1 

2 




Interim Ordinary Share Dividend . 

850 


- 




„ Preference „ „ 

600 

- 





'rransfer Fees .... 




15 

2 

6 

Reserve Fund .... 




4,850 

- 


Depreciation .... 

! 2,075 

- 

- 




Manufacturing Wages . 

10,740 

4 

3 




Forfeited Shares (40 of 5s. paid) 




10 

- 

- 

National Insurance Stamps . 

! 151 

1:3 

4 


_i^ 



;fl20,915 

7 

5 

;£120,915 

7 

5 


Depreciation has been de«ait with. Make a Bad Debts Reserve of $ per cent 
Reserve ;{250 for Directors' Fees. Transfer ;{1,000 to the Reserve Fund 
The National Insurance Stamps Account represents the purchase of 100 
seveiipenny stamps per week for the year. Only 3d. of each /d. has, however, 
to be boriie by the Company, the other 4d. being recoverable by law from 
the insured employees, Fourpcnce per week per man has been deducted 
from the Wages of 90 workmen and from the Salaries of 10 of the Office staff, 
but no adjustment has been made in the books. Prepare Trading and Profit 
aiKl Loss Accounts for the year ended 31st Dec., 19^, and a Balance Sheet 
as at that date. The Stock at 31st Dec. was ^£12,720 4s. 6d. 



CHAPTER XXI 
INSURANCE ACCOUNTS 

Insurance or Assurance is a contract under which the insurer (or 
assurer or underwriter) undertakes to indemnify the insured or 
assured against a particular loss, or to pay a sum of money on 
the happening of a certain event. The consideration received by the 
insurer is a sum of money called the premium, which may be paid 
either weekly, monthly, yearly, or at any other period according 
to arrangement. 

The cluef forms of insurance comprise Life, Fire, Marine, Pensonal 
Accident, and Employers’ Liability,' while a large number of inbur- 
ances are effected annually against risks of Burglary, Loss of Pruhls, 
Excessive Bad Debts, Embezzlement, etc. 


INSURANCE AND ASSURANCE 

The term " assurance " has reference to events which are certain 
to happen, and is almost exclusively applied in this sense to Life 
risks. The term “ insurance ” though also applied to Life risks, 
is more particularly applicable to those risks which are contingent 
in their natme, as Fire, Accident, Marine Losses, etc. 


POLICY 

Hie Policy is the document embod 3 ring the terms of the contract 
between the insurer and insured. 

Insurance Companies constitute a very important section of com- 
mercial enterprise, and the majority of them are long-established 
and financially sound undertakings. 

Companies may be divided broadly into two classes — 

1. Mutual Companies. Those in which there are no shareholders 
in the ordinary sense of the term, the whole of the profits being 
divided among the policy-holders either in the distribution of 
bonuses or in reduction of premiums. 

2. Proprietary Companies. Those in which tl^e capital is sub- 
scribed by shareholders, who receive dividends according- to the 
profits made, the policy-holders having no interest in the busi- 
ness, except the prompt settlement of their claims, un^s (in life 
a^D^moe) their j^lides are endorsed " with prb&ts," in which ca.se 

826 ’ . • 
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they receive a bonus according to the extent of their insurance udth 
the company. 


^ESBEiammus- 

On the expiry of three years a Kfe policy possesses what is called 
" surrender value " ; it is a security which has a market value 
based upon the amount of the premiums paid less deductions for 
the risk which has already attached to the insurance and for manage- 
ment expenses. The surrender value of a policy in the first few 
years boars but a small proportion to the premiums paid, but this 
proportion increases in later years. A life policy can be deposited 
as security for a loan, though such security is not favoured by 
bankers, as the policy lapses and the security disappears if the 
insured fails to pay the premiums or fails to adhere to the terms of 
the contract, as, for instance, by residing in a forbidden country, 
such as the Gold Coast. In any case, the amount of tlie loan never 
exceeds the siurendev value. 


INS URABI^ DiTBREST 

An insurance contract is a contract of indemnity, i.e. the object 
of insurance is to compensate for any loss suffered and it is not meant 
to provide a means of gambling on the occurrence or non-occurrence 
of a particular event by otherwise uninterested persons. Conse- 
quently the insured must have an “ insurable interest.” He 
be prejudiced adversely by the occurrence of the event, otherwise 
the contract is not valid and cannot be enforced in a court of law. 
A particular illustration of the necessity for insurable interest 
occurs in Marine Insurance. It was a common practice for insur- 
ances to be effected with the members of Lloyd’s on overdue vessels 
by persons who had no interest at all in the marine adventure 
which was the subject of the insurance. Such an insurance con- 
stitutes a mere gamble on the safe arrival or otherwise of a pau"- 
ticular sliip and the practice led to many abuses. The Marine 
Insurance (Gambling Policies) Act, 1909, was passed, rendering 
liable, on summary conviction, to imprisonment for a term not 
exceeding six mtmms. or to a fine not exceeding £100, any person 
effecting a contract of marine insurance without bona fide interest 
or bona fide expectation of acquiring such an intent in the 
subject-matter insured. The same penalties are also imposed on 
any broker who, with knowledge of the facts, effects the illegal 
insurance. 

BROKERS 

■. Tfift^irancpit are mainly effected through insurance brc^is, and if 
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the insurance is takw oat with a member of services 

of a broker are compulsory. 


TARIFF AIID MDN-TARIFF OFFICES 

Tariff offices comprise those which have combined for the purpose 
of arranging fixed premiums for the various risks undertaken. Non- 
tariff offices are those outside the " ring," and, not being bound 
by the minimum rates, do considerable business as a result of their 
being able to quote lower premiums. 

RE.INSURANCE 

With a view to averaging losses, insurance companies frequently 
reinsure vnth other companies risks which they have undertaken. 
A company can only safely undertake risks accordit^ to its resources, 
and, if an insurance is required for a risk which would necessitate 
a departure from this policy, a part of the risk is reinsured with 
another company at an agreed premium, which is usually less than 
the amount received from the person effecting the original insurance. 

PROCEDURE 

In life assurance a proposal form is filled up, on which full par- 
ticulars are required as to the insured, his general health, longev- 
ity or otherwise of parents, and any information which will guide 
the insurer in fixing the premium. The questions must be answered 
in " utmost good faith," as insurance is a contract in which failure 
to disclose an material facts avoids the policy. This is, of comse, 
a necessary provision, as the person seeking the insurance is the only 
one who can provide the information upon which the premium is 
based. 

In marine insurance the particulars are inserted in a " slip." 
If the insurance is beii^ effected with a member dE Lloyd's the slip 
is filled up by the broker, who then approaches various under- 
writers until me whole amount to be insured is underwritten, the 
slip being initialed by the underwriters concerned, the share of 
the risk undertaken in each case bdng added. I1ie policy is thcii 
drafted, onbodying the puticulars contained in the slip. Should 
a loss occur before the policy is made out, the slip is produced as 
evidence of Ihe date when the., insurance was e^ted, but it is 
necessary to complete the policy before a clahn can be made. 

. 'The statutory requirements regarding tiie conduct qf, insurance 
business and the accounts to be kept axe given in the Assurknee 
OnnfsafiMs Act, 1808. 
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The special companies to which reference is made are those con- 
cerned with — 

X assurance buuness ; that is to say, the issue of, or the undertaking 

oi liability under, policies of assurance upon human life, or the granting of 
annuities upon human life; 

insurance business; that is to say, the issue of, or the undertaking 
Of lialnhty under, policies of insuiance against loss by or incidental to fire • 

(c) Accident insurance business; that is to say, the issue of, or the under- 
taking of liability under, policies of insurance upon the happening of personal 
iccidcnts, whether fatal or not, disease, or sickness, or any class of personal 
accidents, disease, or sickness; 

(d) Employers' liability insurance business; that is to say, the issue of, or 
rhe undertaking of liability under, policies insuring employers against liability 
to pay compensation or damages to workmen in their employment ; 

(s) Bond investment business ; that is to say, the business of issuing bonds 
or endowment ^rtificates by which the company, in return for subscriptions 
payable at periodical intervals of two months or less, contract to pay the 
bond -holder a sum at a future date, and not being life assurance business as 
nerembefore defined ; 

:>ubj(v » as respects any class of assurance business tx) the special provisions 
of th s Act relating to business of that class. (Section 1.) 


DEPOSIT 

Section 2 provides that every assurance company shall deposit 
and keep deposited with the Pa 3 anaster-General for and on behalf 
of the Supreme Court the sum of j^20,000 to be invested in approved 
securities, the interest accruing to be paid to the company, and 
the Certificate of Incorporation is not issued until the deposit has 
been made. Under subsection 4, where a company carries on, or 
intends to carry on, assurance business of more than one class, a 
separate sum of £20,000 shall be deposited and kept deposited as 
respects each class of business, and the deposit made in respect 
of any class of business in respect of which a separate assurance 
fund is required to be kept shall be deemed to form part of that 
fund, and all interest accruing due on any such deposit or the 
securities in which it is for the time being invested shall be carried 
by the con^pany to that fund. 

By Sections 31 and 32, however, it is not necessary to make a 
deposit in respect of fire insurance or in respect of accident insurance 
in addition to deposits for life assurance and employers' liability 
insurance in the same company. The subsection dealing with this 
reads — 

It shall not be necessary to make a deposit in respect of fire insurance 
business where the company has made a deposit in respect of any other 
dass of insurance business, and where a company, having made a deposit 
tn respect of fire insurance business, commences to carry on life assurance 
business or employers^ liability ineuranoe business, the company may transfer 
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the deposit so made to the account of that other business, and %fter such 
transfer the deposit shall be treated as if it had been made in respect of such 
other business. 


Other subsections make similar provisions regarding accident 
insurance. 

In the same way, in connection with the two classes of business 
— fire and accident, the provisions regarding the necessity, of 
ki(ping separate funds into which all receipts are paid, do not 
apply. 

^'ith regard to employers’ liability, as soon as the emploj'crs’ 
liability fund set apart for the satisfaction of the claims of policy- 
holders of that class amounts to forty thousand pounds, the Pay- 
master-General shall, if the company has made a deposit in re'-pt et 
of any other class of assurance business, return to the company 
the money dcTposited in respect of its employers' liability insurance 
business, and it shall not be necessary thereafter for the company 
to keep any sum deposited in respect of that business so long as 
the sum deposited in respect of any other class of assurance busiiu ss 
is kept deposited. (Section 33 (1) (^).) The provisions of this sub- 
section apply also to Bond Investment Business. 


Summanzed, the above sections provide — 


Life Assurance and 
Employers' Liability 
Insurance 

Employers* Liability 
and Bond Invest- 
ment, 

Fire and Accident, 


Separate deposits and separate funds are 
necessary. 

As soon as the separate funds in each case 
amount to £40,000 the deposit is 
returned, if a deposit is maintained in 
respect of any other class of business. 

Neither deposit nor separate fund is 
required if there already exist dcp'^^sits 
and funds in connection with any other 
class of business. 


ACCOUNTS AND BALANCE SHEET 

By Section 4 it is provided that every assurance company shall, 
at the expiration of each financial year of the company, prepare — 

„ (a) A revenue account for the year in the form or forms set forth m the First 
Schedule to this Act and applicable to the class or classes of assurance business 
oarrie^ on by the company ; 

(6)\ A profit and loss account in the form set forth in the Second Schedule 
to tms Act, except where the company carries on assurance business of one 
daes only and no other business ; 

• (c) A balance sheet in the form set forth in the Third Schedule to this Act. 
The Iprms of account referred to are as cm following pages. 






%ox* I. Items in this Account to be the net amounts after deduction of the amounts paid and received in respect of 

re-insurances of the Company's risks. w r u d i . , 

Note 2. If any sum has been deducted from the Expenses of Management Account, and taken credit lor in the cSalance 

Sheet as an asset* the sum so deducted to be separately shown in the above Account. 



(C .) — Form applicable to Acddvif Insurance Business 
Revenue Account of the......*...- for the Year ending... 19 in respect of Accident Insurance Business 



ayr-tt i05) 


Note 1. Items in this Account to be the net ai .ouiit- aftei ^b diM ison of ii;c anioiiiils paid and received in respect of 

re-insurances of the Company’s risks. , ...r • 

Note 2. If any sum has been deducted from the f \pcnbes of Man iii Account, and taken credit for in the Balance 

Sheet as an assets the sum so deducted to be separatc*y shown in the above Account. 




Note I, Items in this Account to be the net amounts after deduction of the amounts paid and received in respect of 
re-insurances of the Company’s risks. 

Note 2. If any sum has been deducted from the Expenses of 3^1anagement Account, and taken credit for in the Balance 
Sheet as an asset, the sum so deducted to be separately shown in the above Account. 



(E.) Form applicable to Bond Inoestmcnt Business 
Revenue Account of the ;r-7-'3 aspect of Bond Investment and 
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NOTARIAL REPORT- 

Section 5 provides that every assurance company shall once in 
every five jrears or at such shorter intervals as may be prescribed 
by the instrument constituting the company or by its by-laws, 
cause an investigation to be made into its financial condition, 
including a valuation of its liabilities, by an actuary, such abstract 
to be made in the forms provided- In drafting the forms for this 
purpose, the following are in brief the particulars necessary — 

11) Date. 

(2) The general principles adopted in the valuation and the 
method followed in the valuation of particular classes of assurances, 
including a statement of the method by which the net premiums 
have been arrived at. 

(3) The tables of mortality used in the valuation. 

(4) The rate or rates of interest assumed in the calculations. 

(5) The actual proportion of the annual premium income, if any, 
reserved as provision for future expenses and pre^ts. 

(6) The consolidated revenue account since the la.st valuation, 
or since the commencement of business if within five years, in the 
following form — 


Valuation Balancb sheet of as at 19, 


Dr. 

i 

To net liability under IJfe As> 
surance and Annuity transac- 
tions (as per sumniaiy state- 
ment provided in Fourth Sche- 
dule (A) ) . . « 

To surplus, if any . 

Cf. 

t 

By Life Assurance and Annuity 
funds (as per balance sheet 
under Schedule 3) 

By deficiency, if any 




: 


(7) 'Ihe liabilities of the company under life policies and annuities 
at the date of the valuation, showing the number of policies, the 
amount assured, and the amount of premiums payable annually 
under each class of policies, both with and without participation 
in profits; and also the net liabilities and assets of the company 
with the amount of surplus or deficiency. 

(8) The principle upon which the distribution of profits among 
the shareholders and policy-holders is made. 

(9) The results of the valuation showing the profits made' and 
how appropriated and the basis of the distribution of bonuses. 

In the case of Accident Insurance Business, the particulars 
required consist of-r- 

A Statement of the estimated liabihty in respect of outstanding 

clmms arising ih the year of account and in the preceding year 
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or years computed as at the end of the year of accotmt, with 
particulars as^to the number and amount of the claims actually 
paid in the intervening period. 

In connection with Employers’ Liability Insurance, a statement 
is required of — 

The estimated liability in respect of outstanding claims arising 
during each of the five years preceding the year of account and 
in such year, computed as at the end of the year in which the 
claims arose, with particulars as to the number and amount of 
the claims actually paid in the intervening period. 


WINDING UP 

Section 15 provides as follows — 

Tlie Court may order the winding up of an assurance company in accord- 
ance with the Companies (Consolidation) Act, 1908 (now Companies Act, 1929), 
and the provisions of that Act shall apply accordingly, subject, however, to 
the following modification — 

The company may be ordered to be wound up on the petition of ten or 
more policy-holders owning policies of an aggregate value of not less than 
ten thousand pounds ; 

Piovidcd that such a petition shall not be presented except by the leave 
of the Court, and leave shall not be granted until a prima facie case has 
been established to the satisfaction of the Court, and until security for costs 
for such amount as the Court may think reasonable has been given. 

By Section 23 — 

Ativ assurance company which makes default in complying with anv cf 
the ivqnirements of this Act shall be liable to a penalty not exceedi'ig one 
hundred pounds, or, in the case of a continuing default, to a penalty not 
t'xcecding fifty pounds for every day during which the default continues, 
and every director, manager, or secretary, or other officer or agent of the 
company who is knowingly a party to the default shall be liable to a like 
penalty; and, if default continue for a period of three months after notice 
of default by the Board of Trade (which notice shall be published in one or 
more newspapers as the Board of Trade may, upon the application of one 
or more policy-holders or shareholders, direct), the default shall be a ground 
on which the Court may order the winding up of the company, in accordance 
with the Companies (Consolidation) Act, 1908 (now Ounpanies Act, 1929). 


Example. From the following particulars prepare Revenue 
Accounts and Balance Sheet of the Excelsior Life Insurance Co., 
Ltd., for the year ending 31st December, 19 . . . 


Mortgages on Property within the United Kingdom • 

Deposit with the Supreme Court — ^Securities . . « 

British Government Securities . . . , . 

Foreign Government Securities * . . ... 

Indian and Colonial Government Securities . . , - 

Freehold and Leasehold Property (induding the Company's 
offices at cost less depreciation). V - « 

Life Interests. . .. ... . 1,125,009 


£ 

9.350.000 
20,000 

4.900.000 

5.100.000 
6,550,000 , 

1.950,000' 


Reversions 


82,500 
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Freehold Ground Rents •...«• 
Loasehoitt Ground Rents . , • . • « - 

Loans on parochial and other public rates 
Loans on company's policies within their surrender values 
Shareholders' Capital (20,000 shares of ^£50 each fully 
paid) . . . . . . . 

Claims admitted or intimated, but not paid . 

Railway and other Debentures and Debenture Stocks . 

ly, (ias, and Water Co. Stocks . . . . 

Si n^l:y Crs. ........ 

Ciisli (it) Deposit ....... 

Cash ill hand and on current account 

Annuities due and unpaid ..... 

Outstanding Promiums ...... 

Outstanding Dividends, Interest, and Rents 
Furniture and Fixtures ...... 

Policy Stamps ........ 

Interest accrued bul not payable . . . . 

Agents' Balances ....... 

Investment Reserve Fund ..... 


/•2.850.000 

7,500 

12,250.000 

2.825.000 

1 . 000,000 

125.500 

8.081.000 
4,350,000 

750 

200,000 

245,383 

3.000 

223.500 

250.000 
22,950 

4.000 

250.000 

290.000 
1 . 000.000 


(1) Industkial Branch 


Life Assurance Fund, 1st Jan., 19 — . . . 23,500,000 

Claini-^ under Policies, paid and outstanding . . 2,150,000 

Fines, Fees, etc. ....... 5,000 

Surrenders, including surrenders of Bonus . . . 135,000 

Bonus to Superintendents and Agents . . . 27,000 

l^remiums ........ 4,355,000 

Commission ........ 1,215,000 

Dividends and Bonus to Shareholders . . • 450,000 

Management Expenses 745,000 


Interest, Dividends, and Rents . ^1,220,400, less Tax £71,190 


(2) Ordinary Branch 


Life Assurance Fund, 1st Jan., 19., . . . 31,450,000 

Claims under policies paid and outstanding (after deduc- 
tion of sums re-assured) — 

(fl) by deaths ....... 940,000 

(ft) by endowments matured .... 1,140,000 

Assignment Fees, Fines, etc. ..... ^ 6,000 

Surrenders, including surrenders of Bonus . . . 315,000 

Bonus in cash to Policy-holders .... 105,000 

Premiums (after deduction of re-assurance premiums) . 3.950,000 

Commission ........ 215,000 

Management Expenses ...... 95,000 

Interest, Dividends and Rents . ;£1 ,435,080, less Tax £83,713 

Transfer to Investment Reserve Fund . . . 205,000 


(3) Annuity Account 


Amount of Fund at 1st Jan., 19.. 
Consideration for Annuities granted 
Interest, Dividends, and Rents . 
Annuities .... 

Surrenders .... 

Commission .... 

Expenses of Management . 


715.000 

115.000 


/38, 040, less Tax £2.219 
95,000 
600 

* . . 1,135 

1,100 



INSURANCE ACCOUNTS 


841 


REVENUE ACCOUNTS 
For ths Year ending 31ST Dec., 19.. 

(z) INDUSTRIAL BR^\NCH 


Life Assurance FunT at xst Jan., 
10 

PrenuuiDs . . . . 

Interi'bi, Diviclfinds, and Rents — 

Gr >)SS . . . £z,S20,400 

Uss Tax . . 71,190 


Fines, Fees, etc. 


£23,500,0001 
4 . 355 , oooj 


i,X49,aioJ 
5, 000] 


£29,00').21 o ] 


Claizos under Policies, paid and ' 
outstanding . . .{ 

Surrenders, including surrenders 
of Bonus .... 
Bonus to Superintendents and 
Agents .... 
Commission . . . .1 

Management Expenses . .j 
Bonus and Dividends to Share* ' 
holders . . . .1 

Life Assurance Fund at end of year 

! 


£2,150,000 

135,000 

27,000 

1,215,000 

745.000 

450.000 
24.287,210 


£29,009,210 


(2) ORDINARY BRANCH 


Life Assurauu- Fund at xst Jan., 
19— , . . . . 

Frciniuius (less re-as'^urances) 
liiti'Fost, Dividends, and Routs — 
Gros'^ . , .1,1, 4 3s 080 

Less Tax . . i< 3 , 7»3 


Asstguinent Fees, imc^, cic. 


/:3i, 450, oooj 
3,050, oool 


1,351,3671 

6,ooo| 


£36,757,367 


Claims under Policies, paid and l 
outstanding (less re-assurances) 

(,T) by deaths . . .1 £940,000 

(b) by endowments . ,• i,i40,orKi 

Surrender-;, including surrenders “ 

of lionus . . . .1 315,000 

Bonus in Cash to Policy-holders j w' . 
Coniini'-^ion .... .:is,o«o 

Management Expenses . v5,ooo 

Tr.ui‘.t*r to Investment Rcscr”e 

Fund .... 205,000 

Life Assurance Fund at end of . 

’ 33,742,^67 


£t^',757 ’67 


(3-^ ANNUIIY .ACCOUNT 


Amount of Fund nt 1st Jan., 19.. 

£715,000 

Annuities 

£95,000 

Consideration for Annuities 


Surrenders .... 

6jbo 

granted . . . . 

1x5, uoo 

Co'imussicii . • . . 

*, 1^35 

Interest, Dividends, and Rents — 


3 [ uiageinent Expenses 

x , t 6 o 

Gros- . . . 38,040 


Amount of Fund at cud of year . 

767,986 

L«sa fox . . 2.2X9 





35 .* 2 < 




£865,821 


£865, Sir 
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BALANCE SHEB 1 as at 3X$t Dec., ijr* 


LiabilUk$ 


Assets 


Shareholders* Coital • • 

Life Assurance rund»^ 

£c, 000,000 

Mortga^ on Property within the 
United Kingdom 

£9.350,000 

Industrial Branch 

14 , 267 , 3 X 0 

Loans on Parochial and other 

Ordina^ Branch 

Annuity Fund .... 

33,742,367 

Public Rates 

12,250,000 

767,086 

Jjoans on Company's Policies 

Investment Reserve Fund 

1,000,000 

within their surrender values 
Investments — 

2,635,000 




Total Funds 

60.797,563 

Deposit with Supreme Court . 
British Govt. Securities . 

20,000 

Claims admitted or intimated but 

4,900, 00f> 

not paid .... 

M 5 , 30 fl 

Indian and Colonial Government 

Annuities due and unpaid 

3,000 

Securities .... 

6 , 550,000 

Sundry Creditors • . • 

750 

Foreign Government Securities 
Railway and other Elebentutes 
and Debenture Stocks— borne 

5,100,000 



and foreign 

8, oS 1,000 



Railway, Ga^, and Water Co. 



Stocks .... 

4,350,000 



Freehold Ground Rents 

Leasehold Ground Rents .j 

Freehold axMl Leasehold Property 1 

2,850,000 

7 ,V>o 



(Iticiuding company's offices 
at cost less dep^iation) 

i,9So,ooo 



Life Intereets .... 

1,125,0(10 



Reversions .... 

82. •‘CO 



Agents* Balances 

200,0^0 



Outstanding Premiums 
Outstanding Dividend, Interest, 

22’„Srto 



and Rettts . . . 

250,000 



Interest accrued not payable 

2 S 0 , 00 O 



Cash on deposit 

200,00t* 



Cash lu hatid and on Current A/c 

2+**,j03 



Funuture and Fixtures 

22,0''O 



Pcrficy Stamps .... 

4,000 


I £60,926,8x3 

1 ! £60,026,? n 





QUESTIONS ON CHAPTER XXI 

1 . Explain the characteristics of the two classes of life assurance companies 
^Mutual Companies and Proprietary Companies. 

2. What is the "surrender value *' of a life policy ? Upon what is such 
value based ? 

3. What is an " insurable interest '' ? Explain by reference to examples. 
Give particulars of marine insurance legislation passed with reference to the 
necessity of such " interest and state the object of passing the same. 

4. Explain "Non-tariff " office ; re-insurance "proposal form ** : "slip.*' 

5. Describe the procedure in effecting a marine insurance. 

6. To what classes of insurance does the Assurance Companies Act, 1909, 

^ive the substance of the provisions of the above Act regarding separate 
Deposits and separate Funds for each of the various classes of insurauce, 
UdA particular reference to the cases where it is not obligatory to keep 
s^Arate Deposits and separate Funds in respect of 9ach and evwy class of 
business in one company. 

8. What are the statutory provisions regarding the preparation of yearly 
' accouhts ? Give an outline of Revenue Account in respect to life assurance. 

. ; 9. At Vhat periods are the profits ascertained and what informatipii 

supplied ajt the quinquennial audit ? , f ' 
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EXERCISE XXI 

1. The Stcac]fa.st Assiircincc Co., Ltd., was registered in 19-—, and during 
that year the whole of the Sliare Capital (consisting of 100,000 shares of ;£! 
i nch)’ was paid up in full. Submit pro forma accounts for the year ended 
31st December, in accordance with the provisions of the Assurance Com- 
panies Act, 1909; and j)oint out wherein the form of the prescribed accounts 
varies from that Usually employed by 0)mpanies registered under the 
Companies Acts. (Royal Society of Arts, Accounting and Bankings) 

2. On 31st December, the balances of the General Ledger of the Holdfast 
Assurance Co. were as follows — 

Fund.s as on 1st January, 1.557, 060; Premium Account. ;(1 42,000; 
Claims Account, ;£70,050; Annuities Paid. £1,260; Commission 
Account, £6,032; Interest and Dividends Account, £51,00.0; Transfer 
Tees Account, £105; Surrenders Account, £11,201; Management Expenses 
•Account, £18.&70; Shareholders' Dividends Account. £2,500; Claims 
admitted but not paid Account, £7,200; Sundry Cre&ors Account, 
£3,980; Mortgages in the United IGngdom, £1,201.450; Loans on Policies. 
£50,060. Investments; Government Stocks, £204,000; British Railways, 

/ 138,200; House Property, £7,500; Agents* Balances, £12,200; Out- 
tanding Premiums, £9,200; Outstanding Interest, £12,040; Cash at 
Hank, £16.982. 

Pit’parc Revenue Account and Balance Sheet as on 31st December. (London 
C hamber of Commerce.) 

3. Give a form (or forms) of ruling of a Cash Book, suitable for the record 
o£ the' Receipts and Payments of a Life Assurance Co. with a large business 
and many agencies. (Royal Society of Arts, Accounting and Banking.) 

4. Prepare, in the proper statutory form, the Revenue Account of the 
Minster Assurance Co., Ltd,, for the year ended 3Jst December, from the 
fc»Ilowing figures — 

Claims: By death, £76,140; by maturity, £30,1 10. Premiums, £705,690. 
Transfer Fees, £129. Consideration for Annuities granted, £82,127. 
Annuities paid, £53,461. Bonuses paid in Cash, £2,416. Expense of 
Management, £31,920. Commission, £9,574. Interest, Dividends, and 
Rents, £97,840. Income Tax thereon, £5,710, Suireiiders, £13,140. 
Bonuses in reduction of Premiunis, £980. Dividends pfiivl to Shareholders, 
£5,500. Amount of Life Assurance Fund at the beginning of the year, 
£1,521,000. (London Chamber of Commerce.) 

5. The undermentioned figures have been . extracted from the books of 
the Tliamesmouth life Assurance Co., Ltd., as on 31st December^ 

Amount of Life Assurance Fund at the beginning of the year £1,650,540 

. Fines for revival of Policies 620’ 

Expenses of Management 86,460 

Amount of Life Assurance Fund at the end of the year . . 1,810,120 

Prepare the Revenue Account of the Company in The form required by 
Statute, inserting imaginary figures for tlie remainder of the items you wotdd 
expect to find in such an account. (Royal Society of Arts, Accounting eM 
Banking.) 

6., From the following figures relating to the Devonshire Life Assurance, , 
Co., compile its Revenue Account and Balance Sheet for the year endiug 
31st December, in the prescribed iojm. Shareholders^ Capitar£250,IKK)^|ii , 
?,5O0 shares of £100 each^ with £10^aid up on each, ; ‘ ' ^ 
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Shareholders' undivided 

Profits . . ji33,786 

Life Assurance Fund on 
1st Jan., including paid- 
up Capital and un- 
divided Profits . 1,825.412 

Claims by death . . 93,067 

„ matured by survi- 
vance .... 47,466 

Surrenders . • • 8,636 

Commission . • • 8,224 

Premiums . . . 134,872 

Interest, Dividends, and 
Rents received . . 72,563 

Management Expenses , 25,860 

Dividends to Shareholders 3,265 

Fines and Fees . . 201 

Income Tax . . . 3,525 

Written off Securities upon 

Re-valuation . . 17.089 

Mortgages in United king- 
dom .... 172,332 

{National Union of Teachers.) 

7. How are the profits of a Life Assurance Co. ascertained ? Give a 
specimen of the form of account usually employed, and illustrate your answer 
by means of imaginary figures. {London Chamber of Commerce,) 

8. Are Assurance Compames under any statutory obligations with regard 
to their annual accounts ? 

From the undermentioned figures, prepare the Revenue Account of the 
East Coast Assurance Co., Ltd., for the year ended 31st December, and 
state the amount of the Life Assurance Fund as on that date. 

Amount of Life Assurance Interest and Dividends . /J64,500 


Fund at the beginning Income Ta.?r paid thereon 3,762 

of the year . ^2,567,000 Annuities paid . 21,640 

Surrenders . . . 9,462 Commission , .. . 10,700 

Premiums . . . 620,500 Fines for revival of Policies 120 

Consideration for Annui- Claims (by death) . . 12,500 

ties granted . . 38,450 ,, (by maturity) . 27,800 

3onu.se.s paid in cash . 7,480 Dividends paid to Share- 

Expenses of Management 18,750 holders . . . 10,450 


{London Chamber of Commerce.) 

9. The following are the Ledger Balances of a Life Assurance Society 
on 31st December, and include a year'.s transactions. The As.surance Fund 
is excluded — . 

Premiums received j{60,000 | Si^dry Creditors . . 1,000 

Interest. Dividends, and Mortgages . • « 90,000 

Rents {Cr.) . . . 30,000 Loans on Life Interests, 

Claims paid and outstanding 60,000 Reversions, etc. , . 350,000 

Surrendered Policies . . 5,000 Inv’^estments . . • 400,000 

Commission . . 2,000 Outstanding Premiums (good) 6,000 

Management Expen.scs . 5.000 „ Interest. . I, OOP 

■Depreciation of Investments 7,000 Cash in hand and with 

- • 30,000 Bankers . • • 15,000 

litlaimsi admitted, but not 

paid {Cf.) . • . 11,000 


Loan.s on Company's 

Policies . . £90, 1 52 

Freehold Ground Rents . 1,218.310 
Claims admitted, but not 

paid .... 5,846 

Claims announced — not 

admitted . . . 22,846 

Colonial Government 

Securities . . . 147,259 

Railway Shares, etc, . 74, 1 45 

House Property . . 105,292 

Agents’ Balances out- 
standing . . . 19,976 

Outstanding Interest and 

Rents receivable . . 16,968 

Outstanding Premiums — 

Head Office. . . 1.465 

Sundry Creditors . , 142 

Cash in hand and at Bank . 5,994 

FurniUiro and Fittings • 2,857 
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Prepare a Balance Sheet and Revenue Account in the form prescribed 
by the Assurance Companies Act, 1909, showing the Assurance Fund as 
oil 31st December, and state by bow much it has increased during the year. 
{Chattered Accountants,) 

Prepare a Revenue Account and Balance Sheet from the following 
list of balances in the books of a Life Assurance Co. — 


Assurance Fund at the ^Leasehold Ground J^ents 

beginning of the year .^^3, 600, 000-" ^ (Investments) . . 

Annuities Paid . 12,500 Mortgages within the 

Bonuses to Policy-holders . 15,000 United Kingdom . . 800,000 

British Government Securi- Mortgages on Rates . . 1 , 200, 000 

tics .... 190,000 Other Sums owing by the 

Consideration for Annuities Company . . . 1,200 

granted . . . 14,000^' Outstanding Premiums and 

Claims Admitted, but not Agents’ Balances . . 56,000 

P‘Ud .... 14,500 Outstanding Interest (re* 

Claims Paid . . • 280,000 i . ceivable) . . , 57,000 

Commission Paid . . 27,000 ^ Premiums . . . 460,000"* 

Ca.-.h at Bank . . . 45,000 Premises and Furniture . 26,000 

Expenses of Management 37,000 Reserve Fund . . 150,000 

Indian and Colonial Govern- Rent Charges (Investnicnib) 36,200 

men t Securities . . 110,000 ^ailvvayandotherDcben- 

Interest and Rents received 130,000' » tures .... 1,150,000 
Loans on Company’s Policies 280,000 “feurrenders . . . . 42,000 


{Chartered Accountavls.) 

' -Itf From the following Trial Balance prepare Balance Sheet and Revenue 
Account of the Life Assurance Society. 

Mortgages on Property Surrenders on Busin 

within the United King- within the United King- 
dom .... /400,000 dom .... ;£20,000 

Mortgages on Property out Surrenders on Business out- 

of the United Kingdom . 50,000 side the United Kingdom 1.000 

Loans on Life Interests 100,000 Cash in hand . . . 50,000 

,, on Reversions . 200,000 Claims admitted: but not 

„ on Society's Policies paid Cr. . . . 10.000 

writhin their surrender Claims on Business within 

values. . , . 600,000 the United Kingdom , 200,000 

Investments- — Claims on Business outside 

Municipal Securities, the Uuited Kingdom . 10,000 

United Kingdom . . 500,000 Sundry Creditors , . 15,000 

Indian and Colonial Amount of Life Insurance 

Government Securi- Fund at beginning oi year4,000,000 

ties . . . 1,000,000 Expenses of Management . 20,000 

Freehold Ground Rents 800,000 Premiums on Business with- 
Reversions , . 500,000 in the United Kingdom . 480,000 

Outstanding Premiums , 50,000 Premiums on Business out- 

Outstanding Interest, Divi- side the United Kingdom 6,000 

dends, and Rent . . 10,000 

• [Note. £10,000 Indian and Colonial Government Securities have been 
deposited with the Government of the Cape of Good Hope in respect of 
l^iie Assurance business.] {Incorporated Accountants,) 
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REVISION EXERCISE XXI 

1. Messrs. Gorgonzola & Co., of Londoxi, yesterday bought bills on Cape 
Town to the amount of ;£1,842 5.s. 6d, Suggest some object or purpose in- 
tended by this operation. Describe it, with the use likely to be made of the 
Bills, and give the form such as you would suppose one of the Bills to have. 
{Royal Society of Arts.) 

2. A. & Co.. Lagos, consign to B & Co., Liverpool, for sale on joint adven- 
ture. native produce purchased at a cost of ^£22.000. This was paid for as 
to 5,000 in cash supplied by A & Co., and as to the balance by good'' pur- 
chased and shipped by B d: Co. at a cost of £15,500. 

A & Co. disburse £1,831 5s, 6d. for Freight and Insurance, B & Co. incurring 
expenses of £150, plus an agreed proportion of their establishment charge.s, 
£293; and the net profit is then equally divided. 

Prei>are an account as it would appear in the Ledger of B & Co„ showing 
the final settlement. (Incorporated Accountants.) 

Note. The sale of native produce may be assumed to have realized 20 per 
cent on initial cost. 


3. The foUowing Ledger Accounts appear in the Trial Balance of a Com- 
pany. State how you would deal with the items in preparing the Annual 
Accounts, and briefly comment on any points which would need special 
consideration. 

(a) Goodwill Account; (fc) Repairs Reserve Account; (c) Unclaimi*il 
Dividends Account; (d) Debenture Issue Expenses Account; (e) Prelim - 
inary Expenses Account ; (/) Expenditure during the year on the Coinpanv's 
Leasehold Works Account ; (g) Forfeited Shares Account (amount of (.(tsh 
received on forfeited shares). (Royal Society of Arts, Accounting and 
Banktng.) 


4. Describe clearly and illustrate the methods with which you would deal 
in books of account with each of the following — 

(a) N Co. draw a Bill dated 5th January for £1,000 at six months; it is 
accepted by R, the Company agreeing to pay him cash seven days l^fore 
the due date. The draft is discounted by D B for £925, and gudrantiN-d 
by H for a commission of £50. The Bill is not met, but is renewed lwic(' i< 
periods of three months each. On each renewal, D B charges £50 and H 
£25. The third Bill is met and all liabilities discharged. The books 
account are those of the Company. 

(5) G C agrees to purchase at par from J P 1,000 fully-paid shares of 
£1 each in a Company, and pays on account three sums of £150 each on 
1st December, 4tn January, and 3rd February. On the last date. G C 
states he can pay no more, and requests that the shares be sold. ] P sells 
them to W for 18s. each. 

Show the transaction in J P's books and also in G C's. 

(c) The Directors of a Company have forfeited 500 shares of £1 each, on 
winch lOs. has hem paid by B. They re-issue the shares to D, calling up 
15s. per share. 

Sij.ow the transaction in the Company’s books. (Incorporated Accountants.) 


5. Lead 8c Hall, Ltd. Balances 31st December—* 


1,164 Ordinary Shares 
£7 each, £5 10s. per 
share cidlra up , 6,402 -- - 

j||0r Vendors* Shares £7 
Vi each, fully paid . 210 - 

■k * 


Prepaid on 32 Ordinary 
Snares ... 48 

Stock. 1st Jan. • . 3,644 

Engine, Boiler, and 
Shafting, 1st Jan. . 170 


5. d. 


18 8 
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/ 8. d. 

Machinery, 1st Jan. . 1,000 - - 

Office Furniture, 1st Jan. 30 - - 
Trade Fixtures and 

Utensils, 1st Jan. , 360 - - 

Horseand Van. 1st Jan. 30 - - 

Chas. Johnson, Mort- 
gage . . Cr. 3,500 - - 

Directors' Remuneration 206 12 - 
Bank Charges . . 28 6 - 

Freehold Factory . 7,350 - - 

Prolit and Loss A/c (Cf.) 

1st Jan. . . . 584 5 6 

Reserve Fund A/c . 2,350 - - 

Interest on Mortgage, Ac. 155 15 2 
Bank . 21 13 

Creditors . . . 1,142 5 9 

Discount Received . 314 6 11 

Allowed . 257 16 11 

Bad Debts. . . 12 4 - 

Wjgcs . . . 4,126 7 8 

The additions to Plant, 2s. 9d., consist of Machinery, ;£187 14s. 3d. 
Shafting, /1 17 Is. 2d. ; Trade Fixtures, ;^40 9s. lOd. ; New Horse, ;f40 17s. 6d. 

Stock, 31st December, is 3,650 9s. 6d. 

Write off Depreciation — 

Freehold, /50 ; Machinery, 10% ; Engine, Boiler, and Shafting, 12J% ; 

Trade Fixtures, 10%; Office Furniture, 5%; Horse and Van, 20%. 

The additions during the year to be depreciated for six months. 

Reserve Discount, 2|% on Creditors ; 3|% on good Debtors ; and Reserv e 
for Bad Debts, jflOO. 

Rates and Insurance prepaid, £78. 

During the year tlie Company have manufactured Stationery goods, 
^123 9s., lor their own use in the office, and they have a Stock ot ^25 on 
hand at 3 1st December. 

The Prepaid Calls, £A8, are entitled to interest 5% per annum (owing for 
current year). 

The Man.ager is to have a bonus of 5% on the net profit. 

The Vendors' Shares take one-fourth of any profit earned in excess of 
10% on the Ordinary Capital called up. 

Prepare Trading and Profit and Loss Account and Balance Sheet as at 
31st December. {West Riding of Yorkshire.) 

6. The Utopia Motor Works, Ltd., was registered and commenced business 
on Ist February, with a Nominal Capital of ^200,000, divided into 5,00U 
Preference Shares of ^£10 eacli, and 150,000 Ordinary Shares of £\ each. 
Of the latter, 32,000 were allotted as fully paid to the vendors. The public 
subscribed for 4,500 Preference Shaies, the whole of which were called up 
and paid for, and 22,640 Ordinary Shares on which ISs. per share had been 
called up before 31st January, when the Ledger Balances, in addition to the 
balances representing the above transactions, were as follows — 

Loans from Sundry Persons ^30 for one year to 31st March 

Plant (including additions next, 1 26; and Insurance 

during the year, £!23) . 36,803 for one year to 31st March 

Repairs Equaliratiott Reserve 2.648 next, ;£240) * • , £872 

Sales. * • .107,866 Stoibk <lst Feb.) • « . . 14,685 

Rates, Taxes, Gaa,Water, and ‘ Bank Loan . . , 3,400 

. Insurance (including Rates Goodwill . • ^ , 22,000 


ravelling Expenses . 255 18 - 

StampsandParcelsPost 114 - - 

Carriage Outwards 319 13 11 

Trade Expenses . 280 1 1 6 

Fuel . , . , 40 17 8 

Sales. , . . 15,637 6 7 

Purchases . . 8,090 11 11 

Rates, Taxes, and Insur- 
ance . . 317 1 2 

Additions to Plant dur- 
ing year . . . 386 2 9 

Repairs . • • 52 12 2 

Horse-keep . . 57 1 5 

Commission, Travellers* . 279 2 * 

Cottage Rent . Cr, 25 15 10 

Debtors . . . 2,569 7 7 

Bills Receivable (Bad, 

write off) . . 5 - - 

Cash . , . 52 7 1 
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Sundry Trade Debtors . £8,700 1 Freehold Land and Builditgs £26,782 

Bills Payable . . » 11,^9 j Loose Tools . , . 8,001 

Calls in Arrear( Ordinary Shares) 806 Bad Debt Reserve as on 1st 
Sundry Trade Creditors • 18,176 February , . . 807 

Preliminaiy Expenses . * 537 Advertising , , , 2,190 

Purchases (including Carriage) 57,833 Office Expenses . . 203 

Wages (Manufacturing) . 53,129 Interest on Loans . . 161 

Salaries and Comimssioii . 1,263 Profit and Loss A/c : Credit 

Directors’ Fees . . 2,000 balance brought forward, 

Transler Fees . . • 17 1st February . , 37 

Bad Debts. . . . 1,106 Cash at Bank and in hand • 37 

Repairs .... 2,182 

Vou are required to prepare Trading Account and Profit and Loss Account 
for the year ended 31st January, and a Balance Sheet as on that date, from 
the above balances, after making the following adjustments — 

(a) Reserve for Interest on Loans accrued to 31st January, £26. 

(f>) Reserve for the proportion of Rates and Insurance paid in advance. 

(c) The Stock on hand on 31st January was valued at £19,822. 

(d) The Loose Tools on hand on 31st January were valued at £7,285. .. 

(<;) The directors decided (1) that two-thirds of the expenditure on 

advertising was to be carried forward in suspense ; (2) that the whole 
of the expenditure on repairs was to be charged against the Repairs Reserve ; 
(3) that the Reserve for Bad Debts was to be fixed at 4% on the value 
of the Trade Debtors ; (4) that 5% depreciation was to be written off the 
value of the Plant as on Ist February : and (5) that £361 was to be written 
off for depreciation of Buildings. (Royal Society of Arts,) 

7. The Engine dc Motor Co., Ltd., has a nominal Capital' of £100,000, 
divided into 75,000 Ordinary Shares of £1 each and 2,500 6% Cumulative 
Preference Shares of £10 each. 

The books of the Company were balanced on 31st March, on which date 
a Trial Balance, containing Uic following balances, was extracted from the 
books— 

Freehold Premises . , £12,675 Purchases Returns • . £1,675 

Plant and Machinery . . 11,595 Sundry Creditors . . 12,805 

Ordinary Share Capital (50,000 Bills Payable . . . 8,765 

shares, fuUy called) . . 50,000 Manufacturing Wages . . 25,595 

Calls in Arrear . 2,000 Repairs and Renewals of Plant 1,245 

Preference Share Capital Coal ..... 2,765 

(2,500 shares, fully paid) . 25,000 Gas and Water . . . 475 

Stock-in-Trade, 1st April . 14,665 Rates, Taxes, and Insurance 865 

Office Furniture . . . 545 Office Salaries . . . 750 

Loose Tools, 1st April . . 3,125 Trade Expenses . . 2,165 

Patterns .... 3,155 Bad Debts written off . 615 

Patents .... 1,535 Reservefor Bad Debts, 1st Apr. 1,165 

Profit and Loss A/c (Credit Directors' Fees . . . 300 

Balance, 1st April) . . 1,545 Carriage . , . .4,155 

Goodwill A/c . . . 3,000 Interest on Bank Deposit A/c 45 

Sundry Debtors . . 31,215 Audit Fee and Legal Expenses 205 

Cash at Bank, Current A/c . 985 General Expenses . . 945 

„ „ Deposit A/c . 10,000 Discounts allowed to Debtors 1,235 

,, in hand ... 45 received from Crs. 875 

Sales 107,015 Preliminary Expenses . . 350 

„ Returns . . 975 Travelling Expenses . . 465 

Purchases .... 71,245 
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Before closing the books, the following adjustments are necessary — 

(1) A portion of the premises has been^ sublet, since 1st January, at jfSO 
per annum, and the Rent due to date has not been paid or passed through 
the books. 

(2) The Insurance unexpired amounts to ;f30, 

(3) Eleven fnonths only of the Oihee Salaries have been paid. One 
nioiitli’s Salaries were owing on 31st March. 

(4) Make the Reserve for Bad Debts equal to an amount representing 
5% on the Sundry Debtors (excluding Sundry Debtors for rent). 

(5) Write off tlie whole of the Preliminary Expenses. 

(6) Write off the following depreciations — 

(fl) Plant and Machinery, 10%; {b) Office Furniture, 10%; 

{c) Patterns, 15% ; {d) Patents, 20%. 

The Stock -in-Trade on 31st March was valued at /23,995 and the Loose 
Tools at /2.730. 

You are retjuired to prepare Trading and Profit and Los.s Accounts for the 
year ended 31st March, and a Balance Sheet as on that date. 

What dividend, if any, would you recommend the directors to propose, 
taking into consideration the fact that the dnddend on the Preference Shares 
for the previous year ended 31st March, has not been paid? {London 
Chamber of Commerce, 



CHAFfER XXII 
COST ACCOUNTS 

The subject of Cost Accounts has become very important in recent 
years owing to the complex conditions under which modem com- 
merce is carried on, ami many volumes have been wTitteu on the 
siibjcct. The keen competition which prevails renders it necessary 
that a business man should keep accurate and systematic recorc.s 
by means of which he can ascertain the actual cost of the goods 
he manufactures, or of the contracts he carries out. This he does 
by keeping Cost Accounts, which may be defined as a system of 
recording in accounts the materials used and labour employ i^d in 
the manufacture of a certain commodity or on a particular job. 
The student should remember that the Cost Accounts are quite 
distinct from the Financial Accounts, although they are both written 
up from the same data. It may be further noted that in a proper 
system, tlie Financial Books and the Cost Books are kept in such 
a manner that they agree (at least approximately); the former 
showing the total Works* profit, and the latter the result of each of 
the operations at the Works. 

CLASSES OF COST ACCOUNTS 

Although the principles of Cost Accounts are applicable to all 
businesses, the details vary considerably according to the business or 
industry for which they are required. The following are the classes 
into which they are usually divided — 

(1) Terminal or Contract Cost Accounts, applicable to undertaking? 
where definite contracts are entered into, in which the cost is definite 
and terminating ; e.g. Buildings, Ships, etc. 

(2) Operating or Working Cost Accotmts. These are used for 
railways, tramways, gas and water undertakings and the like. 

(3) Single or Ou^ut Cost Accounts, suitable for breweries, col- 
lieries, quarries, mines and similar industries, in which there is a 
natur^ unit of cost, such as the barrel brewed, the ton raised, etc. 

"'(4) Multiple Cost Accounts* This method is applicable to under- 
takings in which a number of products are involved bearing little 
or no apparent relation to each other in cost or selling price ; ^^g. 
cycles, hosiery, boots, furniture. 

(5) Process Cost Accounts are used in businesses in which there 
arc a number of departments and it is desired to know the cost of 
working each department. 
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OBJECTS OF COST ACCOUNTS 

llie primary object of Cost Accoimts is to enable the manufac- 
turer to ascertain the prime cost and total cost of the articles he 
manufactures or the contracts he undertakes. Other advantages 
which may accrue are enumerated below — ^ 

1. They show not only whether or not a profit has been made 
on the working of the business as a whole, but whether or not a 
profit has been earned on each department, or process, or job. 

2. The selling price of goods can be fixed witli greater certainty, 
ill order to realize the desired percentage of profit. 

3. Waste of time and stores can be detected and steps taken to 
prevent a recurrence of the leakages. 

4. They provide valuable data for estimating, or tendering for 
iniportant contracts; and for comparison of the results of different 
manufacturing periods. 

Components of Cost. In order to arrive at the total cost the 
following factors must be taken into account: (1) Labour, (2) 
Materials, (3) Direct expenses of production and motive power, 
(4) Indirect expenses, viz. selling, distribution, and administration. 

Prime Cost. The cost of labour (i.e. the amount of productive 
wages paid) plus the cost of raw materials, with aU charges thereon, 
such as carriage inwards, freight, dock dues, etc., is called the Prime 
Cost. 

Works Oncost. These expenses of production, or Works Onco!<t^ 
consi.st of — 

1 . Rent, rates, taxes, and insurance of factory. 

2. Motive power, fuel, gas, water, lighting, and heating. 

3. Patent fees and roy^ties. 

4. Non-productive wages of storekeepers, firemen, t-nginemen, 
time-keepers, factory clerks, superintendents, and managers. 

5. Repairs, renewals, and depreciation of plant, machinery’ tools, 
land, and buildings, etc. 

Total Cost. To arrive at the total cost, the works oncost and the 
indirect expenses must be added to the Rime Cost. 

Indirect Expeti^. Indirect expenses comprise — 

1. Rent, rates, taxes, and insurance of office, shops, warehouse, 
sliowrooms, etc. 

2, Lighting, heating, and water rate of same. 

8.. Travellers’ salaries and commissions. 

4. Salaries of assistants, counting-house staff, and manager, 

directors’ fees. . 

5. Carriage oatwSrds, packing materials, {Hinting, stationery, 
advertising, etc. 
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6. Bad debts, discounts, etc. 

7. Depreciation of furniture, fixtures, and fittings. 

8. Interest on capital, loans and debentures, bank interest, etc. 

Selling Price. When the total cost is ascertained, it only remains 
to add the percentage of profit required, in order to arrive at the 
selling price, which is compiled in the following manner — 


Productive vrsiges paid . . . . £ 

Material consumed and charges thereon . . {, 

Prime Cost £ . 

Add works oncost £ 

Add indirect expenses . . . . , £ 

Total Cost £ 

Add percentage of profit .... £ 

Selling price . . . . . £ 


Note I. Some accountants use the term " Flat Cost " to signify 
the cost of labour, material, and direct expenses of production. 

Note 2. The indirect expenses are often spoken of as Overhead, 
Fixed, or Establishment Charges, the terms being synonymous. 

Note 3. It is not infrequent to find Indirect ChEirges, or Oncost, 
divided into Works Expenses and Office Expenses. 

A close study of the table on page 853 should convey a clear idea 
of the components of cost. 

For the purposes of Cost Accounts it is necessary (1) to analyse 
the direct wages and materials used so that the proper amount can 
be allocated to each job or contract, and (2) to apportion the 
remaining expenses in such a manner that each job and contract 
bears its fair share. 

LABOUR IN A COSTING SYSTEM 

Labour in a costing system falls under two classes, namely — 

(a) Direct labour, which can be measured and directly charged to 
a job, or order, or product. 

* ({)) Indirect labour, which cannot be specifically charged to a job, 
but is apportionable on a logical plan. 

Labour is measured by " time ” and *' money ” and is a most 
important element of cost, and in any costing system adequate 
provision for control over e.\ponditure on wages must obtain. 
Minute and accurate. details of " time ” and " money " expended 
must be made, and the following information is intended to convey 
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a general view of modem and scientific methods employed which 
secure adequate '* control ” of this element of prime cost. 

First then as to control of “ time.” 

Post-war conditions have revolutionized the means of control 
of the ” time ” element expended on labour, and the somewhat 
unreliable method of the time book in the hands of the watchman 
has been superseded by the mechanical time check upon arrival 
and departure of employees, famiUarly referred to as ” clocking 
on ” and ” clocking off." In most up-to-date factories there is now 
installed, near the gate entrance, a mechanical time-recording 
clock. * 

Each employee is supplied with a ” gate card ” upon which is 
shown — 

1. His or her official number. 

2. His or her name. 

3. Particulars of period, i.e. date of the week covered by the 
card. 

4. Space provided for mechanical record of times of “ arrival " 
and ” departure ” in the course of the week. 

5. Space for extension of number of hours worked, etc. 

(See specimen on page 855.) 

On each “ arrival " and “ departure " the employee places the 
gate card in a slot below the pendulum of the clock, depresses a 
li:ver, and upon the card is stamped the actual time he makes 
lire operation, which is, of course, either the time of arrival or 
ilcparture. 

On each side of the dock is a rack into which the employee’s 
card is placed after stamping ; one side is marked out, and the other 
side is marked in. On entering the factory, the employee with- 
draws the card from the OUT rack, stamps it, and places it in the 
IN rack. The opposite operation takes place when leaving. 

At the end of the pay week the wages derk collects the gate 
cards, replacing them by a fresh set for use on tlie ensuing week. 

The time worked by each employee is ascertained from the cards 
and extended in the appropriate columns; other particulars are 
filled in, and the final net sum payable to the employee is entered 
at the foot of the card. 

The advantage of the mechanical time record is that the em- 
ployees make their own record, and, once made, it cannot be tam- 
]>ered with or altered without (ffiallenge. 

Not only is mechanical control of time applied in this way, but 
it is used for control of jobs. A workman when ^aged on a 
” job ” receives a job card upon whidi are all particulars of the 
work’ to be done.. On the back of the same card there are spaces 

E ovijied for. recording the time. The time registered shows how 
tig ffie employee was op the " job." 
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SPE&IMEN TIME CARD 
(Issued when mechanical time recording is in use) 



A.M. Upright' Letters. 
P.M. Horizontal Letters. 


Total 
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METHODS OF PAYMENT OF WAGES 

There are many methods of remuneration of labour, and it may 
be stated that methods applied arc intended to react in the mutual 
interests of all concerned. Six methods are briefly touched on. and 
are as detailed below. 

1. Time Rates are more generally paid on indirect labour, and 
obtain where work cannot be standardized or graded for piece 
rating. The system is unscientific because the time taken is not 
correlated to work done. The system is in operation where any 
kind of work requiring special skiU and care are necessary. 

Unless subject to very close supervision, “ time rates would seem 
an extravagant means of remuneration. 

2. Piece Rates depend for their cfliciency upon the exactness with 
which the rates are first fixed. The operation of this system is as 
follows — 

A workman is given, say, 44 pieces of work to do. The time 
allotted is 44 hours (a normal working week of 5^ days of 8 hours 
a day). The rate of pay is fixed at 2s. 6d. per hour. Should the 
workman complete his task in 33 hours he will receive £S 10s. Od., 
which yields to the workman a payment equal to time and a 
tliird. The advantage to the employer is in the economy of time 
and scope for adjusting piece rates on future work on a more 
economical basis, 

3. Bonus Systems. Under these systems of payment of wages 
there is taken into consideration the ratio chat “ work done bears 
to “ time taken." 

Two schemes under bonus methods of remuneration are chosen 
for consideration, namely, the Halsey and Rowan systems. OUut 
schemes are employed, but they more or less approximate in effect 
the two methods explained below. 

Halsey Bonus Scheme. Tlie Halsey scheme provides for a bonus 
of 50 per cent on hours saved at the usual rates per hour. The 
scheme works out as imdcr — 

Forty-four hours were allotted for a piece of work at 2s. 6d. per hour. 
The work was completed in 33 hours, with the following result — 

Time allowed 44 hours £ s. d, 

„ taken 33 „ @ 2s. 6d. per hour . .426 

„ saved 11 hours 

Bonus will be earned on 11 x i » 5^ hrs. @ 2s. 6d. 13 9 

Total Wages . . £4 \Ci 3 


Rowan Bonus Scheme. The Rowan scheme provides for a bonus 
of a percentage increase of pay equal to the percentage the hours 
saved bears to the hours allotted, which percentage, will be added 
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to amount earned on work done. Applying the above example, the 
result yields the following — 

L d. 

Time taken, 33 hours @ 2s. 6d. per hour , , 2 (5 

Bonus is arrived at on the following formula — 

Time saved 11 hours x 100 
Time allotted 44 hours 

Reduction of above formula shows 25 per cent. 

Therefore, 25 per cent of £4 2s. 6d. will be added 1-8 

3 2 

4 . Efficiency Pay. Efficiency pay is granted to employees beyond 
a day wage for tlieir completion of work in the minimum of time 
on skilled work. The rates of increase moves wilhin the margin of 
5 per cent and 40 per cent, and is applied according to efficiency 
beyond the 65 and reaching toward the 100 per cent standard. 

5. Priestman Plan. The Priestman plan is a bonus on output. 
It moves according to the following circumstances — 

A standard oxttput is agreed upon by the management and the 
employees’ representatives. Now, according to output beyond the 
standard, a bonus “ at the rate of increase ” is granted to the 
employees. 

6. Profit-sharing Schemes. Profit sharing is applied with the 
object of developing mutual interests as between employer and 
employed. 

PAYING WAGES 

In firms of any magnitude this operation requires very skilful 
handling. First, a pay roll has to be prepared, which roll is made 
up from the gross time records. At the foot of the pay roll (or 
pay rolls) a coin summary showing the amounts required under each 
denomination is required, i.e. how many £\. notes. 10s. notes, silver 
coins, etc. For speed and accuracy in compiling the pay sheets a 
Wages Adding Machine should be employed. A Wages Ab-stract 
is appended for examination by students, as it is tlie document from 
which the Pay Sheet is finally prepared. 


WAGES ABSTRACT 
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JOB CARD. — ^Piecework 


Job No.,....™*., Man's No. Name 

Description of Work * Reference 

Date and Time Commenced - - Foreman’s Initials 


Date and Time Finished 


Week Ending 

M 


W. 



s. 

l^al 

Remarks 


1 

1 

1 

1 

1 

1 

1 



Workman's Name. 


TIME SHEET 
Date. 


Workman's No. Occupation. 


lob 1 
No. i 

i . Name oi { 

Cusioiner j 

Particulars of Work 
done 

Hours 

Time ’ O’time 

Rate 

Atoouni 

1 

d. 




1 J 







(Signed) 


Foreman. 


These sheets, after being used for the writing up of the Wages 
Book, are eventually sent to the Cost Office, and the amounts are 
siunmarized and posted to the jobs in the Cost Ledger. 


MATERIAL IN A COSTING SYSTEM 
Contred of " stores " is all important in a costii^ S3rstem, and to 
this end the movements in and our of raw material, supplies, etc., 
must ^ subject to the severest possible means of check. A sum- 
.mary of the wa3^s by means of which this control is effected is given 
below under brief explanations of the use to which various cards 
and books are put in the costing system. 

1 . Store Recofd Card. The Store Record Card is provided with 
rulings to ^ow a full description of the material; the bin number; 
particulars of Order No., Suppliers, IWce, Quantity; particulars of 
Date, Requisition No., ^entities of Material “ in ” and " our " ; 
and, ffiially, a balance column, which should show.the an.ount ot 
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material in store on any given date. The card also contains rulings 
to indicate the “ minimum ’* and " maximum ” quantities of tlie 
material stored. Stores Record Cards are kept in the cost depart- 
ment. A specimen is appended. 

STORES RECORD CARD 




BIN CARD 



2. Bin Card. Bin cards are specially ruled to show particulars of 
materials received into or uririidrawn from stores. The storekeepei 
responsible for control of stores attaches a bin card to each Iw, 
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locker, shelf, or receptacle for materials. On every occasion when 
stores are received or withdrawn the storekeeper will carefully 
record in appropriate columns particulars relating to such move- 
ments of material under his control. (Specimen on page 859.) 

3. Stores Requisition, ^n a well-organized manufactory, etc., a 
storekeeper would be authorized not to issue materials from store 
without special authorization. A Stores Requisition is a card (or 
document) when duly filled up, w’hich is handed to the storekeeper 
who is sanctioned thereby to issue stores. Usually the stores are 
requisitioned for use on a specific job, and the stores requisition 
will contain a reference to the Works Order upon which the material 
is to be used. A ruling of such a form is appended. 

STORES REQUISITION 


.Vo. ! STORES REQmsmON 


Stores RsQuibixioN j 

Stores KetfuisUton No 

— 



Job i\o _ 1 

Quantity 

1>C 

ycripliou 

K.itu 

Tf. 

Particulars : 




1 




Job No. 





1 Signed 

Alan^s No. f ’ 


4. Stores Received Book. \ 

5. Stores Issued Book. | Specimens on pages 861-862. 

6. Stores Ledger. ' 

The above three books are designed to contain complete details 
of aU goods received and disposed of respectively ; the Stores Ledger, 
containing in summarized form particulars both of goods received 
and issued. The above three books are analogous to the " Pur- 
chases," " Sales,” and " Ledger " with which the student is 
familiar. The functions are similar ; the Stores Received and Stores 
Issued Books being subsidiary to the Stores ledger, which contains 
tke financial record of stores ; the balance of which account should 
indicate the actual value of stores in hand at any given date. 

Material purchased for a particular job can be charged direct to 
that job in the cost ledger from the invoice; all other purchases 
will be debited to stores and charged to their respective jobs through 
the medium of the requisitions. A suitable form of Purchase Analysis 
Book is given on page 863. 







STORES RECEIVED BOOK 
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The totals of the various columns of the purchase analysis will 
be posted in the ordinary way to the debit of the respective nominal 
accounts, the account recording " Materials purchased direct " 
agreeing with the amount charged in the cost accounts to customers, 
or to jobs on hand that will eventually be charged to customers. 

All expenses chargeable direct to jobs will also be debited in the 
cost ledger to the proper accounts, and the total direct expenses 
debited to a direct expenses account in the financial books from the 
Cash Book, Petty Cash Book, etc. 

7. Materials Abstract. A Materials Abstract is prepared to show 
the allocations of stores issued, and is in the nature of the complete 
analysis of material requisitioned. A specimen is appended. 

MATERIALS ABSTRACT 


{A) Requisitioned to Contracts 


No. 1 

No. 2 

No. 3 


No. 5 

Req. 

No. 

Amount 

Roq. 
No. ; 

Amount 

Rfiq. 

No. 



Amount 

Rcq. 

No. 

Amount 






















(B) Requisitionbd for Factory and Offices 


Plant 

Loose l*oo!s 

1 

Sundries 

Rrq. No 

Amount 

Rcq. No, 

Amount 

Reg. No. 

Amount 












_ 


(C) Summary 


Nos. (A) Contracts 

(B) Factory and Offices 

1 £ 

Plant . • . 1 

2 £ 

Loose Tools • . £ 

3 £ 

Sundries . • . / 

4 £ 


5 £ 



Total Requisitioned — 


(A) Contracts 


(B) Factory £ £ 


( (A)t (D), and (C) should follow in One line.) 
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8. Cost Ledger. This ledger is prepared with a vi<nv to bringing 
into one view the various components of cost incurrril in the carry- 
ing out of a job, contract, etc. ^ It is compiled from data snpplic cl 
by the following statistical and other books — 

{a) Abstract of Wages. 

(i!>) Abstract of Materials. 

(c) Purchases Journal. 

{d) Cash Book. 

It is from the Cost Ledger that an attempt at reconciliation 
with financial accounts is made. (See page 867 for specimen of 
Cost Ledger.) 

ONCOST 

" Oncost ** is a technical term usc^l in Cost Accounts to denote 
all exp- nditure which cannot be directly charged to the articles 
manufactured or work done. 

So far only the allocation of wages and materials has been dealt 
with, but it is clear that all the expenses of the business not directly 
cJiargcd to the cost accounts must in some way or other be appor- 
tioned in an equitable manner to the various orders executed. 
The method of distributing this expenditure has given rise to much 
(.ontroversy, and many systems are in vogue, among which the 
following may be mentioned — 

1 . Fixing One Percentage to Cover all Direct and Indirect Ex- 
penditure. Tins is inaccurate and unscientific, for the reason that 
by it the work requiring the use of expensive machinery would 
bear precisely the same proportion of expense as work perfornuxl 
with a cheap tool. 

2. The “ Machine-rate ” Method. This signifies a charge of so 
much per hour for each tool or machine used, in .uldition to the 
cost of wages and material consumed. 

3. The ** Hourly-burden ** Plan. By this method the total ex- 
penses are ascertained and divided over the number of hours 
workexl. The weakness of this system is that no discrimination is 
made between expensive and cheap machinery, and. therefore, it is 
accurate only when the class of machinery used is uniform. 

4. Percentage on Wages. Fairly accurate results may be made 
by this method if the work and the conditions do not vary much, 
but it does riot discriminate between expensive and cheap mach- 
inery, nor is it equitable where wages form a small proportion of 
the total cost. 

5. Varying Rates for Different Items of Expenditure. By tliis 
method items such as rent, rates, taxes, lighting, heating, etc,, 
arc apportioned according to the floor space occupied by each shop. 
Gas, water, electricity can be measured by means of separate meters 
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for each shop, and power may be diarged at^a ratA per horse-power 
of each machine. <r * 

6. Charging Factoiy Oncost axil General Oncost Separately. 
When this method is used, the amounts of the^ manufacturing 
txpenses (factory oncost) and the administration and selling ex- 
panses (general oncost) are ascertained and dealt with separately. 
With regard to the Factory Oncost the question to be decided is. 
On What basis shall the calculation be made ? Shall it be on the cost 
of labour only^ materials only? or on labour and materials? Most 
accountants are of opinion that the calculation should be based 
on the cost of labour only, as this is a more constant factor than 
is material. In the first instance the charges will have to be an 
estimate based on the experience of similar businesses, but at the 
end of the first year’s trading the Profit and Loss Account will 
supply valuable information Suppose, for instance, that the 
Trading and Profit and Loss Account shows Material Consumed, 
;f20,000; Productive Wages, ;f9,000; Factory Expenses, £3,600; 
.Administration Expenses, ;f4,890. From these figures it is found 
that the Works Cost is — 


Matenals consumed .... 20,000 

^ Productive Wages .... 9,000 

Pnnie Cost . . 29,000 

Factory Oncost .... 3,600 

Works Cost . . . ;£32,600 


so that the Factory Oncost is 40 per cent of tlie Productive 'Wages. 
General Oncost, which is calculated on Works Cost, is 15 per cent, 
and future calculations would be made on this basis, e.g. 

Materials consumed ..... 

Productive Wages , . . . 

Pnme Cost ..... 

Add Factory Oncost 40 per cent on Wages 

Factory Cost 

. Add General Oncost 15 per cent on Factory Cost 

Total Cost 

When a job i$*cofmpleted and all the time sheets and requisition 
notes have been entered in the Cost Ledger (a rulii^ of whiqh is 
given), the Oncost is added, also the percentage for profit, and the 
entry is then through the Sales Journal, and debited to the 

C^ornk’s Aceoijint in the Sales Ledger. ^ . 




COST LEDGER 
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Percentages on Returns. It may be pointed out that in adding 
percentages for profits the percentages should be based on returiis. 
For instance, on an article costing £10 and sold at £13 6s. 8d., there 
is a profit on cost of 33^ per cent, but on the return it is only 25 per 
cent. The following table may be of service for calculating profits. 

Add to cost 50 per cent to give 33J per cent on return 


t$ >« 33J „ 

»» 25 ,, 


t* »i 25 ,, 

M 20 


» .. 20 

>. 16} „ 


>• »» ^2J 

.. 114 


» .. 10 

»* „ 



Formula for Finding Percentage Required. 

Pe rcentage Required x 100 
100 - Percentage Required 


Example. The percentage required on return is 20 per cent. 


25 

20 X 100 Z0 X m . 

100 - 20 80 


25 per cent to add to cost price. 


Units of Output or Earning. Tlie following units of output or 
earning are generally in use — 

Breweries — per barrel of beer brewed. 

Brickworks — ^per 1,000 bricks made. 

Collieries — ^per saleable ton of coal raised. 

Mines — ^per ton of ore raised. 

Hotels — ^per visitor per day. 

Gasworks — ^per ton of coal carbonized, and per 1,000 cubic feet 
of gas sold. 

Waterworks — ^per 1,000 gallons of water consumed. 

Electric Light Works — ^per ton of coal u.scd, and per 100 Board 
of Trade units of electricity sold. 

Railways — per ton carried, and per train-mile run. 

Trading Busirtesses with a miscellaneous output — ^per £100 of 
sales. 


Experimental Cost Sheets. Fabric manufacturers when experi- 
menting upon “ new ” lines usually draw up what are known as 
experimental cost sheets, which furnish the manage|Jpnt witli details 
of the cost of half-a-dozen fabrics. Apart from the details pf cost of 
manufacture, these sheets contain specifications as to measurements, 
dass of material, buttons, style of cut, etc. In fact, an* experimental 


cost sheet will bear a significant number, which will be used upon 
idl future work, on the fabric should the initial result justify the 
managehwnt iii putting it before their wholesale buyers, t. 
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COST OF PRODUCTION OF A STANDARi:) PRODUCT 
(say) 13ESSEMER STEEL 


Materials — 

l*urcliased direct (particular*? from Analysis 
Purchase Book) . . . . . 

Retiiiisitioiis of Stores (particulars from 
Stores Requisition Book) 

Labour— 


(Particulars from Want's 
Book anah sed accordiuj? 
to the various operations 
of labour) 


Operation No. 


' Prime Cost , . • . 

Direct Expenses — 

(1) Rent, Rates, Taxes, and Insurance of 

Works ...... 

(2) Motive Power, Fuel, Gas, Wat(?r, Lighting 

(3) Royalty 

(4) Noii-productive Wages and Salaries 

^) Repairs, Depreciation, etc., of Plant and 

Mac'hinery 

(d) Interest on Capital Outlay on Plant, etc. 


Indirect Expenses — 

(1) Rent, Rates. Insurance, etc., of Offices, 

Warehouses , . . . . 

(2) \Ligbting, Heating M'^ater 

(3) iWaries of Office Staff, Manager 

(4) ^id Debts and Djscf>unts 

(5) Depreciation of Fixtures, etc. 

(6) Interest on Capital, Loans . 

Total Cost . , . . 

Percentage of IVofit, 1U,% (which gives a 
^1(>% profit on the Selling Price) 

Selling Price per Ton . 


January, 19.. 

Output: 1,000 Tons 

— 



i 



Percent- 

Expend 


Cost 


age on 

iture 


per Ton 

Selling 







Price 

£ 

s. 

d. 

£ 

S. 

d. 


525 

- 

- 


10 

6 

10-50 

950 

- 

- 


19 

- 

1900 

250 


_ 


5 

__ 

5-00 

301 

3 

4 


6 

1 

608 

1 325 

- 

— 


6 

6 

6-50 

287|10 

- 


5 

9 

5-75 

} 337! 10 

_ 


6 

9 

6-75 

3041 3 

4 


(i 

1 

6-08 

216 

_ 

13 

4 


4 

4 

4-34 

£3,500 


- 

£3 

10 

- 

7000 

25 





6 

0-50 

275 

- 

- 


5 

6 

5-50 

50 

- 

- 


1 


1-00 

150 


- 


3 


300 

100 




2 


2-00 

25 

- 

ij: 



6 

.>0 

£4,125 

- 


4 

"i 

"i 

1 82-50 

12 

10 




1 

3 

0-25 

8 

6 

8 



2, 

0-16 

250 

— 

— 


5 


5-00 

50 

- 

- 


I 

_ 

1-00 

4 

3 

4 



Ij 

.(!9 

50 

- 

- 


J. 


1-(K) 

£4,500 

*- 

- 

£4 

10 

j 

90-00 


] 



10 

- 

10-00 


1 

1 

1 £ 

'wu 

- 

100-00 


The Wages Book should be so arranged that the workmen engaged on similar 
operations of labow |re grouped together, so that the total amount spent on each 
operation bf laboulnw bo extended in a separate column, as this information is neces* 
tary in preparing f^i^Cost Accounts. 

Note. The ID, per cent added to cost in order to yield 10 per cent on return is 
arrived at by formula (see page 868), and is as follows — 

10 X 100 T0 X 100 

m 

9 


100-10 


11}% s percentage required. 
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COLLIERY COST SHEET 


Item of Expenditure 

- 

Jan., 

19.. 




Feb., 

19. . 



12,000 Tons 

11,500 Tons 

Cost 
per ton 

Amount 

j 

Cost 1 

per ton ] 

i 

Amount 

Waoes — 

s* 

d. 

£ 

5. 

d. 


d. : 

£ 

s. 

r#. 

CoUifirs .... 

2 

1-61 

1.280 

5 

6 

2 

2'03 : 

1,247 

5 

2 

Underground 


11*20 

560 

2 

5 


11-39 i 

545 

16 

4 

Surface .... 


6*98 

299 

4 

7 


6-07 ! 

290 

17 

8 

Working Expenses — 







1 




Timber .... 


2*39 

119 

IE 

8 


2-6.1 i 

125 

14 

7 

Stores .... 


1*07 

53 

6 

5 


1-19 

57 

2 

8 

Royalties .... 


6*00 

300 

- 

- 


6-00 

287:10 

, _ 

Hor&c and Stable Expenses . 


1*51 

75 

8 

9 


1-47 

70 

9 

lo 

Repairs and Renewals 


1*67 

83 

6 

3 


1-67 

79! 15 

8 

Depreciation 


2*91 

145 

14 

7 


2-90 

139 

2 

9 

Establishment Charges — 











Rout, Rates, Taxrs, etc. 


1-69 

84 

10 

6 


1-74 

S3 

9 

5 

Salaries and Management . 


3*50 

175 

... 

- 


3-65 

175 



Had Debts and Discounts . 


•88 

44 

I 

5 


•86 

41 

5 

6 

Sundry Expenses 


•70 

35 

2 

10 


1 *68 ' 

32 

9 

7 

Total Cost . 

5 

5-11 

,^3,255 

I __ 1 1. . 

13 

11 

J 


' £3,175! 19 

;*2 


RECONCILIATION WHH FINANCIAL ACCOUNTS 

Reconciliation is attempted by the introduction of an Adjustment 
Account termed “ Cost Ledger Account.” To this iiccounl are 
posted periodical totals (debit and credit), the balance of wliid- 
account should agree with the balance of the Cost Ledger. 


Example. 


Dr. CO.ST LEDGER ACCOUNT Cr. 


To Materials Used 

By Stores Returned 

,) Materials Purchased 

„ Plant Rotumed 

,, Plant out on Contracts 

„ Work in Progress c/d 

Wages 

„ Expenses (direct) 

„ Oncost Details 



If the costing records are attempted on the double-entry prin- 
ciple there should be an approximation to complete reconciliation. 
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EXERCISE XXII 

1. From the following particulars make out monthly Coat Sheets of a Coke 
and By-Product Company- 


Coal used 

April 

6,900 ton 

May 

7,200 ton 

June 
7,300 ton 

Coke made . 

4,700 „ 

4,725 ., 

4.775 „ 

Tar made 

325 „ 

340 „ 

325 

Sulphate of ammonia 
made 

90 „ 

100 „ 

95 

Sulphuric acid used 

75 .. 

95 ., 

90 „ 

Benzole made 

12,300 gal. 

13,900 gal. 

14,000 gal. 

Creosote oil used . 

7 ton 

8 ton 

8 ton 

Wages 


£560 

£S65 

Stores, etc. . 

55 

75 

75 


The prices of the above materials and products were : Coal, 8s. per ton 5 
Coke, f4s. 6d. per ton; Tar, 13s. 3d. per ton; Sulphate, 15s. per ton; 
Sulphuric acid, £2 5s. per ton; Benzoic, 3}d. per gal.; &eosote oil, 3Jd. 
per gal. (1 ton « 220 gal.) 

Show the percentage (to two places of decimals) of Coke made, of Tar made, 
and of Sulphate of ammonia made to the weight of coal used. [Chartered 
Accoimtants.) 

2. Classify the various distinct methods of costing. Eimlain the peculiar 
characteristics of each, and state to what particular class 01 undertaking each 
i s aiiplicablc . (Chartered A ccou^t tants,) 

3. Smithson & Company, in addition to a general engineering and repairing 
business, arc manufacturers of pumps of four standard sizes, which they make 
and .sell in large quantities. Iney desire to inaugurate a system which will 
show them the cost of production of each standard size of pump. Set out 
brK'flv your suggestions as to how this could be accomplished. {Char*^t^a 
Accouulanis,) 

4. Draw up a form of weekly or monthly Cost Sheet adapted to one only 
of the following industries, and give specimen entries illustrating its work- 
iiv;: (fl) Colliery, (5) Cotton-spinning Mill, (c) Iron Foundry, (d) Brewery. 
[Chartered Accountants.) 

5 State briefly the principles governing Cost Accounts, jukI give a form of 
Cost Sheet .suitable for a manufacturing business, entering not less than six 
items of cost relating thereto. (Chartered Accountants.) 

6. State the unit or units of output or earning generally in use for prepara- 
tion of Cost Accounts of the following: (1) Breweries, (2) Brickwoiks, (3) 
(V)llicrie.s, (4) Electric Light Works, (5) Gas Works, (8) Iron and Steel Manu- 
faclurcrs, (7) Tramway s,, (8) Waterworks. (Chartered Accountants.) 

7. When auditing the accounts of a large factory where wages are paid by 
piece-work, you hnd on reference to the Company’s istatistical results the 
following — 

A. Dept. Year (1) % on Output Year (2) % on Output 

Material . . . 10,500 10-50 11,500 * 11-50 

Wages . . 5,250 5-25 7,250 7-25 

Packing , . 1,050 1-05 1,000 \*00 

Supervision • 525 *52. 600 -50 

What are your conclusions? {Inco^orated AecountmUA 
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8. Prepare a chart showing the output of electricity- and coal consumption 
of an Electric Lighting Company. (Incorporated Accountants,) 

9. What are the principal reasons for Cost Accounts? What tests would 
you apply to Cost Accounts so as to ensure their accuracy as far as possible ? 
(Incorporated Accountants.) 

10. A Soap Manufacturing Company keep their Cost Accounts on the card 
index system. What are the advantages of tlie system for this purpose? 
Give an illustration of a card and stjitc what precautions are necessary where 
the raw material used is subject to violent fluctuations. (Incorporated Ac- 
countants.) 

11. Explain the information and advantages to be obtained by a careful 
tabulation of comparative statistics and percentages in relation to : (a) Gross 
Profit, (6) Wages, (c) Stock, (d) Material, (e) Costs of Distribution. (/) the detec- 
tion of fraud in accounts. (Incorporated Accountants.) 

12. A firm of Constructional Engineers carry on a businc.ss which is almost 
entirely done under contracts. Most of the material required is purchased 
specially for these contracts, but quantities of general materials are also 
purchased for Stock. They desire to be kept advised of the progress of the 
cost and the ultimate profit or loss on each contract as coinpletcd. State 
the general outlines of a system of Cost Accounts you would recommend for 
this purpose. (Chartered Accountants.) 

13. State the theory of Overhead Charges or Oncost, saying how they arf* 
determined, and how applied. (Chartered Accountants.) 

14. Describe a system of Cost Accounts suitable for a Builder and Coni ractor, 
detailing tlie nature and the use of the books you would recommend, aiul 
showing how the Cost Accounts may be co-ordinated with the Commercial 
Accounts. (Chartered Accountants.) 

15. In the Nominal Ledger of a firm of contractors you find the following 
account — 


Dr. COST BOOK ACCOUNT Cr. 


Jan. 1 

To B.-ilance brought 
down . 

£ 

3,000 

Dec. 31 

By 

Contracts and 
Charges . 

£ 

45,000 

Pec. 31 

„ Goods and Mate- 
rials from Stock 
„ Wages 

„ Sundry Cash pay- 
ments . 

„ Transfer to P. 6c 
L. Account 

23.000 

16.000 

200 

8,500 


;» 

Pf 

Materials re- 
turned to stock 
Balance cairiod 
down 

2,500 

3,200 



£50,700 




£‘>0,700 

Jen. 1 

i 

To Balance brought 
down 

£3,200 






.Explain fully the meaning and use of this account. (Chartered Accountants.) 
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16. The Northern Foundry Co., Ltd., are manufacturers of steel castings. 
The Company has instituted a system of costing ; and you are requested to 
advise as to the basis on which standing charges and established expenses 
should be charged. The manufacturers of the Company vary greatly, some of 
the castings being of considerable size and weight, and others very small, 
but requiring intricate workmanship. 

The points you have to deal with are — 

(1) Foremen's wages, and wages of labourers and others not directly 
charged, 

(2) Rent and Rates. 

(3) Travellers* salaries and expenses, and expenses of the forwarding 
dey3artment. 

(4) General office expenses. 

(5) Salaries of manager and managing director. 

What would you advise? (Chartered Accountants.) 

17. What do you understand by the term Oncost**? Upon what basis 
or bases do you consider it should be calculated ? Give your reasons. (Char^ 
trred Accountants.) 


18. What advantages and disadvantages do you see in presenting along 
with a Revenue Account a tabular system of percentages? Draw up an 
imaginary account of this kind for 3 years in connection with any business 
with which you are familiar, and make a Report stating the conclusions you 
have come to from the figtircs. Point out fallacies that may arise from a study 
of percentages alone. (Incorporated Accountants.) 

19. Explain five methods of remuneration of workmen in vogue in manu- 

facturing industries. Discuss freely the merits and/or demerits of the metho * , 
Also, state which method you more particularly favour, giving in 

support of your preference. 


20. Outline the means of control of "time** obtaining in most factories, 
and state one reason which — ^perhaps above many others — justifies the adop- 
tion of the system of time control you will have explained. 

21. Enumerate the " cards" and ** books" used m a costing system for 
control over material or stc res. and briefly explain the purpose served by each 

card and book mentioned. opQoydnov, 


22. Sketch the form of a Wages Abstract and explain the purpose it serves 
in a costing sy'^lein. 


23. Draw up a chart which will show the way in wliich the elements ot cost 
are compiled from pr me to total cost. 


REVISION EXERCISE XXII 

1 . ** The I-ord Mayor yesterday remitted to Madras by telegraph ^2,000 
as a first instalment on account of the JadUn Famine Fund." Explain by 
what expedients the transfer is effected, and give the entries in the i-<3ndon 
and Madras books rcsj'octively. (Royal Society of Arts.) 
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2. Charles Richardson & Co., of London, send upon consignment to William 
Robinson & Co., of Alexandria, on 1st February, for sale on their account. 
74 cases of Bradford goods invoiced pro forma at ;(i00 per case. A commission 
of per cent is payable on sales. Charles Richardson & Co. pay Freight 
;£35, Insurance /12. and draw on William Robinson Sc Co. a two months' bill 
at sight for ;£1 ,000. William Robinson & Co. pay landing charges £3, Insurance 
and Freight j£20. and accept the bill on 21st February and obtain delivery 
of goods; they sell 30 cases at j£120 each. 24 cases at £12^ each, and 20 c^ses 
at ;fl30 each. Make out an Account Sales and enter up the Consignment 
Account in Charles Richardson & Co.'s and in William Robinson Sc Co.'s books. 
( Incorporated A ccoun iants.) 


3. A. B. C, are partners in a business, dividing profits equally. Their 
balance sheet at 31st December is as follows— 


Sundry Creditors 

£ 

3,800 

Sundry Debtors 


£ 

. 9,700 

B:lls Payable . 

900 

Stock 


2,400 

Capital Accounts — 


Furniture . 


380 

A . . . 

6,000 

Cash at Bank . 


620 

B . . . 

. 3,000 

C, Drawing A/c 


. 3,000 

C , . . 

Drawing Accounts — 

A . . . 

B . , . 

1,000 

700 
, 700 

£16.100 


£16,100 


C is insolvent and unable lo contribute anything; the partnership is con* 
sequontly dissolved, and the Sundry Debtors' Stock and Furniture realize 
/1 0,380. Draw up a final Balance Sheet showing the position of each partner’s 
Capital Account. There is no agreement between the parties. {Incorporated 
Accountants.) 

4. A Limited Company is formed to buy a property from B for ;£50,000 — 
;i25.000 in cash and ;J25,000 in shares. The Capital is ;J75.000 in 75,000 shares 
oi £i each. 50.000 shares are issued. Ss. payable on application, 5s. on allot- 
ment. 5s. on first call, and 5s. on final call. 

The purchase money, £25,000. is paid, and the consideration shares are 
allotted to B. 

The preliminary expenses. £2,200. are paid by the Company. Shareholders 
holding 820 shares fail to pay the final call, and the shares are forfeited under 
the Articles of Association. 

State the Cash Book, Journal and Ledger entries necessary to record the 
facts. (Incorporated Aceountants.) 


5. Briefly explain — 

« fa) Single Cost. 

(5) Departmental Costs. 

(c) Process Costing. 

S Job Costs. 

Terminal Costs. 

Multiple Costs. 

Operating Costs. 

Also, pi’^are a Cost Sheet, showing elements of cost in the manufacture of 
a commodity. 
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6 


Dragon Works Freehold 
Ctv . , and Heating Ap 
paratus , 

Plant, 1st April . 

Do. bought this year 
Electric Power Instal 


Thb Dragon Works, Ltd., 31st March^ 
t. 4. 


ialiou 

180 


Creditors . 

962 

16 

Loose Tools 

1,240 

_ 

Fkdting 

160 

- 

Patterns and Drawings 

1,160 

- 

Go»)dwill . 

4,000 

- 

5-toJt, 1st April . 

4,809 

15 

Cash . . 

26 

10 

Patents 

500 

- 

f-oan at 6% , Cr, 

2,000 

- 

Office Furniture . 

80 

— 

Debtors 

9,447 

13 

Pref. Shares. 10,000 £1 

6% Cumulative 

10,000 

... 

Volt and Ampere Co., 

Ltd., 100 /5 Ord. 

Shares, cost . 

600 

- 


Preliniinary Expenses 
Pr(jfit and Loss A/c, 
1st April . Cr. 


£ 

<>.‘00 

420 

3.000 

600 


450 - - 
100 - - 


t. d. 

16 10 
4 2 


Work in progress, 1st 
April . . . 3,520 

Bank . . . 1,240 

Loan Interest to 30th 
Sept, last . . 60 

Carriage . . . 729 

Rates and Taxes . 186 

Ord. Shares. 20,000 £l 
Shares, 15s. paid up. 15,000 
Pref. Dividend to 3()th 
Sept, last . . 300 

Deb^ture Interest . 180 

Wages . . . 4,258 

Purchases . . . 6,724 

Discount Received . 132 

Salaries . . . 972 

Reserve Fund A/c , 1 ,0f>0 
Advertising . . 418 

Trade Expenses . , 702 

Repairs . . 637 

Travelling Expenses , 426 

Debentures 4A% . 8,000 

Sales . ‘ . . 16,052 7 

Discount Allowed . 342 7 

Volt and Ampere Co,, 

Ltd., Shares, Divi- 
dend A/c , . 125 - 


9 1 
4 4 


4 9 
8 3 

5 - 
10 - 

5 8 
3 5 

6 2 
10 - 


Stock, 31st March, ;f6,404 5s. 9d.; and Work in Progress, ;f3,571 13.s. 

Owing, 31st March : Carriage Accounts for March, £75 ; Rates, £30 ; Ex]'«-\.eji 
Account, £20 ; Half-year's Loan Interest, less tax at Is. ; Half-year' ^ 1 bcuture 
Interest, less tax at Is. 

The Company having paid Income Tax up to 5th April next, credit the 
Kates and Taxes Account with tax at Is. in £ on Debenture an^ Loan Intere.st 
owing and on Half-yeai’s Pref. Dividend to 31st March next. 

Provide Discount Reserve on Debtors, £300. Write ofi Depreciation at 
the following rates per cent per annum : Gas and Water Appai ritus, 5 ; Electric 
Insl illation, 25; Belting, 20; Patterns 15; Patents, 10;* Plant, 7J (but on 
{600 for i year only). 

The Loose Tools arc valued at 31st March at £1,180. W^rite off one-third 
of Preliminary Expenses. 

The Shares in the Volt and Ampere C/O., Ltd., arc now worth a premium of 
40 per cent, and the Profit and Loss Accoimt is to be credited accordingly. 

Prepare Profit and Loss Account and Balance Sheet as at 31 si March. 
{West Riding of Ycirkshire.) 


7. The Albury Mining Co., Ltd., was registered on 1st January, and com- 
menced (derations at once as an Exploring and Mining Company. Tlie 
nominal Capital consisted of 50,000 Ordinary Shares of £5 each. Of this 
Capital 20,000 ^ares were issued and taken up by the public, 30s, per sliare 
bemg called up. During the process of sinking a shaft, a good deposit of clay 
was found, suitable for tile-making^;and the Company decided to manufacture 
and sell tiles, as a separate trading department. During the month of Decem- 
ber, the Company's engineer r^ort^ that a paying vein of tin had been 
reached ; and the Directors decided that the cost to date of owning up this 
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vein should be capitalized and written off over future years when the properi y 
was in full working order. 

On 3 1 St December the balances of the Ledger accounts of the Company 
were cT-s follows — 


Freehold Land at cost. . 7,000 

Buildings at cost . . 563 

Preliminary Expenses . 410 

Stock of Stores and Coal on 
31st December . . 988 

Coal consumed . . . 931 

Wages .... 3,843 

Salaries .... 308 

Stores used . . . 2,745 

Stores used (Tile Dept.) . 56 

Wages (Tile Dept.) . . 2.733 

Machinery and Plant at cost . 1 2,038 
Capital .... 30,000 
Sundry Debtors . . . 359 


Rates, Taxes, Ofhee. and 
Sundry Expenses, and 
Carriage ... 584 

Carriage (Tile Dept.) • . 2i5 

Legal' Ex()enses (re ClaHn-fer > 
injuries in Mine Accident) 220 

Sales of Tiles . . . 2,599 

Sundry Creditors . . 3,407 

Tramway Track and Wagons 
at cost .... 1,100 

Travellers* Commission (Tile 
Dept.) .... 63 

Bills Payable ... 627 

Cash at Bank . . . 2,477 


You arc required to prepare (a) an account showing the amount which you 
consider should be capitalized as representing the cost of opening up the t n 
vein, (6) an account showing the trading results ot the Tile Department for 
the year ended 31st December, and (c) the Balance Sheet as on 31st December. 

The Directors decided that a charge of £343 should be made against the 
Tile Department, as representing power, coal, etc., used; and a charge of 
£104, as representing a share of general trade expenses. 

The stock of tiles on hand as on 31st December was valued at £718. (Royd 
Society of Arts.) 



CHAPTER XXIll 


SINGLE ENTRY, HIRE-PURCHASE ACCOUNTS, INSTALMENT 
PAYMENT PURCHASES, ROYALTIES, INVESTMENT 
ACCOUNTS, STOCK EXCHANGE TRANSACTIONS, TABULAR 
^-BOOK-KEEPING 

definition of Sinp^le Entry, jingle Entry is a method of book- 
kcepmg unclrr wliicli only personal accounts are kept, i.a accounts 
concerning only Debtors and Creditors^ 

System Obtaining in Some Businesses. Ptue single entry is 
seldom met with in actual practice. The methods in use, called 
by the name of single entry, arc frequently a mixtm'e of no entry, 
single entry, and double entry. Subsidiary books, such as Pur- 
chases Books, Sales Books, Returns Books, and Bill Books are 
sometimes kept, but only tlie personal side of each transaction is 
posted to the Ledger. A Cash Book is generally used to record 
receipts and payments ; and, whenever posting from the Cash Book, 
etc., takes place, there is, of course, an instance of double entry. 

iv^te^es of Single Entr y, The following are the principal 
'flisaavaniages — 

(1) The Record of Transactions is Incomplete. As was explained 
in the first chapter of the present book, every transaction affects 
two accounts, and these accounts are sometimes personal and 
sometimes impersonal. Hence, if only personal accounts are kept, 
the record of transactions is only partial, and, therefore, incomplete. 

(2) No Information Respecting the Assets. Owing to ^hr ^0:>cnce 
of real or property accounts, no information can be derived from 
the Ledger respecting the general assets or property of the business. 

(3) No Information Concerning the Gains and Losses. Owing 
to the absence of nominal accounts, no information is furnishea 
by the Ledger respecting the various gains and losses of the busi>- 
ness. Tliere is, therefore, no data to afford a comparison of present 
and past years, thus making it impossible to trace the origin of 
any loss or of any decrease of profit. 

(4) The Final Results are Unreliable. Owing to the one-sided 
posting, it is impossible to take out a Trial Balance, so that even 
the arithmetical accuracy of the Ledger cannot be verified. 
Further, the final Statement of Affairs, or Balance Sheet, as it is 
erroneously called, is entirely unreliable. Assets may be omitted, 
lists of Debtors or Creditors may be added incorrectly, and the 
values placed on assets that are shown may be far from accurate. 

X H ow firofit or Loss ig Ascertained u nder Single Entt^ In order 
to ascelrtaitt jpTOllit unaer srngiemtryrtf’eoti^pwison is made 

between the capitals^t thp commencement and the close oi the trad- 
ing period. If the final capital ts greater than the initial capital, the . 

'■< 877 
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excesb is regarded as profit ; if the final capital is less than the 
in tial capital the deficiency is a^isumed to be loss. Capital in each 
case is the (*xcesb of assets over liabilities. Allowance must ha 
made, of com so, foi additions and withdiawals of Capital, Pailners* 
Salaiics not diawii in cash, Inteicst on Capital, and Diawing® on 
licxount of profits. 

Example. L. W. Gioves & T. Spindler are equal paitncis in a 
^'busin(*ss m which the books are kept by single entiy. The 
position of affdiis on January was as undei — 


LtubtlUies 
Bills Payable 
Suajiry Creditors 
Capital Accounts— 
L \\. Ciroxcb 
T Spmdler 


. 5 10 

. 2,028 17 8 

. 7,339 14 - J 

. 7,339 14 - I 


;ii; 354 11 6 


Assets 
Cash in hand 
Cash at Bank . 

Billb Receivable 
Sundry Debtors 
Stock 

Plant and Machinery . 
Furniture and Fi^ture<» 


121 14 6 
219 11 3 
400 18 5 
4,807 10 2 
3,285 9 4 
8,017 11 4 

629 W' 6 


£11 A54 n b 


The following was the state of afiairs on 31st Detembei : Ca jIi 
in hand, 16s. 8d. ; Cash at Bank, £584 10s. 6d. Debtors, 
£5,628 15s. lid.; Bills Receivable, £684 3s. 9d. ; Stock, 
£3,672 18s. 6d. Creditors, £2,147 3s. lOd. ; Bills Payable. 
£594 11s. 4d. The partners had diawn £450 each, and wire 
luithor entitU d to interest on their Capital at 5 per cent pei aniiuin. ' 
It was agreed to depreciate Plant and Machinery at the late of 
10 p^r cent., and Fixtures and Fittings at 5 per cent. Draw up 
the linal accounts. 


CredllQfg . 


STATEMENT OF PROFIT AND LOSS 

3isr Dec., 319— 


Balance Capital) c/d 


CalfUal. Hi }art. 


p 3,1 3 10] 
41 

2,74x‘i5 . 


UAV 

% Spindkr 

Baltncn (Net iProAt)— 
L. W. Graves f 
T. Sj^dler 4 



I8 389 

8 3 

\ 

iian 


• • 

14^679 

8 - 

£366 19 8 



366 19 8 




751 

19 4 

£537 a 10 1 



537 8 10 

. a* 


j 1 

1/774 

5 ^ 


'rt(, 4 W 

83 - 


Plant and Machinery £6,0x7 iz 
txi>^ Depreciation Sot 15 


Furniture and Put ureb £339 16 6 
Less Depreciation 46 9 10 


Stock 

Debtors 

1341 s RcH'p vable 
Cash in hand 
Cash at Bank 


Drawings— 

L. W. Groves , 
T. Spmdler 


iC490 

450 


7,at5i6 . 

I 

?ov 6 6 
^. 672 'i 6 6 
5,628 15 II 
6841 3 

8 

58410 0 

T 
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LtuMUtes 
Bill«! l*ayable 
Creditors * • 

Capital Accounts — 

L W Grove*, 
xst Jan 
Add Interest . 

,, Share of Profit 1 


Less Dravringb 

T Spindler, ist /an 
A td Interest 
„ Share of Profit 


Less Drawings 


STATEMENT OF AFFAIRS 

AS AT 3IST t 5 lC , 19— 


I i i Awts 

594 tx 4] Caslk in hand 
<fX 47 At Bank 


^ l*(^| 

3916 a 


137 aro 
8.343 xfij fi 

450 j-lj 

7.330 *4 
366110 8 ' 

^1^^ 

8 343 16^ 
450 - -1 


Bills Receivable .{ 1 1 r 

Sundry Debtors . '< 

Sto^ ... it 

Plant and Machinery 8.0x711 4 

Less Depreciatioa 80x15 2 


634 * 7 a 
68| 3 9 
5 ,63b 15 It 

3,672 xS 6 


I Furniture and Fix^ 
7,793x6 6 ] lures 

I I Ltss Depreciatum 


801 x5 2 

-^T 

539X6 6 
36 910^ 


^0“ 


I x8 339 8 a 


^ mnversion Qf- Booha from Single Entry to Double Ent^. In 
oidti to “convert books fioni Smgu Entiy to a system of Double 
Entiy, a Statement of Assets cinti Liabilities, representing the 
position of affairs at the commencement of the tiadmg period, must 
first of all, be drawn up. Lists of Debtois and Creditors must be 
pu pared, allowances bemg made for bad debts and discounts. 
Assets, such as Plant and Machinery, Fuimture and Fixtures, Stotk, 
etc., must be valued. The Cash and Bank Ixtlanees must be 
ascertained. Acnuing expienses, such as Rent, etc, mu«t be 
entered. The excess of the total Assets over the totsl Liabihtics 


would then give the initial Capital required to coinplerr and balance 
the Statement. Opening entries would then be made in the Journal 
m the usual way, the assets being entered in the Dr, column and 
the liabilities m the Cr. column, the necessary paiticulats being 
copied from the Statement. The posting of these entries into the 
lexers will place the set of books on a double entiy basis, 

The next task will be the writing up of the double enti^r for the 
per lod. The Purchases Book must be added, the contents anal3^sed, 
and the totals posted to Purchases Account, Plant Account, Fixtures 
Account, Exposes Account, etc. The Sales Book must be added, 
and the tot ^ posted to the Sales Account. The Pui chases Repuas 
Book anikthe Shies Returns Book must also be added and the Wlnts 
poxfrid in Puixhases Returns Account and Sales >^Returns Account 
rdipectively. ^ 4 i. 

Where subadiary bpokh oAve n«t been kept, the above inforination 
Would have to be ebtajaied by analysing and summarialng the’ items 
on both side^ of the Ledger accounts. The Cash Book must next 
be dealt lyilJi. All ufepoited items must be entered ia the Ledger. 
Thflseifrm»wiilbesuca«SA£feciin)|)en*onal accounts^ eg. expenses 
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such as Rent, Wages, Salaries, etc.; Cash Purchases and Sales, tiie 
purchfasc or sale of any assets, such as Plant, Furniture and Fixtures, 
etc. ; the totals of the Discount columns. The Bill Books must 
also be added, and the totals posted to the Bills Receivable and 
Bills Payable Accounts respectively. All one-sided entries found- 
in the Ledger, such as overcharges, allowances for short weight, or 
for empties returned, interest, dishonoured bills, bad ilebts written 
off, etc. must be jouijialized to their respective impersonal accoimts. 
The whole of the transactions will then have been entered on a 
double entry basis, and a Trial Balance can be extracted to j^irove 
the accuracy of the work. 


HIRE-PURCHASE ACCOUNTS 

Definition. Tlie hire-purcha.se system is a system under which 
money is paid for goods by means of periodical instalments, with 
the view of ultimate purchase. All money being pidd in the mean- 
time is regarded as payment for hire; and the goods become the 
property of the buyer only when all the instalments have been paid. 
If default is made in payment of the instalments, the owner cr.n 
recover possession of the goods. 

Entries in the Buyer’s Books. It will be obvious that, if pay- 
ment of the value of the goods is to be made over a protracted 
period, such payment will include charges for interest. And it 
will be found that the total of the mstalraciits is more or less the 
cash value of the goods, plus interest o.n the balance of purchase 
money from time to time unpaid. In the books of the buyer, no 
entry will be made until the first instalment is paid. Tins must 
be apportioned as between capital and revenue. It will be necessary 
to ascertain the cash value of the goods, and also the rate of interest 
charged for hire. Whenever an instalment is paid, the interest 
on the cash value, or the unpaid portion of it, must be worked 
out. The amotmt of the interest will represent the proportion 
of the instalment to allocate to revenue, i.e. to debit to Profit 
and Loss as the charge for hire ; and the balance of the instahnent 
will be the amount to charge to capital, i.e, to debit- to an’Assct 
Account. 

Depreciation is Dealt With. Some accountants contend 
it is quite wrong to take depreciation into consideration at, all ; 
‘Hhat it is, in fact, an error of principle to depreciate, in our books, 
good^' tl^t belong to another person. But it must be remembered 
.that.'these payments are being made with the ultimate object' of 
leaking the goods our pwn.. The disadvantage of not malc^ pro- 
vision,^ depreciation can be clearly seen from tlie foUowi^'.ihus- 
tratipn. Oppose it is agreed to bdy goods on the hire^pE^^hase 
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system, and that the payments are to extend over a period of five 
ycai^. Suppose, also, that the payments are continued and the 
articles eventually become our property. At the end of the period 
the goods will appear in our books at their cost price (i.e. at the 
price of new ones), and yet the articles will Iiave been in use for 
live years. This, too, is obviou:>ly wrong in principle. The object 
of providing for depreciation, therefore, is that the asset shall 
appear in the books, at the end of the purchasing period, at its then 
value. This is achieved by writing depreciation off the cash value 
ol the asset ; in other words, by depreciating the asset in the same 
wuy as other assets bought for cash or on credit. Any repairs or 
renewals that may become necessary will, of course, be diarged to 
Profit and Loss Account. 

Example. A Colliery Company purchases Wagons on the hire- 
purchase system over a period of five years, payable by annual 
in>tahnents of £600. The Wag(m Company chaigi s interest at the 
late of 5 per cent per annum on the yearly balances. Show the 
accounts in the books of the buyer. Depreciation to be reckoned 
at 10 per cent. 

The cash value of the Wagons may be taken as the present value 
of an amiuity of £600 for 5 years at 5 per cent interest. Reference 
to the Table shows tliat the present value of an annuity of £1 for 
5. years at 5 per cent is £4.329477. This amount multiplied by 
600 gives us £2,597 13s. 9d. as the cash value of the wagons. 

In Buyer's Books 


JOURNAL ' Ur. Cr. 


"Year 


£ 

5. 

d.\ 

1 / IS. 

d.' 

1 

Wagou A/c ...... 


2 

4| 





Wagon Hite A/c <5% £2,597 13s. 9d.j . 

129 

17 

8! 

- 




To Wagon Company .... 




600 

- 

- 


^agon A/c 

493 

12 

5 






106 

7 

7 









6U0 

- 

- 

3 

I 

Wagon A/c 

916 

6 

1 





WMon Hire A/c .(5% 1,633 19s.). 

81 

13 

11 





T^Wagvu Company .... 


1 


600 

- 


4 

Wagon A/c ......! 

944 

4 

4 





Wagon Hire A/c (5% I2s. lid.) . 

S5 

15 

8 





To Wagon Company .... 




600 



5 

Wagon A/c . . . • . . 

571 

6 

7 


'. ■ 



Wagon Hire A/c (5% £S7J 8s, 7d0 ^ 

28 

11 

5 





To Wagon Company . 





- 



» 1 
- - : 



— . 
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The item would be described on the Balance Sheet as ** Instalments paid 
on Wagons on Hire-Purchase/' or simply ** Wagons on Hire-Purchase 
Agreement." 

Dr. WAGON HIRE ACCOUKr C>. 
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A 

Ihe value of the Wagons is exactly the same as if we liad bought 
tiiem for cash and written off depreciation annually at 10 per cent, 
the following illustration clearly shows — 

WAGON ACCOUNT Cf. 


Year 

X 

j To Cosh 

! 

• 

£ ‘-I* 
»,597 13 ' 9 

t 

By Depreciation, xo% 

„ Balance ^d 

, it 

25915 4 
.|i 2.33718, 5 


1 

1 


! 2.597 tv 9 


By Depreciation, io% 

„ Balance c/d 


: a,s 97 X 3 9 

2 

^ To Balance b/d 

1 

• 

2.337 x 8 ‘ 5 

2 

• 

, 233 15 10 

1 3,104. a; 7 


1 

1 


1 2.337 x8 5 




2 , 337*8 5 

3 

, To Balance b/d 

• 

2 .t 04 j aj 7 

3 

By Depreciation, io% 

„ Balance c/d 

• 

210 8 3 
1,893x41 4 




1 1 

2,104' 2' 7 




2,104 3 | 7 


, To Oaiaiice b/d 

1 

. 1.893x4 4 

; ■ > 

4 

By Depreciation, io% 

„ Balance vfd 


' 189' 7 5 

. 1,704 6 II 


i 

1 

1 

1 

1 1.893x4' 4 

I ' 




1 X, 8 o 514 4 

b 

'To Balance b/d . 

1 

} 

• -1 

1 1,704 6|xt 

5 

By Depreciatior, io% 

„ Balance c/d 

, 

1 170 8 8 

1 X .533 X8 3 


i 


' 1,704' 6x1 



1 

1,704, 6,11 


j To Balance b/d 


|~«|1 



. Ji 1 i_ 


Another method, and the 
is to open with an entry — 


one advocated by the present editor, 

/>. C., 


Wagons under Hiring Agreement . .| 

2,597 

13 j 9 1 

i 

To Vendor j 


1 2.597 

13 j 9 


crediting the Vendor with interest from time to time, and debiting 
him with the instalments just as is advocated (latt i ) for Instalment 
Payment Purchases. In this case the item would be stated on the 
Balance Sheet as — 


Wagons under Hiring agreement * 
Less liability in respect thereof 


£2,104 2 . 7 
1,633 19 - 


£470 3 7 


It will be noticed that this produces the same result as the former 
method, the £470 3s. 7d, being, made up of two instalments — 

? ‘ , £963 14" 9 

Less depreciation for 2 years ^ . 493 11 2 


Exception is sometimes. 



£470 3 7 




ta^. Id jthis bh . the %ro.und that the 
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wagons do not belong to the hirer, but the above point as to Depre- 
ciation is the answer to that objection, viz. that it is intended that 
they shall eventually belong to him. 

This method also has the advantage of keeping an account which 
agrees with that in the books of the wagon owner. (See next 
paragraph.) 

Entries in Seller *s Books. In the Seller's books the items will 
be entered at their cash value into a special Hire-Purchase 
Day Book. From this they will be posted to the debit of the 
purchaser's account in the Ledger. Periodically, the total of the 
Hire-Purchase Day Book will be posted to the credit of a Hire- 
Purchase Sales Account. As each instalment falls due, the 
customer's account will be debited with interest on the unpaid 
amount of it. This interest will be credited to a Hire-Purchase 
lAtercst Account, and, at balancing time, will be transhjrred to 
Piofit and Loss Account along with other profits. Ihe goods, 
however, are not yet the absolute property of the buyer ; and if 
default is made in payment, the seller may re-take possession 
them. It is, therefore, necessary to make a Reserve to cover any 
possible loss that might be sustained through such a contingciicy. 

Example. A Colliery Company purchases Wagons on the hire- 
purchase system over a period of five years, payable by annual 
instalments of £600. The Wagon Co. charge interest at the rate 
of 5 per cent per annum on yearly balances. Tlie cash value of the 
goods is £2,597 13s. 9d. Show the accounts in the books of the seller. 

In Seller's Books 

LEDGER 
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HIRE-PURCHASE INTEREST. Cr, 


r 

! 

To Profit and L 3 ss A/c 

i::o 

T 7 

] 

Year. 

X 

By G>lIiGrv C>o. 

i 

129(17 

8 

2 

M •• tl • 

loO 

7 

J 

2 

»l >> • • 

106 

2 

7 

3 

»» M »i M 

Si 


"i 

3 

II M ir ■ • 

8t 

13 

IX 

4 ! 

1 

1 

[ »I »r If I» •: 

55 


1 

4 

II »» II • • • 

55|»5 

B 

5 i 

1 

j 1 

1 n •» II »» •! 

28 

3 

J 

5 

II II 11 ■ • • 

28 

XI 

5 


Second Method of Dealing with Hire-Purchase Accounts. Where 
numbers of articles of much smaller value are being sold daily on 
vhc Hire-Purchase System, the foregoing method of book-keeping 
is ratlier too elaborate, and a simpler plan is adoi)ted. ^ 

A Hire-Purchase Day Book is kept, in which the Hire-Purchase 
Sales are entered at cost, A Hire-Purchase Ledger is also employed, 
l)ut this is only a memorandum book. An account is opciK d for 
('ach customer, who is debited at once with the total amount due 
fropi him, and credited peiiodically as the instalments are received ; 
the balance of the account at any time shows the amount still due 
from the customer. 

The total of the Hire-Purchase Day Book is posted periodically 
in the General Ledger to the debit of a Hire-Purchase Account and 
to the credit of an account entitled Goods on Hire-Purchase, this 
latter account being closed eventually to Trading Account. At 
balancing time, the stock in the hire purchaser's hands L valued 
ai cost, written in on the credit side of the Hire-Purchase Account, 
and brought down as a balance for the new period. The difference 
between the Dr. and Cr. columns of the Hire-Purchase Account 
will then represent the profit to date on the hire-purchase business, 
and will be transfeiTed like other profits to the Profit and Loss 
Account. The following is a specimen of such a Hire-Purchase 
Account — 


X)r. HIRE-PURCHASE ACCOUNT * Cf. 





1,017, 


8 

4,084 

19 

XI 

504 

2 

3 


*8 

lO 

3.54) 


'§ 





If)— , 
Jan.. # 


I i?. x|To Stock in Customers* 
hands (at cost) 

Dec. 3z] Hicr-Purchase Sales for 
Year (at cost) . 

3i| „ Balance (]»rofit to date) 
transferred to Profit 
and Loss A/tf . 


To^toch b/d 


19— 


31 


By Cash received from hire 
l^rchasers during the 

Stock in Customers* 
bands, at cost (total 
of kistolments still duej| 
' leu proportion of 


a.059, 


*3^ 
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INSTALMENT-PAYMENT PURCHASES 

Difference between Hire-Purchase and Instalment-Pa 3 nnent Pur- 
chase. Under the Hire-Purchase sjretem, the property in the goods 
does not pass to the buyer, but remains vested in the seller until 
the last instalment has been paid ; and, if default is made in pay- 
ment, the seller can re-take possession of the goods. Under the 
instalment-payment S 3 tstem of purchase, however, the property 
in the goods passes at once to the buyer. He actually owns the 
goods, although pa 5 nnent for them is to be spread over a series of 
years. If default is made in payment, the seller cannot re-take 
possession of the goods ; he can only sue for the balance of the debt. 
This difference naturally causes a variation in the method of 
book-keeping. 

Entries in the Books of the Buyer. The Asset Account will be 
debited with the cash value of the asset, and this amount will be 
credited to the account of the Vendor. The Vendor’s account will 
be credited each year (or at other intervals as arranged) with 
interest at an agreed rate on the balance outstanding, the intercsi 
being debited to Interest Accomit. As each instalment b paid. 
Cash Account will be credited and Vendor’s Account debited. 


Example. A Colliery Company purchases on the instalment- 
payment S 3 rstcm a number of Coal Wagons, to be paid for by fu c 
c.nnual instalments of £600 each. The cash value of the Wagons 
is £2,597 13s. 9d., and the Wagon Company charges interest at 
5 per cent per annum on yearly rests. Write up the accounts 
in the books of the purchaser, charging depreciation at 10 pej 
cent per annum on the diminishing balance. (See next page.) 


Alternative Method. 

Entries in the Books of the Buyer. In the purchaser’s books 
an Asset Account wiU be opened and debited with the cash value 
of the goods. The difference between thb amount and the pur- 
chase price will represent the charge for interest, and will be 
debited to an Interest Suspense Account. An account will also 
be opened for the Vendor, and vdll be credited with the total 
amount to be paid by the purchaser, viz., cash value plus interest. 
As each instalment is paid. Cash Account will be credited and the 
Vendor’s Account debited. At each annual balancing, a portion 
of the Interest .^Suspense Account will be written off (Le. trans- 
ferred as a toss to Profit and Loss Af^unt). The amount to be 
so transferred will be an amount equal to the interest on the then 
unpaid balance of purchase money. Thus, by the time the period 
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ai»04' 4. 71 I 



f By Dtp recianou, 10% * 
„ Balance c/d 


a By Depreciation, io% 
,, Balance c/d 


3 By Depreciation, io% 
„ Balance :/d 


259 X5} i 
2,337 l»i 5 


233 i5,i« 
2.»04 aj 7 

2,337 


4 By £>epreciation, fO% 
„ Balance c/d 


1,704! 6 III 5 By Depreciation, 10% 
II „ Balance c/d . 


a 10 8 3 
r.8Q3 U' 4 


189. 7. *5 
1,704! 6,11 

1,893 ! m 1 < 

I7irt"8 

*,533j*8l 3 
» 0,11 

“IT 


WAGON COMPANY 

I j " 

Cool H H X By Sundries, 

2,ia7 iii 51 M Interest 


dooi -I a „ Balance b/d 
d33ii9 ^ Interest 


Coo* -I - 3 m Balance b/d 

r,ii5jia|ii 1 M Interest • 

1,715 *12 II j 

6ooi - - 4 • „ Balance b/d 

57t| 87 » Interest 

,.,7l| » 7 

Balance b/d 

■ j „ Interest • 

' 600 * 


2,597:13 9 
129;!^ 8 


2,127! XX 5 
X 06 7\ 7 


1,633, X9 - 

8r 13 II 


x.TiS 12 XX 
55iX5 8 


571 81 7 
x 8 ii{ 5 
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of payment has elapsed, the Interest Suspense Account will be 
entirely extinguished. 

The Journal entry will be — 


Year 





... . 

1 Wagon A/c .... 

2,597 

13 

9 



Interest Suspense A/c 

402 

6 

3 



To Wagon Company 




3,000 

- 

for w.igons purchased on the 






instalment-i)ayment system. 







The Wagon Account will appear as in the previous example : 
the account of the Wagon Company and the Interest Suspense 
Acxount will be as shown below — 


Dr. 


WAGON COMPANY 


Cr. 



1 1 i 

Yc-ar 

To Cash 

. 1 000 -j - 

1 

„ Balance c/d 

. ; 2,400 -j - 



ti j,ooo' - - 


To Cash . • 

. 6 oo‘ - - 

2 

„ Balance c/d • 

.{ i, 8 oo' -| - 



jl 2,400 - 


To Cash • • 

, 1 600 -j - 

3 

„ Balaooa c/d 

. I -j - 



i! 1 , 800 ' -| - 


To Cash • • 


4 

„ Balance c/d • 

. rK»o' - -A 



1 l, 20 o| - -■ 


To Cosh • • 

1 "“ivi 

5 


By Sundries • • . 

i.oooj - 

1 


^,ooo; -| 

By Balance b/cl 

2 , 40 a. - 

1 ; 


2 , 40 o| -j 

By Balance b/d • . 

i,8oo 

1 i 


i,Soo 

By Balance b/d 

»,200' 

1 1 


1,200 -j 

By Balance b/d 

6 oo| -| 


II 
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First Metlipd. 

Entries in the Vendor’s Books* A Journal entry will be made, 
debiting the purchaser and crediting the Sales Ac<'ount with tl}C 
cash value of the goods. Periodically, as arranged, the purchaser 
will be deljited witli interest on the balance outstandirjg, the amount 
of the interest b(*ing credited to Interest Account. Cash will be 
d«?bitcd with the instalment when received, and the amount will 
bo i>assod to the credit of the purcliaser. 

Example* A Colliery Company purchases on the instalment- 
payment plan a number of Coal Wagons, to be paid for by live 
annual instalments of £600 each. The cash , value of the Wagons 
is £2,597 13s. 9d., and the Wagon Company charge interest at 
5 pn* cent per annum on yearly rests. Write up the purchaser's 
ao('(;unt in the books of the Vemdor. 


LEDGER 

Dr. COLULRY COMPANY Cf. 


V. .![ 

1 

Sni wines , . 

„ • • / 

9' 

W'!kT 

1 

liy Cash , , 

Balance c/d « 

600I J - 

a,x^7|xij s 


i 

a,727 Tt s 



2.72 71 1 1' a 

* 

Hilaiiccb/d • .1 

„ 

2,127' ri > 

roo 7 7 

t 

„ Caih 
„ B.ilanr.e c/d 

i (100! -j - 
: i7<533'l<)l - 

i 

Kal auof b/d 

IritiTost 

2,23^ - 

1,533119: - 

SljlJ XI 


Ij 2,.\3i'r<) - 

,♦ Ca<,h . • J* f*t)o - - 

„ Balance c/d . .[ x.Ti'i!''M 



I,7i5|i^.xi 



, i, 715, 12 11 

4 

„ ii.iuir.ee b/(l , 

I „ Inlerest . • 

i.ii'i’re ri 

S’i.xs a 

4 

„ Cash 

„ H.il.ince c/d 

j fioo' -1 - 

( 571: 8 7 



1.171; 8. 7 



' i.r?!, 8 7 

5 

\ Hi'ance b/d 

1 „ lilt rest . . 

57U 8. 7 
28:11' 5 

5 

,, Cash . ■ • 

j <>00: -j - 


! i 

600I - 



600 -| - 


Alternative Method. 

Entries in the Vendor’s Books. The goods will be entered 
at their cash value into a special Journal, the amount being 
credited to Sales Account, and the Interest credited to an 
Interest Suspense Account. The total of both goods and interest 
is debited to the account of the purchaser. As each instalment is 
received, it will be debited in the Cash Book and credited to the 
Purchaser's Account. At balancing time a povtioh of the Interest 
Suspense Account will be transferred to Profit and Loss Account 
as a realized gain. At the end of the period of payment, the 
Interest Suspense Account will be entirely extinguished. 
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Tlic Journal entry would be — 


JOURNAL Dr, Cf. 


Year 

1 

ColUery Co. . . * . 

To Sales A/c 

3,000 




13 

9 


Interest Suspense A/c 
for wagons sold on the instalment 
payment system. 




402 

4 


3 


The Purchaser’s Account and the Interest Suspense Account 
are appended. 

LEDGER 


Df. COLLIERY COMPANY Cr. 


Vear " 

i 

1 To Sundries • 

• 

1 ’ 

il,ooo| - - 

1 Year | 

By Cash 
„ Balance c/d 

j 

• *1 

6oo - 
2,400 - 




! 

; 3,000 - 



1 

1 

1 3,000^ - 


To Balance b/d 

• 

1 

, 2,400 - 

1 i i 

2 

By Cash 
„ Balance e/d 


j 6o<>' 
i,Soo - 




I 

2 , 400 . - 



j 

!'• a,40o - 

3 

1 0 Balance b/d 

« 

1 

i,8oo - - 

j 

By Cash 
„ Balance c/d 

* * 

6oo - 
1 1,200 - 





t,8oo - - 



i 

r,6oo “ 

4 

To Balance b/d 

0 

•; 

1,200 - - 

4 

By Cash 

Balance c/d 

• 

<100 - 
flOu - 




I 

. f,2O0 - - 

1 



1 1 ,200 - 

5 ^ 

To Balance b/d 

• 

.Jl 

i***"<^ -i - 

f 1 1 

5 ! 

1 

By Cash 

. , ! ^>oo - 

l! 


Dr. INTEREST SUSPENSE ACCOUNT Cr. 



.. . - 



’Year 


> .. 

X 

To (*roht and Loss . 

rro 

X 7 . 8^ 

X 

By Colliery Co. 

t 40a '1 


„ Balance c/d 

; 272 







: 

(\ 3 



40 -.' 0 3 

2 

To and Loss . 

106 

7. ^ 

2 

By Balance b/d . 

27-5 b 7 


„ Balance c/d 

j i(>6 







1 272 




Z72 a 7 


To Profit and Loss . 

j 8 k 


3 

By Balance b/d • 

1O6 1 - 


1 „ Balance c/d . | 

! 84 



ii ' ! 

i 

J 


1 xoej 



■ 

, 166 i| •* 

1 

A ■ 

To Profit and Loss . . 

i 55 


4 

.By BaUqce b/d • 

84| 7! I 

i 

; Vr 'Balance c/d . 

if 




L. i 

1 

! . 1 


7IJ 



■? i 

5 ! 

! To Profit and Loss • . 


Tx^ 

5 : 

By Balatioe b/d 

*' * 

^ 1 1 
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ROYALTIBS 

Definition. A mineral royalty is a charge of so much per ton 
on every ton pf ore or mineral obtained from acolUery; mine, quarry, 
pit. etc. * 

Minimum BS^t. This is the annual rent that must be paid by* 
the lessee to the lessor. A royalty being a payment based on the 
tonnage raised, it follows that if in any year no minerals were 
raised, the lessor would receive no payment. To guard against 
this lack of income owing to a small output, or no output, the 
lessor arranges that a minimum rent shall be paid whether 
covered by royalties or not. In order to secure for .himself a 
laiger income in times of increased output, he also arranges that 
the minimum rent shall merge into a royalty of a fixed amount 
per ton. The sum payable in each year is, therefore, always the 
greater amount, royalties or minimum rent, as the case may be 
(after the working off of unworked dead rent or short workings). 
Various other terms are commonly used for minimum rent, viz. 
head rent, sleeping rent, fixed rent, dead rent, annual rent, certain 
rent, etc. 

Surface Rmt. Some mineral leases contain a clause stipulating 
for the pasrment of a fixed yearly or half-yearly sum as surface or 
ground rent, in addition to the minimum rent and royalty. 

Acreage, Footage, Tentail. Royalties arc not always based on 
the tonnage raised. " Acreage ” is a fixed price per acre of the 
coal field worked. " Footage ” is a fixed price per cubic foot • ^ 
coal extracted. “ Tentail ” is another term for acreagi or royalty 
rent. 

Short Workings, When the royalty on the actual output amount s 
to less than the minimum rent, the deficiency is called the Short 
Workings or Shorts. Leases of mineral areas generally contain 
a clause giving the lessee power to recoup Short Workings out of 
future royalties that exceed the minimum rent ; hence, the us<' 
of the term Redeemable Dead Rent to denote the deficiency 
recoverable out of future excess royalties. The right of recoup- 
ment is sometimes limited to a certain number of years, and some- 
times extends over the whole period of the lease. Other common 
terms for Short Workings or Redeemable Dead Rent arc Overpaid 
Royalties, Royalties Paid in Advance, and Royalties in Suspense. 

Deduction of Income Tax. The amounts payable to the lessor 
in respect' of royalties, minimum rent, or surface rent are subject 
to deduction of income tax at the current rate for unearned income. 

Treatment of Short Wo):kin8s, Where tliere is a right to- recoup 
Short Workhig.s, the Tradii^ for Working) Account is debited only 
with the royalty on the abtual output, and the balance of the 
minimum rent paid.;i^ treated as a temporary asset, appearing 
^s such on the ^|^lahce Sheet. Where (here is no power oi 
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recoupment, the Trading (or Working) Account is charged with the 
full minimum rent. When the period of recoupment has expired, 
any balance at the debit of Short Workings Account will be an 
actual loss, and must, therefore, be transferred to Profit and Loss 
Account. 

Methods of Dealing in the Books with Royalties and Minimum 
Rent. From the point of view of accounting, there are two prin- 
cipal methods in vogue, and the following are the respective 
formulas for the two methods — 

First Method — 

(a) When the Minimum Rent is greater than the Royalties — 

(1) Debit Royalties Account with the Royalty on the -actual 
output ; 

(2) Debit the difference (i.e. the Short Workings) to a 
Redeemable Dead Rent Account ; 

(3) Credit Landlord’s Account with the Minimum Rent. 

(h) When the Minimum Rent is loss than the Royalties — 

(1) DMt Royalties Account with the Royalty on the actual 
output ; 

(2) Credit L'andlord’s Account with the Minimum Rent ; 

(3) Credit Redeemable Dead Rent Account with the balance. 
If there are no Short Workings to recoup, the Landlord’s Account 
must be credited with the whole of the Royalties. Where the 
excess Royalties are more than sufficient to recoup the Short 

^Workings, the balance of Royalties must be credited to the 
Landlord’s Account, in addition to the Minimum Rent. 

Second Method — 

(a) When the Minimum or Dead Rent is greater than the 
Royalties — 

(1) Debit Dead Rent Account and credit Landlord’s Account 
with the Minimum Rent ; 

(2) Debit Royalties Account and credit Dead Rent Account 
wnth the Royalty on the actual output ; 

(3) Debit Short Workings Account and credit Dead Rent 
Account with the balance of the Dead Rent. 

(A) When the Minimum or Dead Rent is less than the Royalties — 

(1) Debit Royalties Account (not opening a Dead Rent Account 
^t all) ; credit Short Workings Account with any Short Workings 
recouped, and credit Landlord’s Account with the balance. 

Example. A Colliery Company acquires the Lease of a coal 
mine for thirty years at a Minimum Rent of ^500 per annum, 
mcjrging into a Rbyalty of 6d. per ton. The rijght of rwouping 
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Short Workings is restricted to the end of each period of three 
years. The annual output was as follows : 1st year, 9,000 tons ; 
2nd year, 16,000 tons ; 3rd year, 30,000 tons. Make the necessary 
entries in the Journal, and show also the respective Ledger Accounts. 

Note. — Income Tax would have to be deducted Irom the Royalty paid, 
but to avoid con ii)li cations the full amount has been debited to the Landlord 
las Cash. 


First Method — 

JOURNAL Dr. 


Year 

1 

Royalties . . . . 

Cd. per ton on 9,000 tons raised. 
Rcclecniiible Dead Rent . 

To I-iindiurd . . .! 

1 225 

! 275 

i 

1 ""l 

i 

500 

o 

Royallics . . . . 

Od. pur ton on 16,000 tons rai-scd. 
Keduomable Dead Rent . 

To landlord 

400 

Ij 100 

1 ' 1 

- j - , 

500 

3 

Royalties . . . . 

1 6d/pcT ton on 30,000 tons raised. 

1 To Landlord .... 

1 ,, Redeemable l^ead Rent 

7S0 

;! 

; “ 1 " ! 

i : ^ 

i 500 
j 250 



LEDGER 


Dr. ROYALTIES Cr. 


To Laiullord . 

■ Ti’ 

225] -{ - 

Year 

I 

By Trading A/c 

! i 

225] ’ 

To Landlord . 

400 ! -} - 

2 

By Trading A/c 

40oi - - 

To Landlord . 

: „ Redeemable Dead Rent 

- 

250. -| - 

3 

By Trading A/* 

750' -i - 

i 1 

j 

750j -j - 



-d-i: 


Dr, REDEEMABLE DEAD RKN'f Cr. 


V. 'ir 1 

■ ■ " ■ — 




Year 

1 

•1 


I 

I i 

To Landlord .. . 

275 


- 

I 

By Amount c/d 

275 

- 

2 ' 

To Amount b/d 

275 * 

‘“j 

’ - 

2 

By Amount c/d . . 

375 



„ Laiidloid ... 

roo] 


- 




" j. 



375 j 

n 

- 



375 

J-I 

5 

To Amount b/d . 

375 

1 


3 

By RoyaU!e$ . 

„ Profit and Los 4 (amount 

250 

1 




1 



unredeemed) . 

125 



■ 

475 

n 



f 

, 375 

1^ 
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Dr, 


LANDLORD 


Cr. 


Year 

X 

To Cash 

• 

• 

3 “, - 1 

i i 

Vear 

' 

Dy Royalties . 
t, Rraoemable ]!)ead Rent 

^ 1 

225 - - 
275 -j - 





' 500 - - 


500; - - 

3 

To Cash 

• 

1 

500 - 

, 1 

1 

2 

By Royalties . 
u Redeemable DtMd Rent 

1 

' ' 

' ' 

0 0 
c 0 

T 




1 

i' j 

I 500 - 

i 

! 

500 - 

3 

To Cash 

! 

i 

• 

• 

500 - -| 

3 1 

By Royalties . 

500, - 

1 1 
j 1 


1 

i 



' 500 - 



500 - - 


Second Method — 

JOURNAL Dr. Cf, 


Year 


1 


' 

i 



1 

Dead Rent 

To Landlord • . 

for minimum rent. 

500 

• 

^ 1 

0 

0 

- 

- 



Royalties .... 

To Dead Rent 

6d. per ton on 9,000 tons raised. 

225 

“ 


225 

- 

- 


Short Workino^^lsP .1 

To Dead Ren^^^ . .1 

275 

- 

' 

275 




transfer of balance. 


■ 

i 




2 

Dead Rent .... 

To Landlord 
for minimum rent. 

500 


. 1 
“! 

500 

- 

- 


Roytilties .... 

To Dead Rent . . » 

6d. per ton on 16,000 tons raised. 

400 

1 



400 

1 

- 



Short Workings 

100 

I - 






To Dead Rent 




100 

- 

- 


transfer of balance. 







3 

'r Royalties .... 

j 6d. per ton on 30,000 tons raised. 

750 

- 






; To Landlord 




500 

•- 



1 To Short Workings 
amount recouped out of oxe^ss^ 




250 



— — 

j royalties. . 5 






. -r-A- 
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INVESTMENT ACCOUNTS 

Special Rulmg.. Investment Accounts are usually ruled with 
three columns on each side, so that the nominal value of tfee 
investment, the princi|)al or capital value, and the perioi^hl 
interest or dividends may li# seen, at a glance. Wh^e the inter^i 
or dividend is payable at i^ed dates, such datw are rtK»rded, a#' 
the head of the Investment Account. ^ v x 
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Entries in the Accounts. WHicn the investment is purchas(xl, 
i\w nominal value will be entered in the Nominal Value column 
and the actual cost in the Capital column. As the dividend or 
interest is received, the cash will be debited in the Cash Book 
and posted to the credit of the Income column of the Investment 
Account. At balancing time, the total receipts from each invest- 
ment will be transferred to a Dividends and Interest Account and 
te.ially to Protit and Loss. Where fixed dividends have accrued, but 
have not been actually received, the amount should, at balancing 
time, be entered in the Interest or Dividends column and brought 
down as a debit balance in the same column. 

Example i. P. Riithven holds £6,000 worth of 2| per cent Consols, 
which cost him, including brokerage and expt nses, £4,768 14s. 4d. 
Siiow the Ledger Account of the investment for one year, dividends 
being payable on 5th January,' 5th April, 5th July, and 5th Octob< r. 
(Sr:f‘ 3)age 897.) 

Purchase of Investments. Wlieri investments are juirchascd cum 
div. — and the price is always cum div., unless otherwise stated — 
it will be nect^Shary to ascertain the amount of the accnied dividend, 
less tax, and to enter it in the Interest or Dividends column of the 
investment Account; and also to deduct the amount from opening 
])ricc of investments. The balance of the purchase price will ropro 
sent the capital cost to be entered in the Capital or Principal column. 
When the dividend or interest on the investment is received, it will 
1)0 credited in the Interest or Dividend column. The offset on the 
<lebit side of the same column will have the effect of reducing the 
dividend to the amount receivable for the time the investment has 
been held. Wlien stocks, shares, etc., arc purcKised cum div., such 
ail adjustment should always be made in private accounts. It would 
not be proper to show an investment as earning six months' income, 
if we liad held the investment for only Uvo months. 

Sale of Investments, When investments are sold cum div.— 
and the price is always cum div., unless otherwise stated — ^it will 
likewise be necessary to ascertain the amount of the accrued divi- 
dend, up to date of sale, less tax and to enter it in the Interest or 
Dividends column. Such an adjustment must be made, because the 
purchase-price will include the accruing dividend. The balance of 
the money received, after deducting the accrued dividend or interest, 
will represent the capital amount to be entered in the Capital or 
Principal column. 

Profit or Loss on Sale of Investments. When the whole of an 
investment is sold, the difference of the Capital columns will repre- 
sent profit or loss on such sale. When only part of an investment 
is sold, the balance of the holding .should ^ brought down at cost. 
Any difference between the Capital columns will denote profit or 
loss on the sale. ITiLs profit or loss is transferred to a separate 
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account entitled Profit (or Loss) on Sale of Investments. Although 
of a capital nature, it is usually closed at balancing time by transfer 
to Revenue or Profit and Loss Account. 

Balancing Investment Accounts. When the Investment Account 
is balanced at the end of each year, the balance should be brought 
down at cost (including brokerage and expenses). Where the market 
value of the investments on the date of balancing is above cost, 
no ci'edit should be taken for the enhanced price ; but where the 
market value is below cost, a reserve for depreciation should 
be made. Temporary market fluctuations are ignored, but per- 
manent depreciation should be written off. Where, at balancing 
times, investments have been valued at cost, the market price 
of such investments should be stated as a foot-note on the Balance 
Sheet, so that there may be no concealment of facts. 

Example 2 . A Company purchased on the 1st February £10,000 
of 4 per cent Stock inscribed at the Bank of England, at 95, dividends 
being payable on 31st March, 30th June, k)th September, and 
31st December, Stamps and Expenses amounted to £4 5s., and 
Brokerage of | per cent was charged. On 1st May £3,000 worth 
of Stock was sold for cash at 97, less Brokerage J per cent, and 
Expenses £1 6s. On 31st August £2,000 worth of Stock was sold 
for cash at 96 ex div., less Brokerage Jr per cent and Exp(;nscs 19s. 
The market price on 31st December, the date of the annual 
balancing, was 94. Show the Ledger Account of the investment, 
recording the above transactions and the receipt of the quarterly 
dividends, and balance it as at 31st December. (See page 899.) 


STOCK EXCHANGE TRANSACTIONS 

We have just dealt with one side of these transactions, namely, 
the client’s side, under Investment Accounts. We will now, by 
means of an illustration, show the accounts in the stockbroker’s 
boolffi. 

Example. Thomas Oliver had the undermentioned transactions 
with his broker on the London Stock Exchange — - 

• On 5th Ang. he purchased jJ8,000 Victoria 4% Inscribed Stock at 1025, 
and /1 2,000 Natal 4h% Inscribed Stock at 115J. On 8th Aug. he purchased 
10,000 New Zealand 3i% Guaranteed Stock at lOSJ. On these transactions 
tlic broker charged a commission of 1%, 

On 16tli Aug. he sold the 10,000 New Zealand Stock at 108 and tiie 
;£8,000 Victoria Stock at 104J. . The £12,000 Natal Stock was carried forward 
at 1 16, contango being charged at ji%. 

Show T, Oliver's Account in the broker's Ledger, ignoring 
contract stamps. 
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Dr, 


THOMAS OLIVER 


ir) — 

Aug, 5 To £S/yoo Victfffia Stock 
@ 102 . 

1 Couiniiss-oo 
I „ ^ 22,000 Natal Stock 
! II 5 J . 

■ Commission 
R f 10,000 Nev/ Zealand 

, Slock @ . 

1 „ Coinmissii'm 
i6, ,, Cash . • 


Aug. 17 To Balance b/d — 

£x 2,000 Natal Stock 
@ xi6 
,, Contango 


1 

' 8,210* - 



J lO' - 

t 

- 

' 13.830: “ 

- 

T5 - 

‘ 

■* 

jir>,675 J 

- 

, 12 lOi -a 

320 - 

- 

33,072 10 

- 

1 

13.920' - 


.1' 

J 


ig — 


St'>ck ^ io8| 

^S.nrvi Victona Stock 

$?; i04i « 

Ita'ance c/d — 

£ 12,000 N iial St«ck 

lt6 


xofiiJxo[ 
8,340 -j 


[ I 3 , 920 _ -1 


; ^1,072 ro' - 


Note r. Brokerage or Commission is usually charged on the nominal 
value of the Stock l^ught or sold. 

Note 2, V\hcn Stocks are bought and sold again in the same period of 
account, commission is charged only once. 

Note 3. Some brokers incliiclo the contango commission in the old period 
of account. Thus, in this casr. the cash remitted to T. Oliver would have 
been £30S insttiad of ^320. 


TABULAR SYSTEM OF BOOK-KEEPING 

Characteristics of System. The Tabular or Columnar System 
is a method of book*kceping in which items are subjected to con- 
tinuous analysis or classification, thereby saving the trouble of 
periodical dissection and summarizing. A '' total ” column should 
always be provided, so that the arithmetical accuracy of the 
analysis can be verified by means of cross-casting. 

Advantages. The advantages of the system are that it is simple 
in application, and can be adapted to almost any book, whclher 
a book of account or a statistical book. It economizes time and 
saves labour. Tabulated details are often of great importance, 
and serve many useful purposes in modern business, affording 
data for comparison, estimating, etc., besides furnishing additional 
information. 

Disadvantages. The disadvantages sometimes urged against the 
tabular system are that the books required to carry it out are often 
of unwieldy dimensions ; that it is liable to error, as items may 
easily be analysed into wrong columns and thus vitiate the whole 
of the results. 

* Tabular Books of Accoimt. Examples of tabular subsidiary 
books will be found in Departmental Purchases and Sales Books, 
in the Journal, Cash Book, Petty Cash Book, and Purchases Book 
shown in the working of tHe exercise on Self-Balancing Ledgers ; 
in the Hotel Cash Book and Invoice Book on page 903; in the 
Trust^-in-Banknjptcy’s Ca.sh Book. Examples of tabular Ledger 
Accounts are given in the sections dealing with Departmental 
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Accounts, Branch Accounts, and Investment Accounts. Examples 
ot tabular Ledgers will be found in the sections on Lost Ledger, 
Stores Ledger. Share Ledger, Bills Receivable and Payable Ledgers, 
and in the section on Hotel Visitors’ T-edger on pages 904 and 905 j 
the Consumers' Ledger, and the Rental Register, shown on page 90h. 

Explanation of Visitors’ Ledger. By a glance at the Visitors' 
Ledger on pages 904 and 905 it will readily be observed that the 
ledger presents " tabulation ” as applied to accounts in a convincing 
manner. It has been thought an advantage to students tliat a 
detailed explanation of this tabulated ledger may prove helpful. 
First, then, as to the various rulings. 

The " horizontal " lines are spaced out in order to show items 
which are peculiar to the many services rendered and supplies 
provided for the visitors to the hotel ; also it will be noticed that the 
horizontal lines serve to bring the charges for similar items to the 
various occupants of the rooms on the same line. As regards the 
srjrvices and supplies, they are enumerated one undei' another and 
I uled off under appropriate groups of which there are seven in the 
example. The groups distinguish items as under — 

(1) Residential Charges : Apartments, Attendances, Batlis, Fire and Lighting. 

(2) Board : Breakfasts, Luncheons, Dinners, Dessert and Ices, Sandwiches, 
Tea and Coffee, Soups, Suppers, Servants' Board. 

(3) Wines. 

(4) spirits. 

(5) Refreshments, etc. : Ales, Stout, etc.. Minerals, Cigars. 

(6) Sundries : Stationepr, Newspapers, Postages, Disbursements on behalf 
of Visitors, Washing, Carriage. 

(7) Billiards. 

Below these columns are shown the " creilits ” for the various 
visitors, together with the balancing figure — ^which figure must not 
be thought to represent a credit balance. It is the " debit ” balance 
of tlie visitors' accounts entered on the credit side for the purpose 
of totalling the accounts only. The item “ Ledger A/c ” refers to 
balances of visitors' accounts transferred to the general ledger. 
The " perpendicular ” lines are provided for " Room No.” and name 
of occupant. On the right-hand page are three columns provided 
to show — 

(а) Daily Total, which shows the total obligation (including visitors' 
balances due to date; of visitors under each item for the day. 

(б) Bl. forward, which shows the total charge for items under each column 
brought forward from the previous day's total. 

(r) 'Cd. forward, which shows the total amount due for supplies to date (i.e. 
curr- iit day’s total plus charge.s brought forward), being the cumulative total 
chargeable to the visitors on individual itemsr 

Having explained the uses to which the various columns are put 
a brief explanation of how this lodger is written up will be given. 

Beginning on the first dav of a month, tlie first line — " Balance 
brought forward ” — ^will be filled with the amounts duo from visitors 
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at this date. Next, the entries in the Day Book^ are posted, each 
visitor being charged with the various items supplied to them during 
the day. At the end of each day the current day's page of the ledger 
is cross-cast, which operation is an effective check on the complete- 
ness and accuracy of entries made, and is an advantage peculiar 
to " tabulation " systems of recording transactions. 

Tabular Statistical Books. Examples of these arc seen in the 
Application, Allotment, and Call Books, in the Register of Transfers, 
etc., of a Joint Stock Company; in the Policy Registers of an 
Insurance Company ; in Cost Accounts in the Wages Analysis Book, 
the Allocation of Stores Issued Book, Stores Received and Stons 
Issued Books, etc. ; in the Register of Investments of an Investment 
Company, etc. 


QUESTIONS ON CHAPTER XXIII 

1 . Define Single Entry. Is pure single entry ever found in business? State 
bririly the disadvantages of single entry. 

2 ilow is profit or loss ascertained under single entry ? 

3. How would you convert a set of books from single entry to double entry ? 

4. What arc Hire-Purchase Accounts? Explain the entries to be made 
(a) m the buyer's books, (fc) in the seller's books. How is depreciation dealt 
with ? Wliat other method is there of dealing with Hire-Purchase Accounts ? 

5. What arc Instalment-Payment Purchases? How do they differ from 
Hire-Purchases? W'hat entries are necessary (a) in the buyer's books, (b) in 
the seller’s books? 

6. What is meant by a Royalty? Explain the terms Minimum Rent, Short 
Workings, Surface Rent, Acreage, Footage, Tentail, Dead Rent, Redeemable 

Kent. 

7. How arc Short Workings treated in the books of account? 

8. What two methods are there of dealing with Royalties in the books of 
account? 

9. What are Investment Accounts? What special ruling is required? 
Explain the meaning of the terms cum div. and ex div., and their effect on 
the Investment Account. How are Investment Accounts balanced? 

10. What is the Tabular vir Columnar System? What are its advantages 
and disadvantage.s? 

EXERCISE XXIII 


1. Set out bolowr is a Statement prepared by Mr. J. Brown, a cigarette 
manufacturer, claiming to show the result of his year's trading. Do you 
approve of the Statement? Give brief reasons in support of your viewrs. 


31st December, 19. . 


To Capital , 

. £2fi5B 

By Plant and Machinery 

£5,059 

„ Sundry Creditors 

. 9,850 

„ Furniture and Fittings 

187 

Ty)an 

. 2,000 

,, Goodwill 

. 1,500 

„ Bank Overdraft 

. 2,000 

„ Stock 

. 6,451 

Balance, being profit 

for 

Sundry Debtors 

. 4,484 

the year 

. 1,591 

„ Cash in hand . 

19 



,, J . Brown, Private Drawings 400 


;£18,100 


£18.100 


(coniinued on page 907) 


(London Chamber of Commen e.) 


^ Carefully study example of Day Book on page 903. 



TABULAR INVOICE BOOK FOR HOTEL 
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LEDGER 
June, 19 .. 


Dally Total 


Bt. Forward 


Hal. bt Forward 
Apartments 
Attendance 

I'ljtllS 

I Ire and Lights 


Boardetii 

Dreakfasts 

Lunehrons 

Dinners 

l><‘ssert and IcfS 
Sandwiches 
Tea and Coffee 
Soups 
Suppers 

Servants* Hoard 


I 

1 



Spiiits 

1 

1 

.■ 




Ales, Stout, etc. 

<1 

1 





Minerals 

i 



1 

Cigars 

' 


. 

1 


* St'itioi.ery 

j 



il Newspapers 

1 




Postage 






I’aid Out 






Washing || 





Carriage .. 'l 

1 . . _ . 



1 


1 liilliards 

1 

1 


li 

1 

1 


I Total 

1 3 

h 


^ CREDITS 
(iv.Tc'iargps 
Cash received 
Ledger a/c 
Hal, car. Forward 


I'olio Ledger a/c 
'I'raiisfcrred to 









CONSUMERS' LEDGER 
















SINGLE ENTRY, HIRE-PURCHASE ACCOUNTS, ETC. 


907 


2. Describe the steps you would take in ordt-r to prepare a Trading Account, 
Profit and Loss Accoiiiiit, and Balance Sheet from a set of boola which had 
Leen kept upon the Single Entry system. {London Chamber of Commerce.) 

3. Describe briefly how you would convert a set of books, which had been 
kept on Single Entry methods, into the Double Entry system. (I^oyal Society 
of Arts.) 

Robert Webber keeps his books by the Single Entry method. His 
financial position on 1st January was as follows — 

£ s. d, £ s. d. 

Cash in hand . 12 10 - Sundry Debtors . 421 10 - 

Stock-in-Trade . 642 15 -- Machinery and Plant 981 - - 

Fixtures and Fittings . 89 - - Sundry Creditors . 1,209 15 - 

Cash at Bank . . 153 - - 

During the year. Robert Webber withdrew from the business, for private 
purposes, the sum of ;^480. 

On 31st December, Webber's financial position was as follows — 

Machinery and Plant, /1, 350 10s.; Fixtures and Fittings, £80 10s.; 

Sundry Debtors. £732 ; Stock-in-Trade, £950 10s. ; Cash in hand. £15 ; Bank 

overdraft, £500; Sundry Creditors. £1,400 10s. 

From the above particulars, prepare a Statement showing the profit made 
by Webber for the year ended 31st December. When preparing this state- 
ment, no depreciation need be written off any of the assets, and no provision 
for Bad and Doubtful Debts is necessary. (Lemdon Chamber of Commerce.) 

5. A keeps his books by Single Entry. On 1st January his Capital was 
£6,900. An analysis of his cash book for the year gives the following par- 
ticulars — 

Debit Side £ 


Received from Sundry Debtors • 

. 6,000 

Paid in on Capital Account 

. 500 

Credit Side 

Due to Bank. 1st January .... 

740 

Payments to Sundry Creditors 

. 2,500 

General Expenses of Business 

. 1,000 

Wages 

1.550 

Drawings ...•*•• 

300 

Balance at Bank, 31st December. 

400 

„ ill hand ..... 

. 10 


Debtors at 1st January 

were 

/5.300, 

and at 31st Dec* 

‘iiiber were £8,800 

Creditors 

do. 

£1,500 

do. 

do. 


Stock 

do. 

|l.700 

do. 

do. 

£1.90f)./ 

Plant and Machine^ 

do. 

£2 000 

do. 

do. 

£2,000 

Furniture and Fittings 

do. 

£140 

do. 

do. 

£140 


From the above material, prepare a Profit and Ix>ss Account for the year 
ended 31et December, and a Balance Sheet at tha^^ate, after j^roviding 5 per 
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ceat Interest on Capital (ignoring payments in and drawings), 10 per cent 
Depreciation on Plant, 5 per cent Depreciation on Funuture, and a Reserve 
of 5 per cent on Sundry Debtors. (Chartered Accountants,) 


following item appeared amongst the assets of a colliery company, 
Wf which yop are the auditor ; Shortworkings, ;^2,868. , 

Explain its meaning, whether, and on what conditions, you would allow it 
to be treated as an asset. (Chartered Accountants.) 


j 

' 7. The Hard Coal Colliery Co., Ltd., agreed to purchase from the Inter- 
national Wagon Co., Ltd., 100 railway wagons, at the price of /50 per wagon, 
paying for the same by half-yearly instalments of ;f300, such i ns t^ merits' to 
include interest on the unpaid purchase money at the rate of 7 per cent per 
annum. » 

The date of the purchase was 1st January, and the furst half-yearly instal- 
ment was due 1st July. 

Write up the Hard Coal Colliery Co.*s Account in the Wagon Co.'s books 
for three years, and also wite up the Wagon Account in the Colliery Co.'s 
books for the same period. (Chartered Accountants.) 


8. On 1st March, the B. S. Coal Co. obtained wagons on the hirc-purcliasc 
system. The price of the wagons was £1,IS0. Payment was to be made, as to 
^1 down and as to the balance at ^£200 per year with 5 per cent interest. 
The B. S. Coal Co. write off 10 per cent depreciation each year. 

Construct the necessary Ledger Accounts in the books of the Company, 
showing in detail the entries. (Incorporated Accountants.) 


9. A Gas Company deals in Stoves on the hire-purchase system. On 1st 
January A purchased a stove from the Company for 55s., to be paid by twelve 
equal quarterly instalments of 4s. 6d. each. 

The stove cost the Gas Company 37s, 6d. 

The four quarterly instalments payable in the first year were duly received 
by the Company. 

How should these transactions a})pear in the Company's Ledger, so that the 
year is credited with its proper proportion of the profit earned ? (The question 
of depreciation can be disregarded.) (Chartered Accountants.) 


^10. A Colliery Co. purchases Wagons on the hire-purchase system over u 
period of five years, payable by annual instalments of £500. The Wagon Co. 
(.harge Interest at the rate of 5 per cent per annum on the yearly balance s. 
Show the accounts in the books of (a) the buyer (depreciation at 10 per cent 
per annum), (6) the seller. 


^ 1 1. A Colliery Co. purchases on the instalment-payment system a number 
of Coal Wagons, to be paid for by five annual instalments of j(500 each, The 
'^'agon Co. charge Interest at 5 per cent per annum on yearly rests. Write up 
the accounts in the books of (a) the purchaser (depreciation 10 par cent per 
annum), (6) the vendor. 


12. Explain briefly, by means of pro forma examples, how Royalties and 
Short Workings, arising out of a mining lease« are dealt with in the books of 
the lessee of a colliery. (Royal Society oj Arts, Accounting and Banking.) 

; the Jst January* Jas. Findiaxn' became the lessee ol a Chalk Pit on 
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the terms of paying a miiiimtim or dead rental of /1, 000 per annum, merging 
in a royalty of 4d. per ton. The output in the fiist year was 30,000 tons, 
in second year it was 40,000 tons, and in third year 70,000 tons. Show how 
you would deal with the Royalty and Rental in Fincliain’s books, the lease 
providing that dead rent not merged in royalty could be deducted out of 
future royalty in excess of the minimum, on the footing that Fiucham would 
in the course of five years have increased the output to at least 300,000 tons. 
[Chartered Accountants.) 

X v’*"' 

'Wv A Colliery Co. acquires a lease of a mineral area for a term of sixty 
years at a minimum certain rent of £500 per annum, merging into a royalty 
of 6d. per ton on coal worked in peri(xis, each of three years. Assuming the 
royalties on coal worked during the first year amounted to ;£100, in the second 
year £400, and in the third to £700 (leaving ;{300 of certain rent forfeited), 
make Journal and Cash Book entries, and post to Ledger Accounts on the 
basis of the first two years* rent having been paid at the end of each yesir, 
and the rent of the last year being unpaid, showing the amount chargeable 
to Profit and Loss in each year. {Chartered Accountants ) 

A colliery is worked under a lease granted by the Lord of the Mam^r, 
at a royalty of 6d. per ton, but with a minimum annual rent of 1,200, with 
power to recoup short workings. During the first year, 40,000 tons am 
raised; second year, 44,000 tons; third year, 52,000 tons; fourth year, 50,000 
tons. 

Make out Ledger Accounts for Royalties, Lord of the Manor, and Over- 
paid Royalties; and say liow you would deal with the balance of Overpaid 
Royal^s when making up the Annual Accounts. [National U nion of Teachers.) 

U 

16. The Coal Mine Co., Ltd., took a lease of a colliery from G. Kiscli for 
09 years from 29th September, at a ground rent of £50 a year, payable half- 
yearly, and a royalty of 6d. per ton, with a minimum royalty of a year, 
payable half-yearly. During the first year the Company raised 2,500 

and during the second year ended 29th September, 4,000 tons. The several 
amounts to G. Risch were paid 21 days after becoming due. Write up both 
Personal and Nominal Accounts, and balance them at ilic end of each year. 
[Chartered Accountants.) 

17. The George C. Wand Finance Corporation, Ltd., hold a large number 
of investments. Explain briefly what records you would advise the Com- 
pany to keep relative to their investments. Give a pro forma ruling of the 
Ledger Account you recommend, and enter therein not more than six items. 
[London Chamber of Commerce.) 

18. Show by the Ledger entries only what the total amount of an Investment 
Account would be at the end of six years* Compound Interest (yearly) 2} per 
cent— neglect fractious of a penny. The amount invested yearly is £250. 
[National Union of Teachers.) 

19. Prepare the necessary accounts, relative to the undermentioned invest- 
ment, which would appear in W, A. Richardson’s Ledger — 

On Ist June, Richardson purchased jJ5,000 New Zealand 3 per cent (1945) 

Stock at 8Si plus 23. 6d. per cent brokerage and 45s. stamps, etc. On 3rd 

April, 2 years later, Richardson sold ;£4,000 of the Stock at 89, and paid 

£o79, expenses. 

Inter^t upon the stock is payable hjdf*yearly on 1st April and Ist October, 
less tax (to be taken at Is. in the [fioyai Society of Arte^) 
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20. Ulrich Brunner purchsiscd. on 3rd August. ;£1.150 Canadian Western 
Railway Co. 5% Debenture Stock at 85J%, and paid £10 3s, for stamps, 
commission, etc. On 29th April next. Mr. Brunner sold the Stock at 88% 
and paid Is. expenses. The debenture interest is payable half-yearly, 
on 1st April and 1st September, less tax (to be taken at Is. 2d. in the £). 
Prepare the accounts, showing the history of this investment, as they should 
appear in Mr. U. Brunner's ledger. {London Chamber of Commerce.) 

21. Describe the best method of keeping the accounts relating to the 
investments of an individual or a firm, and record the following transactions 
in the books you would recommend — 

On 3rd May. Robert Rene bought ^£2,000 Arcadian Government 5% 
Bonds at 95 plus 2s. 6d. per cent, brokerage and 18s. stamps. 

On 30th September of the following year he sold 1,000 of these Bonds 
at 98 less £3 10s. expenses. Interest on the Bonds is payable on 1st January 
and 1st July in each year. 

Ignore all questions of Income Tax. (Royal Society of Arts, Accounting and 
Banking.) 

22. The following transactions A B had with his London broker, John 
Statham — 

On the 18th March he buys £\S,000 New Zealand 3J% 1940 Stock at 
106}. ^7,000 Victoria 4% 1881 Inscribed at 104J. and ;£5.000 NaUl 4% 
Inscribed 1937 at 1 19}. On these transactions the broker charges a com- 
mission of 1%. 

On the 25th March he sells the New Zealand Stock at 107} and the 
Natal Stock at 120}, the Victoria Stock being carried forward, Contango 
being charged of one-eighth. 

You are asked to show how the.se transactions would appear in John Statham’s 
Ledger. (London Chamber of Commerce.) 

23. F. Reynolds holds /1 0,400 of 2}% Consols, which cost him, including 
brokerage and expenses, ^(8.333 2s. Show the Ledger Account of the invest- 
ment for one year, dividends being payable on 5th January, 5th April. 5th 
July, and 5th October. 

24. A Company purchased on 1st March ;£24.000 of 4% Blank Preference 
Stock at 90, dividends being payable on 3 1st March, 30th June. 30 th September, 
and 31st December. Stamps and expenses amounted to ^JIO 16s., and broker- 
age of }% was charged. On 1st June, ;^6,000 of Stock was sold for cash 
at 92, less brokerage one-eighth and expenses £2 14s, On 1st September, 
another ;£6,000 of Stock was sold for cash at 91 ex div. less brokerage }% and 
charges £2 14s. The market price on 31st December, the date of the annual 
Balance Sheet, was 89. Show the Ledger Account of the investment recording 
the above transactions and the receipt of the quarterly dividends, and balance 
it as on 31st December. 

.. 25. Philip Snowflake had the undermentioned transactions with his broker 
on the London Stock Exchange — 

On 16tb July he bought ;£15,000 Mexican Ordinary at 46} ; on 21st July, 
£14,000 South-Eastern at 32}; oq 23rd July, £16,000 North-Western at 
69/n- On these transactions the broker charged a commission of }%. 
On 24th Snowflake sold the South-Eastern at 34. On the 30th July, 
Snowflake carried forward the Mexican Ordinary and North-Westerns at 47 
and 69}} respectively, contango being charged at }% on each stock. 

Show Snowflake's account in the broker's Ledger. 
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20. Briefly explain the principles of the Columnar or Tabular system of 
book-keeping. 

Illustrate the advantages of this system by means of pro forma rulings 
of a Cash Bf^ok, or other book of first entry, suitable for use m a small hotel. 
{London Chamber o^ Commerce.) 

27. Prepare a form of a Columnar Ledger suitable for use in a small hotel, 
and enter the following details — 

Tuesday, 17th January: Visitors* accounts — J. Hughes (Room 1) ; 
Balance from previous day, £l I2s. 6d. ; Apartments, 7s. 6d. ; Breakfast, 
2s. 6d. ; Lunch, 3s. 6d. ; Dinner, 5s. ; Wine, 8s. 6d. ; Spirit.s, 9d. ; Cigars, 
Is.; Postages, 6d.; Laundry, 3s. 4d. F. J. Griffiths (Roimi 5): Apart- 
ments, 5s.; Breakfast, 2s. 6d.; Tea, Is. 6d.; Supper, 2s.; Liqueurs, 9d.s 
Minerals, Is.; Bath, Is.; Fire, Is. J. E. Elliott (Room 3): B??.lance from 
previous day, £2 10s. 6d.; Breakfast, 2s. 6d. ; *bu9 to Station, 6d. ; Cash 
received in settlement of bill, £2 13s. 6d. (London Chamber of Commerce.) 

28 Rule a form of Consumers* Ledger suitable for a Water, Gas, or Electric 
Light Co., and make therein six pro forma entries, and explain the method 
of working. (Chartered Accountants.) 

29. Give the ruling of a Rates Ledger suitable for a Water Co. or municipal 
body, and illustrate its use by inserting a few items. (Chartered Accountants.) 

30, Draw up the form of a Tabular Day Book suitable for a hotel; also 
make six entries therein. 


REVISION EXERCISE XXIII 

1. Explain what is meant by the following — 

(a) Rif'onciliation Statement. (c) Dcfei red Shares, 

(fc) L« .-so Redemption Account. (d) Rebate Account. 

(National Union of Teachers.) 


2. In closing the books of a manufacturing firm, how would you arrive at 
the amount representing the value of “ work in progress *' ? How would such 
an item be treated in the annual accounts? (Royal Society of Arts, Accounting 
and Banking.) 

3. What is a Cost Account? Give a specimen of a Cost Account suitable 
lor use in some manufacturing business with which you are acquainted, giving 
both the niling of such account, and also entering not less than six and not 
more than twelve items of cost relating to that particular manufacture, 
(Royal Society of Arts.) 


4. Upon being appointed book-keeper to The Whirhvind Automobile Co., 
Ltd., you find that 10 cars have been sent to various people for trial purposes, 
“ on sale or return.'* These transactions, however, have been passed through 
the Company's books as actual sales at full list prices amounting in all to 
f5,750. 

Is this correct ? If not, what rectifications of the accounts would be neces- 
sary? How should such transactions be treated in the Company's annual 
accounts as prepared for publication ? (London Chamber of Commerce.) 
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5. Is the Profit and Loss Account, as set out below, properly drawn up ? 
If not, submit the account as you would present it 


To Salaries 
„ Depreciation 
„ Purchases 
Returns 
„ Discounts 
„ Dividend paid 
„ Directors' Fees 
„ Trade Expenses 
„ Dividend (5% for year) 
„ Manufacturing Wap.es 
„ Transfer to Reserve A/c 
„ Balance carried to B/3 


Profit and Loss Account, 31si December 

. £320 

1.401 
. 42,600 
362 
421 


3,842 

1,000 


By Stock . . J^18,200 

Less 1st January 17,400 


Int. on Invest- 
ments 

Less Loss on Sale 
of Investments 


3,400 

900 


^800 


1,200 


2,500 

6,200 

„ Balance from last year's 


3,280 

account 

4,321 

4,000 

bules . . . . 

59.940 

2,876 

„ ICrror in Books 

i2(> 


„ Unclaimed Dividends 

321 

£68,002 


£68.00? 


{Royal Society of Arts, Accounting and Banking,) 


6. How would you deal witli the undennentioned items wlien preparing 
ilie Annual Accounla of a Limited Company ? 

1. Iransfer of j^S.OOO to Reserve Fund. 

2. ;^750 Commission and Expenses incurred in the issue of ,£8,000 
4% Debentures repayable in 8 years from the date of issue. 

3. Transfer of ,£3,500 to the Company's own Marine Insurance Fund. 

4. An issue of 100 5% Debentures of ,£100 each @ 95, repayable m 
10 years from the date of issue at par. {London Chamber of Commence ) 


7. Two branches of O'Conner Sc Co.. Halifax, received all their goods al 
cost j)ricc from the Hoad Office. All Cash received is paid to Head Ofiicc daily. 

From the following particulars, prepare Profit and Accounts ol the 
Branches for the 12 months ended 31st December — 


Rent A(xoiint 



.Mm f^d. 

£ 

220 

Beech Rd 
£ 

300 

Wages and Expenses . 



515 

403 

Stock, 1st January 



550 

840 

„ at end of year . 



430 

901 

(ioods from Head Office 



. 9,170 

5,050 

Cash paid to Hoad Office 



. 7,000 

6,470 

Goods returned to Head Office 



5 

10 

Sundry Debtors, 1st January 



215 

107 

„ 3 1st December 

, 

. 

195 

93 


(Cfvtl 

( nstnms 

and Excise. 


8. 'Iho J*niout Ri;c Food Co., J.id , was registered a.s a Private Coinnany 
in December, 19 — , with a nominal Capital of ,£32,000, divided into 30,000 
Ordinary Shares of ,£1 each, and 200 Founders* Shares of /,10 each. The 
Dltcr shares were issued, as fully paid, to the inventor of the p.Tlcnt food, 
/ui consideration for the licence granted by him to the Company for the sole 
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right to manuiacture under his patent. The inventor and his friends sT^b- 
scrit>ed for, and were allotted, 20,204 Ordinary Shares, upon which 12s. 6d. 
per share was called up. 

The Company started business on 1st January, and on 30th September 
an interim dividend of 4%, free of tax, was declared and paid on the paid-hp 
portion of the Ordinary Shares. 

On 31st December, the Ledger balances of the Company, in addition to 
those represented by the above transactions, were as follows — 



£ 

s. 

d. 


£ 

5 . d. 

Advertising 

1,663 

- 

- 

Office Furniture 

219 

. * 

liank T.oan 

2,000 

- 


Salaries . 

472 

- - 

Ihlls J^ayalde , 

4,741 

- 

- 

Preliminary £xpen.se8 

113 


('alls III Arrear . 

2 

U) 

- 

Purchases 

5.816 

.. 

(mrriage . 

977 

- 

- 

Rent, Rates, Lighting, 



Cash at Bank . 

1,311 



and Insurance 

‘247 

- - 

Sundry Debtors 

3.092 

- 


Sales 

8,862 

- - 

Discount on Purdia-^ s 




„ Returns . 

119 


(/cA.s Discount on Salc.s) 93 

- 

- 

Stationery and Olftco 



Eloctrital Power for 




F-xpenses 

77 

- 

Factory 

151 

- 

- 

Sundry Trade Creditors 

1,427 

- - 

Extension oJ Leasc- 




Travellers* Salaries and 



liold rremiaea 

2,500 



Expenses 

Wages 

M66 

- 

Interest on I^ank l.oau 

65 

~ 

- 

2.299 

- 

Machinery Ihirchascd 

8,451 

- 

- 




The Stock- in-hand, as on 31st December, was valued and certified by tlie 
Managing Duector at 3^3,075. 

You are required to prepare a Trading Account and a Profit and I-os.s 
Account for th** year ended 3 1st December, and a Balance Sheet as on that date. 

Before preparing these accounts, the follomng adjustments are necessary. 
(Give the Journal entries.) 

(a) The Directors decided to write off Depreciation on the Machinery '^t 
the rate of 10% per annum for the 6 months during which the had 

been running. 

(h) 'The Directors decided that, as the full benefit had not yet been denvecl 
from the «'xpcnditure upon Advertising and Travellers’ Salaries and Expenses, 
the foniKT item .sliould bo .‘?i>rcacl over 3 years (current year to bear a full 
share), and that one-half of the latter should be carried forward to next year. 

(f) c )n investigation, it was discovered that the Carriage Account coiitaincsd 
items aiiioimting to ;f236, representing Freight on Machinery erected at the 
factory, and it was decided to transfer this amount to the Machinery Account. 
It was also found tiiat the Wages Account included £9^, representing the 
wages of men employed in erecting the machinery ; it was decided to treat 
this item in the same manner, 

{d) One quarter’s Rent of the factory, amounting to £52, was owing on 
3l.st December, and must lie reserved for, — [Royal Society of Arts.) 



CHAPTER XXIV 
DOUBLE ACCOUNT SYSTEM 

What the Double Account System Is. The Double Account system 
is a method of stating the financial position of companies incor- 
porated under special Acts of Parliament for the purpose of acquiring 
or constructing, and working, large public undertakings such as 
railways, tramways, gas works, electric light installations, etc^ 
Difference between Single Account and Double Account Systems. 
Under the Single Account system, the assets and liabilities are 
all grouped in one final accoimt, called the Balance Sheet. Under 
the Double Account system, the Balance Sheet is divided into two 
parts, the first part, called the Capital Account, deahng with the 
fixed or permanent assets and the Capital and Debentures subscribed, 
and the second part, called the General Balance Sheet, dealing with 
the floating assets and floating liabilities. In the Single Account 
system the assets appear in the Balance Sheet less any dt predation 
written off them. In the Double Account system the assets are not 
written down in the Capital Account, but appear therein at cost. 

Capital Account. This is the first part of the Double Account 
Balance Sheet. It contains the balances of the different items of 
Receipts and Expenditure on capital account, as they appear in the 
special Capital Account Ledger. On the credit side are receipts from 
shares or stock and debentures, including premiums, and on the 
dehit side are the various assets on which the money so received 
has been spent. It will be noted that Parliamentary Expenses in 
promoting special Acts of Parliament, and also Law Charges in 
connection with land, appear as items of capital expenditure. 

General Balance Sheet. This is the second part of the Double 
Account Balance Sheet. It includes the balance of the Capital 
Account (in Electric Light Companies the totals of each side), the 
floating assets such as Stocks, Debtors, Cash, etc., and the floating 
liabilities such as Creditors, Reserve Fund Account, Depreciation 
Fund Account, and Revenue Account balance. 

Distinction between Capital and Revenue. The distinction 
between capital and revenue is carefully maintained under the 
Double Account system. Capital Expenditure consists of the 
various sums expended in constructing or acquiring and extending 
the undertaking. Revenue Expenditure comprises rraairs, renewals, 
and all expenses of working and administration. Capital Receipts 
, include all amounts received from shareholders, stockholders, and 
debenture holders. Revenue Receipts consist of all income earned 
by the undertaking. The surplus of revenue receipts over revenue 

014 
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expenditure is considered to be profit, notwithstanding the fact that 
very often no provision has been made for depreciation. 

Depreciation and Renewals. As previously mentioned, under the 
Double Account system assets are not written down in the Capital 
Account, as the undertaking is expected to be maintained in proper 
working order out of revenue. Depreciation is, however, provided 
for by charging Net Revenue Account with a fixed percentage e»n 
each asset and crediting all such amounts to a Depreciation Futd 
Account. In the case of Gas Companies, such funds are compulsory 
for leasehold works, and, in the case of Electric Light Companies, 
for leasehold works, buildings, plant and machinery; further, the 
funds must be represented by actual investments, ^me-companies 
also build up a Repairs and Renewals Reserve, by debiting a fixed 
amount to Revenue Account. Actual repairs and renewals are then 
charged to the Reserve instead of to the Revenue Account. The 
operation of such a Reserve has already been explained in the 
chapter on Depreciation. It has the effect of averciging such charges, 
and thus prevents a very large item of expenditure in any one year 
reducing the normal rate of dividend, or rendering it impossible to 
pay a dividend at all. 

Advantages of the Double Account System. The chief advantage 
of the Double Account System is that the Capital Account, being 
of the nature of a Cash Account, would be readily understood by 
shareholders and others not knowing book-keeping or accountancy. 
It can easily be seen, on one side, how much money has been 
obtained from shareholders and debenture holders, and, on the 
other side, how such money has been spent and also how much 
remains to work the undertaking. 

Disadvante^es of the Double Account System. The disadvantages 
attaching to the system are — 

(1) TAc profits of the various years are not correctly shonm. Fixed 
assets having to be replaced out of revenue, involve a heavy charge 
against the particular year in which tlie renewal takes place. 
Although the asset has been rendering the same service year by 
year, yet tlie previous years, which should have borne an cqu^ 
part of the charge for renewal, have borne no part at all. The 
profits of those particular years have, therefore, to this extent been 
over-stated and consequently the profits of the year of renewal 
will be considerably under-stated. This defect can, of coxirse, be 
remedied by providing a Repairs and Renewals Reserv'e. 

(2) The Balance Sheet is not a true representation of the state 
of affairs. As the assets have not been depreciated, they appear 
in the Balance Sheet at cost, although they may have been a very 
long time in use, may be worn out, or may have become obsolete. 

Additions and Extensions. Additional assets acquired are, of 
course, added to the Capital Account. It often happens, however. 
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that replacements arc accompanied by additions or extensions of the 
original asset, and the cost of such extensions has tlieu to be allocated 
Ixitween capital and revenue. There are two methods of doing this. 
Tlie first way is to write off to revenue the value of the asset as it 
appears in the Capital Account ; and to charge to capital the whole 
cost of replacement, including extensions. Tims, if an asset, standing 
in tlie books at ^120,000, was renewed and enlarged at a cost of 
;fl60,000, the ;fl20,0(K) would be written off to revenue and thti 
£160,000 would be charged to capital. The second way is to estimat<‘ 
the present cost of replacing the asset exactly as it stands, i.e. 
without any extensions or additions, and to charge this amount 
to revenue; tlie difference between this amount and the actual 
sum expended is considered to be tlie proper amount to charge to 
capital Thus, taking the previous example, suppose the estimated 
cost of replacing the asset as it stands is £100.000; then £100,000 
would be charged to revenue, and the balance of £60,000 would be 
debited to capital. The respective allocations under the two methods 
therefore are — 

Capital Uevenm 

First Method .... 160, 000 if 1 20,000 

Second Method , . . IBO.OOO 100.000 

Whatever sum of money is obtained by the sale of old material is 
credited to Revenue Account, not as a separate item on the Income 
side, but on the Expenditure side, as a deduction from the cost of 
replacement. 

The principles governing the application of the " double account ” 
system having been outlined, it is now proposed to give a general 
view of the forms of account prepared by companies wlio adopt the 
double account method of presenting their financial position. 

The companies wliose forms of accounts are to be elaborated arc 
those of — 

I. Railway Companies. 

II. Gas Companies. 

in. Water Companies, 

IV. Electric Light Companies. 

1. RAILWAY COIiP>ANIES 

The accounts of railway cf^panies are prepared according to 
forms prescribed in the Etfst Schedule to the Railway Companies 
(Accounts and Returns) " 1911. The Act directs that every 
railway company shall prepMjSs'^-annually — accounts and returns in 
the forms set out in the First &hedule for submission to the auditors 
to the company ; also that the company must forward six copies of 
such accounts and returns to the Board of Trade not later than sixty 
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days after the end of the financial year to which the accounts and 
returns relate. Further, a copy of the accounts numbered la, lb, 
Ic, 3, and 18 must also be filed with the Registrar of Companies in 
England Should, however, parts of the railwa 3 rs be situated in 
Scotland or Ireland, then a set of these same accounts must be filed 
with the Registrars of those countries. It must be observed that 
upwards of fifty forms of accounts and returns are prescribed by 
th ' Railway Companies (Accounts and Returns) Act, 1911, and it 
is obviously outside the scope of a textbook dealing with so wide a 
range of specialized accounts to give information upon all the 
different forms of accounts and returns. Only those forms have 
been explained and illustrated which contain in a condensed form 
tlie material facts arranged to show the financial position of a railway 
company. Forms not dealt with in the text are mainly of a statistical 
character and contain elaborate details of the almost multifarious 
operations of a railway company. The following are the forms 
chosen for treatment — 

(a) No. 4. Receipts and Expenditure on Capital Account. 

(b) No. 8. Revenue Receipts and Expen^ture of the Whole 

Undertaking. 

(c) No. 9. Proposed Appropriation of Net Income. 

(d) No. 18. General Balance Sheet. 

(a) Receipts and Expenditure on Capital Account (No, 4). Tliis 
account, as already slated, represents the First part of the Balance 
Sheet as prepared under the double account system. It coni'iius a 
statement of the fixed assets of the company, and a stati-ment of the 
shareholders' capital, debentures, and other receipts of a capital 
nature. In a word, this account shows that the money subscribed 
by the shareholders and debenture holders .has been spent in 
acquiring the permanent assets of the concern. 

Although elaborately set out, this account is planned on exactly 
the same principle as a simple ledger account. Tliis fact seems to 
be overlooked by students when dealing with accoimts of this kind. 
Now, the account under treatment has a Debit side and a Credit 
side, and the items recorded tlierein will be — 

(1) On the Debit side — 

(a) Particulars of those permanent assets acquired specifically 

for the undertaking as a railway, and comprising the following 

items — 

Lines open for traffic. 

Lines NOT open for traffic (being " new ” aud/or " widening " 
of existing lines). 

Rolling Stock. 

Manufacturing and Repairing Works and Plant. 
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{b) Particulars of those permanent assets acquired for use upon 
the other ramifications of the railway’s activities, and comprising 
the following — 

Horses. Hotels. 

Road Vehicles. Electric Power Stations. 

Steamboats. Land, Property, etc., not 

Docks, Harbours, Wharves, forming part of the Railway 

etc. or Stations. 

(2) On the Credit side — 

Particulars of capital subscribed by the shareholders, debenture 
holders, and receipts of a capital nature represented by premiums 
on shares and debentures, etc. 

The amounts extended in the " centre ” money column on the 
debit side of this account are derived from Account No. 5, which 
contains exhaustive particulars of the expenditure on capital account 
for the current year. 

As railway companies are “ parliamentary ” companies, the 
capital subscribed to such undertakings may only follow upon the 
exercise of capital powers conferred by special Acts of Parliament. 

Particulars of the Nominal Capital authorized and created by the 
company, together with particulars of special Acts conferring capital 
powers so exercised, and particulars of capital powers not yet 
exercised, are contained in Account No. 1. 

Particulars of capital subscribed are contained in Account No. 2, 
and it is from this account that the amount for " Stocks and Shares " 
on the credit side of Account No. 4 is taken. This account contains 
the following information in regard to subscribed capital — 

{a) Shares and Stocks created. 

{b) Amoimt issued. 

{c) Nominal additions to (or deductions from) capital. 

• (d) Amount ranking for dividend at a future date. 

{e) Calls in airear. 

(/) Amount uncalled. 

[g) Amount unissued. 

The above particulars are amplified by details of the class of 
shares and stocks with qualifications as to their right to preferential 
or fixed dividends. 

The classes of shares issued by railway companies are — 

(1) Guaranteed (or Preference). 

These shares carry a fixed rate of interest. 

(2) Ordinary (Preferred and Deferred). 

These shares carry no immediate right to profits, but are 
considered for such a portion of the profits as the directors may 
at their discretion provide. 



DOUBLE ACCOUNT SYSTEM 


919 


Having dealt with the subscribed capital of a railway company, 
it is now necessary to give a few particulars as regards " Debentures." 
Railway companies cannot exercise their borrowing powers imtil at 
least one-half of the ordinary share capital has been paid up. Addi- 
tional capital is raised by means of loans and debentures. 

Particulars of Debenture Stock are contained in Account No. 3, 
and the details therein are as follows — 

{a) Amount of Stock. 

(6) Nominal Additions and Conversions. 

(c) Total Debenture Stock. 

In addition to the above, the account contains information rela- 
ting to interest payable, on each issue ; and it must be stated that 
the item " Debentures " in Account No. 4 is taken from this 
accounl . 

The balance of the Receipts and Expenditure on Capital Account 
is iransferred to the General Balance Sheet (Account No. 18) and 
appears as the first item on the debit or credit side, as the case may 
be. 

{b) Revenue Receipts and Expenditure of the Whole Undertaking 
(No. 8). Tliis account contains a statement of the Gross Receipts 
and Expenditure of the undertaking, together with particulars of 
receipts of a miscellaneous character. The account is prepared from 
Statements numbered from 10 to 16 inclusive, these statements 
showing particulars of — 

Statkment No. — 

10. Railway. 

i 1 . Omnibuses, etc. 

12. Steamboats. 

13. Canals. 

14. Docks, Hai'bours, and \Vliarves. 

15. Hotels, etc. 

16. Other separate businesses carried on by the company. 

The column in this account " Net Receipts," contains the differ- 
ence between gross receipts and expenditure on each item ; to these 
amounts is added the various amounts under miscellaneous receipts, 
and the resulting total is carried to Account No. 9 as " net income." 

(c) Proposed Appropriation of Net Income (No. 9). This account 
contains particulars of — 

[ ( 1 ) Balance of available profits brought forward from last year. 

A ^ , Current year's net income. 

[(3) Appropriations from Reserve (if any). 

B Enumeration of fixed charges that have been met and axe 
chargeable to the account for the current year. 
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(1) Appropriations to special Reserves. 

Q I (2) Dividends on guaranteed stock, etc. 

^ (3) Balance available for dividends on Ordinary Stock. 

(4) Balance carried forward to next year’s account. 

(d) General Balance Sheet (No. 18). This statement contains, as 
does all balance sheets, the final results designed to show the financial 
position of a railway company as at a certain stated date. This is 
the Second part of the balance sheet as provided under the double 
account system, and — apart from the *' balance of capital ” it 
contains on its Assets side only floating assets as represented by : 
[a) Cash, (6) Debtors, (c) Stores, etc. The Liabilitie.s side contains 
— apart from the “ balance of capital," the following representative 
items — 

Sundry Creditors. 

Amounts due to other Railway Companit.'s. 

Superannuation Funds. 

Fire Insurance Funds. 

Depreciation Funds. 

General Reserve Fund. 

Balance available for dividends, as per Account No. 9. 

In the accounts of a railway <iompany the renewal of wasting 
assets is provided for by debiting the revenue account and cn'diting 
.some suitable " depreciation " or " reserve ” fund with sum.s con- 
sidered sufficient to offset any wastage that may have arisen. The 
" fund " accumulates by the yearly addition to it of a certain .sum 
which at a future date will be adequate to replace permanent 
assets that have depreciated. Any assets it may be proposed that 
at the end of their useful life shall not be replaced will be written 
out of the accounts by trarrsfer to the depreciation (or Rcsi'r\c) 
Fund. 

Example of Statutory Accounts of a Railway Company 

The following are the balances of a Railway Company for the 
year ending 31sl December, 19 — . Required the Capital and Sum- 
mary of Revenue Accounts with Appropriation Statement. 

Receipts on Capital Account — 


Ordinary, Preference, and Guarantccil Stocks to 31st i 

Dec., 19- 7,500,000 

Received during current year . . 1 OO.OOO 

Loans received by the Company . . 1,000,000 

Debenture Stock .... J ,500,000 

Premiums received on Shares and Storks 20,000 

Premiums received on Debenture Stock 36,500 



No. 4. RECEIPTS AND EXPENDIIURE ON CAPITAL ACCOUNT 
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No. 8. REVENUE RECEIPTS AND EXPENDITURE OF 
THE WHOLE UNDERTAKING 


See 

Stiite* 

ment 


Gross 

Receipts 

Expendi- 

ture 

Net 

Receipts 

10 

Railway 

i 

900.000 

i 

600,000 

i 

300,000 

11 

Omnibuses, etc. . 

— 



12 

Steamboats 

90.000 

30,000 

60,000 

13 

Canals 

105,000 

40.000 

65,000 

14 

Docks. Harbours, and 
Wharves 

120,000 

60,000 

60.000 

15 

Hotels, etc. . .1 

50.000 

20,000 

30,000 

Miscellani 

Rc 

Bous Receipts (Net) — 

mts from Houses and Lands . 


5,500 

Renta from Hotels . 


• • • 

9,500 

Interest and Dividends from Investments . 

49.500 

Transfer Fees . 

• • 

. 

65 

General Interest 

• 

. 

290 





^579,855 


No. 9. PROPOSED APPROPRIATION OF NET INCOME 


Balance brought forward from last year's account 

Net Income as per Statement No. 8 

Appropriation from Reserve i 

WtMUM 

Total . 

Deduct: Interest. Rentals, and other hxed 

charges — 

Interest on Superannuation funds . 

Rent Charges and Annuities . 

Chief Rents 

Interest on Loans 

Interest on Debenture Stocks 

£ 

3.000 

15.000 
1,500 

40,800 

60.000 

644,355 

Total 

^£120,300 

120,300 

Balance. 

Appropriation to Reserve and other .special 
purposes ..... 

Dividends on Guaranteed and Preference 
Stocks 

84,000 

300.555 

524.555 

384.555 

Balance available for dividends 

j 

;£140,000 







18. GENERAL BALANCE SHEET 
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Expenditure on Capital Account — £ 

Lines open for traffic 5,100,000 

„ ,, during current year . , . . . 400,000 

Twines not open for traffic—- 

Widening of existing lines ..... 500,000 

„ ,, {during year) . . . 200.000 

Rolling Stock ....... 1.000,000 

„ (during year) ..... 300.000 

Manufacturingandrepairing Works and Plant , . 800,000 

„ „ ,. (during year) 100,000 

Horses ^ . 80,000 

Road Vehicles . . , . . . , . ' . 10,000 

„ „ (during year) . . . . 1,000 

Steamboats . . . . . . , . 400,000 

Docks, Harbours, and Wharves . . . . . 500,000 

,, „ (during year) , . 50,000 

Ifotcls . . . 200,000 

Electric Power Stations ...... 100,000 

Land, property, etc., not forming part of the railway or 
stations. 400,000 


Revenue, Receipts, and Expenditure of Railway Company — 

Receipts Expenditure 


Railway ....... 

Steamboats ...... 

Canals ....... 

Docks, Harbours, and Wliarves . 

Hotels, etc. ...... 

000,000 

90.000 

105.000 

120.000 

50.000 

600,000 

30.000 

40.000 

60.000 
20,000 

Miscellaneous Receipts. Net — 


£ 

Rents from Houses and Lands . 

Rents from Ifotels .... 

Interest and Dividends from Investments 
Transfer Fees ..... 

General Interest .... 


5.500 

9.500 
49,500 

65 

290 

Charges on Net Revenue — 


£ 

Interest on Superannuation Funds 

Rent Charges and Annuities 

Chief Rents .... 

Interest on Leans 

Interest on Debenture Stocks 


3,000 

15.000 
1,500 

40,800 

60.000 

Balance from last year's Appropriation Staleinent 
Appropriation to General Reserve 

Dividends on Guaranteed and Preference Stocks . 

65.000 

84.000 
300,555 

Cash at Bank and in hand 

Investments in Consols and Government Securities 

Other Securities . . . . , ? . 

Investment of Superannuation Fund . 

Stock of Stores and Materials .... 
Outstanding Traffic Accounts .... 

25,000 

1.000,000 

997.000 

150.000 

115.000 

127.000 
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Charges on Net Revenue (contd).— £ 

Amount due by Railway Companies .... 89,500 

Miscellaneous Accounts ...... 51,000 

Sundry Crs. and Suspense Accounts .... 320,000 

Amount due to Railway Clearing Houses . . 9,000 

Superannuation Funds ...... 150,000 

Fire Insurance Fund . 400,000 

Depreciation Funds— 

Railway ........ 900,000 

Steamboats 70,000 

General Reserve Fund ...... 500,000 


(See pages 921-923.) 


PARLIAMENTARY COMPANIES 

A parliamentary company is one brought into existence by a 
special Act of Parliament, and which is governed by the special 
proAdsions contained in the Act under whicYi it was formed. 

Such companies are also subject to regulations laid down by the 
Companies Clauses Acts of 1845, 1863, 1869, 1888, and 1889. There 
are special " Clauses " Acts relevant to each class of parliamentary 
company, of which the following are relating to concerns whose 
accounts are dealt with in this chapter — 

(а) The Railway Clauses Acts, 1845 and 1863. 

(б) Tire Gas Works Clauses Acts, 1847 and 1871. 

(c) The Electric Lighting Clauses Act, 1899. 

The Waterworks Clauses Acts, 1847 and 1863. 

The application of the double account system of accounts is 
obligatory upon — 

(1) Railway companies ; 

(2) Gas companies ; and 

(3) Electric light companies. 

It must be clearly understood that the .system of " double ac- 
count '' accounting only relates to the practice of showing the 
Balance Sheet (or financial statement) in Two parts, namely. 

Capital Accotmt ” and " General Balance Sheet,” the former 
containing a statement of Fixed assets and liabilities; the latter 
a statement of Floating as-sets and liabilities, together with the 
balancing figure from the capital account. The question of depre- 
ciation is differently dealt with under this sjrstem, being provided 
for by appropriate " funds,” and not (as in most commercial under- 
takings) as annual adjustments of fixed assets by deduction from 
the various assets of amounts by which their values have depre- 
ciated. 
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The above observations have been made at the risk of repetition^ 
because so many students seem to think the " double account ” 
system is a mo^hcation of " double entry " book-keeping. The 
d()uble entry sy'stem of accounts is rigidly adliercd to under the 
“ double ” account system, the word “ double ” in the latter sense 
only relating to the matter noticed above. 


II. GAS COMPANIES 

Gas companies are usually owned by companies incorporated by 
special Acts of Parliament, or by Locm Authorities. 

Incorporated companies arc regulated by — 

(a) Gas Works Clauses Acts, 1847 and 1871. 

{b) Companies Clauses Consolidation Act, 1845. 

The above Acts contain general regulations applicable to Parlia- 
mentaryf companies. In the Gas Works Clauses Act, 1847, are set 
forth the special privileges and obligations relating to this class of 
undertaking. The more recent Act of 1871 prescribes the form of 
accounts which must be prepared by such companies, and also 
directs " that the accounts prepared in the prescribed form up 
to 31st December must be forwarded on — of before — ^25th March 
in each year to the Local Authority in which the company 
operates." 

Local Authorities who own gas works are not obliged to prepare 
their accounts in the statutory form, but usually adopt them. The 
forms laid down by statute are nine in number and are entitled as 
under — 

(A) Statement of Share Capital. 

(B) Statement of Iman CapitaL 

(C) Capital Account. 

(D) Revenue Account. 

(£) Profit and Loss Account (Net Revenue). 

■ (F) Reserved Fund Account. 

(G) Statement of Coals. 

(H) Statement of Residual Products. 

* (l) General Balance Sheet 

Statements (A) and (B) contain particulars of the powers obtained 
under various special Acta for raising capital and loans., together 
with complete details of — 

(a) Amount authorized. 

(jh) Maximum dividend. 
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(c) Interest payable. 

(t/) Total paid up. 

(e) Amount unissued, etc. 


The Capital Account (C) contains a statement of the permanent 
assets acquired against the money subscribed by the shareholders, 
debenture holders, and on loans therefor; the balance of which 
account is taken to the General Balance Sheet (Statement 1). 

Tlie Revenue Account (D) is equivalent to a Profit and Loss 
Account as prepared by ordinary commercial concerns. It contains 
its items under appropriate sub-headings, they being — 


On the Debit Side — 

(1) Manufacture of Gas. 

(2) Distribution of Gas. 

(3) Public I.amps. 

(4) Management. 

(5) Law and Parliamentary. 

(6) Sundries (if any). 


On the Credit Side — 

(1) Sale of Gas. 

(2) Rental of Meters. 

(3) Sale of Residual Products. 

(4) Rents receivable. 

(5) Other items. 


This account is of exceptional value for purposes of control of 
expenditure as each item is shown under the same grouping always 
and any appreciable difference in amounts would be quickly de- 
tected; also the relation of working expenses to turnover may be 
readily gauged. There is a growing tendency for general coniTn^^roIal 
concerns to adopt a similar method of arranging items c'f r \^cnditure 
under appropriate sub-headings. The balance of this account is 
transferred to the Profit and Loss Account (Net Revenue) (E). 

The Profit and Loss Account (Net Revenue) (E) serves a similar 
purpose to that of an Appropriation Account and contains par- 
ticulars of — 

(а) Amounts carried to Reserved Funds. 

(б) Interest on Loans. 

(c) Interest on Mortgages, 

(d) Interest on Debenture Stock. 

{e) Dividends on Shares. 

The above items are charged against the balance of the Revenue 
Account, which is credited to this account. 

Tlie Reserved Fund Account (F) contains particulars of " profits ** 
accumulated by transfers from the Profit and Loss Account (Net 
Revenue) (E). which fund should be represented by investments. 
Prior to making transfers to this " fund " the company must make 
proper provisions for dividends jn shares at the standard rates. 

Statements (G) and (H) contain particulars of " coal and 
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“ residuals ” respectively. In the Statement of Coals there are 
columns provided to show — 

(a) Description of coal. 

(b) In store — ^beginning of year. 

(cj Received during year. 

(a) Coal carbonized, or used during the year. 

(tf) In store — end of year. 

In the Statement of Residuals there are columns provided for — 

(а) Description of Residual. 

(б) In store — ^beginning of year. 

(c) Made during year. 

(d) Used in maniiiacture. 

(e) Sold during year. 

(/) In store — end of year. 

The General Balance Sheet (I) contains on — 

(I) The (Df. balances of the accounts (C), (E), and 

(F), and particulars of — 

(rt) Unpaid Dividends. 

(i) Interest owing on Mortgages. Debentures, and Loans. 

(c) Amounts due to Tradesmen. 

(til Outstanding Items, etc. 

(II) The Assets (Cr. side) the following items — 

(a) Cash at Bankers and on Deposit. 

{b) Coals, Coke, and Breeze ; Tar and other Products. 

(ci Simdry Stores. 

(d) Balance due to Company on Gas and Meter Rental. 

(e) Debtors for Coke and other Residuals, etc. 

(/) Gas Stoves. 

A study of the above details comprising the General Balance 
Sheet will show that the items may be characterized as " floating ” 
assets and liabilities, and that this statement is the second part of 
the financial statement prepared under tiie double account S 3 rstem. 

The forms of account obligatory upon gas companies do not 
.con^prise a complete set of .accounts as prepared for these under- 
takings. A Statement of the quantity of gas made and sold would 
be prepared. In addition, there may be other valuable statistical 
records published giving details of the other departments or opera- 
tions of the co^^>any ; ti^eir publications being entirely within the 
discretion of the management. 

Examples of Statutmy Accounts of a Gas Company (See pages 
95S9-32). 




■Capital Account 



-Profit and Loss Account {net revenue) 

For the year ended 31st December, 19... 



I.ikc ac«oi]ats must be give* for Oepredatioa fuad for works on leaseholds, if any. 
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ni. WATER COMPANIES 

Water companies usually adopt the double-account system, 
though under no statutcli^ obli^ti<ni to do so, and tiie general plan 
of their account keeping conforms to methods employed by gas 
companies. As there is '* meter *' control of supplies to consumers 
in both classes of undertakings it is easy to see that similarity in 
the preparation of accounts and statistical records must follow. 
(See Consumer’s Letter on page 906.) By the Water Works Ckuses 
Act, 1847, a Water Company must not pay a dividend in excess of 
the prescribed rate— or if no rate is prescnbed — in excess of 10 per 
cent of the paid-up capital. Any profit beyond the amount to meet 
the maximum dividend may be invested and allowed to accumulate 
at compound interest as a Reserve Fund. This ' fund ’ must not 
reach beyond a sum equal to a tenth of the nominal capital. Any 
profits derived from investments on account of the fund beyond the 
limit of one-tenth of nominal capital must applied to the general 
purposes of the company. 

Water companies subject to the Act of 1847 must send an account 
for the prece^ng financial year on. or before, 31st January in each 
year to the Clerk of the Peace in the county where the waterworks 
are situated. 

Forms of Accounts of a Water Company (See pages 934-936). 


IV. ELECTRIC LIGHT COMPANIES 

The Electric Light Act of 1882 prescribes certain forms of account 
for use by electric lighting companies. Other important regulations 
are provided by the Acts of 1888, 1899, and 1909 ; further, the Board 
of Trade applies some very stringent rules upon these undertakings. 
Electric light companies operate (as do gas, railway and water 
companies) undo: special Acts of Parliament ; or under Provisional 
Orders granted by the Board of Trade, usually for a period of forty- 
two years. 

As the business of an electric lighting company is so similar to 
that of a gas company, the same system of book-keeping is in vogue, 
and a comparison of a set of accounts for each class of undertalang 
will reveal how identical they are. 

Provision for depreciation is compulsory upon electric light com- 
panies, and arises from the non-permanent character of these concerns, 
which it has been noted have a tenure of only forty-two years. At 
the expiry of the period local authorities have tlie option of purchase, 
hence it is clear that the fixed assets of these undertakings must be 
rigorously kept at proper valuations against the time when forced 
realisation arises, because, when local authorities exercise their 



STATEMENT OF STOCK AND LOAN CAPITAL, 31 Dec., 19. 




REVENUE ACCOUNT for the Year Ending 31 Dec. , 19 
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right to purchase, the undertaking would be taken over at '' present " 
valuations. Obviously, provision for depreciation must be made, 
otherwise, on compulsory sale, serious financial embarrassment may 
arise for the vendors. 

Appended are only a few of the prescribed forms of account for 
electric light companies. By Section 9 of the Act of 1882 copies ot 
the accounts for the year ended 31st December must be forwarded 
to the Board of Trade on or before 25th March following. 

Examples of Statutory Accounts of an Electric Light Company 
(See pages 938-944). 


QUESTIONS ON CHAPTER XXIV 

1. \Vbat is the Double Account System ? 

2. In what companies is the Double Account System compulsory? To what 
otl-er companies is it specially suited? 

vl Explain the diflercnce between (a) Double Entry and Double Account 
Sy.-.tem ; {b) Single Account and Double Account Systeins. 

i. What are the distinguishing features of the Double Account System ? 

5. Describe brietly (a) the Capital Account, (6) the General Balance Sheet, 
peculiar to the Double Account System. 

6. Distinguish between Capital and Kevenue in the Double Account 
System. How are Depreciation and Renewals sometimes dealt with under 
the Double Account System ? 

7. What arc {a) the advantages, (b) the disadvantages attaching to the 
Double Account System ? 

S How are additions and extensions dealt witli under the Drvd'E Ai count 
System ? 

9. Enumerate the accounts that must be compulsorily prepared by Ga.s 
Companies. 


EXERCISE XXTV 

1. J'o what class of enterprise docs the system of book-keeping known 
the Double Account System apply? Briefly explain its distinctive features as 
conipaicfi with the Single Account System. {Royal Society of Arts, Accowitinf: 
and Banknig.) 

2. Diflerentiate between the terms Double Account System and Double 
Entry System. In what classes of undertaking is the former system used? 
(London Chamber of Commerce,) 

3. What is the usual custom with undertaking.^^, wluise accounts are com- 
pulsorily kept on the Double Account Sy.stein, as to providing lor the wastage 
of their assets? If such provision 1^ made, how does it generally appear in 
the published accounts? (Royal Society of Arts, Accoxinting and Banking.) 

4. There is a distinct difference when dealing with depreciation in Double 
Accounts, as compared with the Single Account System. How is clcprcciatirm 
dealt with in the Double Account System? (Natioml Union of Tea-chers^) 
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I-rovision for depreciatioc cl works is made by s debit of £ to Revenue Account transferred to Depreciation Fui d Account. 
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5. Describe briefly the difference in the method of recording and pre- 
senting the Capital Account of an ordinarj^ Commerciiii lainited Company, 

liose accounts are kept upon the Single Account System as comp'ired with 
a Company working under a special Act of Parliament whose accounts are 
necessarily kept upon the Double Account System. Give a pro fovma Capital 
Account of an enterprise working under the latter system. {Roral Society 
ofiArts, Accounting and Banking.) 

6. (a) What undertakings, in general, keep their accounts upon the Double 

Account System ? (h) What is the principal, if not the sole, reason for 

< mploying this form of accounts ? {t^^ational Union of Teachers.) 

1. Give a pro forma example of a Capital Receipts and Expenditure Account 
under the Double Account System. Slate briefly how depreciation can be 
provided for under this system of accounting. {Royal Soctetv of AtU, 
Accounting and Ranking.) 

S. Are the publisluMl accounts of Gas CoTnpanic.s subject to any statutory 
regulations ? Give the rulings you would recommend for any two of the 
j)rmcipal books employed by Gas Companies, and briefly describe the uses 
of the books 3*011 illustrate, {London Chamber of Commerce.) 

9. How are Depreciation and Renewrils of Fixed Assets treated in the 
Accounts of an Electric Light undertaking? {Chartered Accountants.) 

10. The figures given below relate to the Cornwall (k)lhery Co. for the 
year ending 3 1st December. 

You are requested to construct from them a I'apital Account and Gcnor.d 
Ealance Sheet on the Double Account System, and then exhibit the same 
iigures in a Balance Sheet on the Single Account System 


Nominal Capital • . . /250,000 ; Office Buildings 

110.000 Ordinary Shares of Workmen's Cotta 9,000 

£1 each, fully paid 1 10,000 Depreciation Fund . 20,000 

00,000 6% Preference Shares Rc-.erve Fund . , . 15,000 

oi £i each, fully paid . 60,000 B.ikincc to Credit of 1‘ioril 

Debentures 5%. . . 30,000 and Loss Account. 25,000 

Bills Payable . . 6,000 Stock on hand . , 12,000 

Sundry Creditors . 9,000 Investments 17,000 

Lauds acquired. . 8,500 Sundry Debtors . . 35,000 

Shaft Sinking, etc. 111,000 C^ish in hand and at Bank. 30.000 

Plant and Machinery 35,000 Short Workings Account . 1. 000 

Wagons . 13,500 


The above ligures include an issue of 10,000 Preference Shares during the 
year ; and the following amounts were also spent during the same period - ~ 
Shaft Sinking, ^^6,000 ; Machinery, /S.OOO ; Wagons, ;^3.000 ; Work- 
meii'.s Cottages, /1, 000. {National Union of Teach fr:>.\ 

11. l*rovide for the undermentioned depreciations, and prepare a Revenue 
Account, Capital Account, and Balance Sheet from the following Trial Balance, 
A call of /I per share was payable on the 31.st December, and arrears are 
subject to^ interest at 5% per annum. 

Depreciation to be provided for on * Buildings, 21% • Machinery. : 
Mains, 6% ; Tran.sformcrs. etc., \Q% ' Meters and Electucal Instruments, 

15 %. ' 
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Dynamo Electric Lighting Co., Ltd. 


Afnount — 

last 

June 30 Capital — £ 

I Nominal 10,000 Shares of ;^10 each 

20,000 Subscribed 5,000 Shares of £'10 each £5 paid 


15,000 Debentures, 6% Interest .... 

1.000 Depreciation Fund ..... 

Calls in Arrear ...... 1,000 

9,300 Freehold Land 9,300 

4.000 Buildings ....... 5,000 

6.000 Alachinery at Station ..... 10,000 

5.000 Mains ........ 8,000 

1.000 Transformers, Motors, etc. .... 2.000 

500 Meters ....... 1,500 

300 Electrical Instruments ..... 400 

1,600 Cfcneral Stores (Cables, Mains, and T.ainps) in stock 2,350 
250 Olficc Furniture ...... 250 

Coal and Fuel ...... 1,900 

Oil, Waste, and Engine Room Stores . . 750 

Coal, Oil, Waste, etc., in stock . . . 100 

Wages at Station ..... 3,000 

Repairs and Replacements .... 500 

Rates and Taxes ...... 300 

.Salaries of Secretary, Manager, etc. . . 1.500 

Directors’ Fees ...... 1,000 

Stationery, Printing, and Advertisin'.* . . 600 

Incidental Expenses . . . . . 100 

Law Charges ...... 200 

Sales by Meter ...... 

,, by Contract. ..... 

Meter Rents. ...... 

Sundry Creditors ...... 

,, Debtors ...... 3,000 

Cash in hand and at Bank .... 3,300 


£ 

25.000 ^ 
15,000 
1,000 


8,750 

5.000 
300 

1.000 


£56.050 £56.050 


^ (Chartered Accountants.) 

12. The following is the Trial Balance of the Durham Railway Co. after the 
completion of the Rcvlnuc Account for the half-year ended 31st December — 


3J% Preference Stock . £300,000 

Ordinary Stock . . . 500,000 

4% Debenture Stock. . 200,000 

Lines open for ITailic . 851,950 

„ in course of Construc- 
tion . . , 5,000 

., not commenced . 50 

Working Stock (Engines, 

Carriages, etc.) . ' , 130,000 

Contributions to Joint Lines 50,000 

Premiums on Stock . . 25,000 

Purchase of Grand Canal . 5,000 

Cjish at Bank . . . 5,000 

Ptepaxe Balance Sheet. {Chari$f$d 


General Stores, Stocks on 
hand .... £10,000 
Traffic Accounts due to 

Company . . . 10,000 

Due from other Companies. 1,000 

Sunday outstanding A/cs Dr. 4,000 

Debts due to other Companies 500 

Sundry Tradesmen, etc. (>. 20,000 

Fire Insurance Fund 1,500 

Superannuation Fund . 5,000 

Balance to credit of Net 

Revenue Account . . 20,000 

Accountants.) 
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The Trent Valley Water Co. 
Trial Balance on 31s/ December 


(50,000 Ordinary Shares of /I 
each, fully paid 
20,000 Preference Shares of 
each, fully paid, 6% • 
Debenture Stock, 5% 
Premiums on Shares . 
Expended on — 

Purchase of Land . 
Construction of Works . 
Mams and Service Pipes . 
Meters .... 
Parliamentary Expenses. 
Sundry Debtors 
„ Creditors 
Reserve Fund . 

Sundry Debtors for Water 
Rates due 
Stores on hand . 
Investments — 

National War Loan Stock, 
at par 

Cash in hand 
„ at Bank . 

Salaries . . . , 


Printing . 

£60,000 Incidental Expenses . 
Maintenance of — 

20,000 Pumping Stations . 

20,000 Reservoirs 

20,000 Filter Beds . 

Repairs to Mains 

3.000 General Repairs 

102,330 Directors* E'eos . 

11,920 Auditors* Foes . 

1,050 Rates and Taxes 

2. 000 Interest on Dcbent u re Stock 

4S to date 

841 Dividends on Prolorcmci 

258 Shares to date 

Interim Dividend on Onli 
1,242 nary Shaics, 1st Aug. 

340 Water Rents . . Cr 

General Rents , . Cv 

Transfer Fees . 

250 Unclaimed Dividends 
60 Balance of net Revenue A /c 
3,353 1st Jan. . . Cr 


The Reserve Fund is to be raised to £500, and National War Loan Slock 
increased to a like amount at par, to be known in future as Reserve Fund 
Investments. 

You are requested to make out: 1. Capital Account. 2. Revenue Account. 
3. Net Revenue Account, 4. Reserve Fund Account; and 5, General PiJiLuce 
Sheet. (National Union of Teachers.) 

14. Open and completely post up Ledger Accounts recoiding the following 
transactions — 

(а) The charging of sundry consumers with £320 10b. for Gas consumtid. 

(б) The receipt of same in cash from sundry persons, less 5% dibcount. 

(c) The sale of 20 tons 5 cwt. of Coke at 6s. Sd.i^er ‘‘on to John Simlli 
on credit. 

(d) The receipt of £5 on account of above from John Smith. 

( 0 ) The purchase of Gas Fittings worth £125 from A B Co. on **bale 
or return,** 

U) The return of £20 worth of Fittings to the A B Co. (National Union 
of Teachers.) 

15. How would you deal with the following transactions in tlie books 
relating to a Municipal Water Works ? Your answers may take the form of 
Joumsd entries. 

(1) The borrowing of £10,000 from the Atlas Assurance Co. at 4% interest, 
repayable by equal annual instalments of principal in 20 years, witli interest 
hmf-yeariy on the balance outstanding. 

(2) The pajrment of the first year's instalment of principal. 

(3) The payment of six months’ interest (less income tax at Is. in tlie £) 
on the balance outstandu^ after payment of the first year's instalment of 
princip^. Income tax paid to Commissioners in the usual way. 

(4) payment to Messrs. Stone & Co., Contractors, of a sum of £500 
(less 20% retention money) in respect of a contract for laying water mams. 
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(5) The purchase of Sundry Materials worth /78 9s. 6d. from S. John^son 

(6) Payment to S. Johnson & Co. of the above amount. 

(7) The using of £IS worth of the above materials for repairs of mains. 
(National Union of Teachers,) 


16. The following are the balances of the Great Southern Railway for the 
half-year ending 31st December. You are requested to make out, in the 
prescribed form — 


1. Capital Account. 2. Revenue 
4. General Balance Sheet. 

Account. 3. Net Revenue 

Account. 

Ordinary Stock ./5, 192,500 

Mails .... 

£2fi4l 

4% Preference Stock 

2.702,711 

Merchandise 

43,508 

Debenture Stock 

1.526,258 

Minerals 

280,448 

Premiums received . 

55,653 

Shipping 

19,355 

Expended — 


Docks and Harbours 

39,501 

upon lines open for traihe 


Rents 

3,977 

to 30th June . 

9.181,704 

Interest on Debenture 


upon the above during 


Stock .... 

22,894 

current half-year 

44,304 

Rents payable on Leased 


upon Working Stock to 


Lines, Guarantees, etc.. 

31,876 

30th June 

616,961 

Balance to Credit of Net 


upon Working Stock 
during current half- 


Revenue A/c, 30th June 
General Interest A/c — 

62,666 

year 

654 

Credit Balance 

290 

Expended upon — 
NUintenance of Way, 


Cash in hand and at Bank .. 
General Stores — Stock on 

45,528 

Stations, etc. . 

38,373 

hand .... 

39,363 

Locomotive Power 
Carriage and Wagon 

93,008 

Traffic A/cs due to the Cn. 
Amounts due from other 

73,658 

Repairs 

14,858 

Companies . 

12,356 

Traffic Expenses . 

61.098 

Amounts due from Post 


General Charges . 

13,342 

Office .... 

1,446 

Shipping Expenses 

Dock and Harbour Ex- 

18,199 

Sundry Debtors 

Unpaid Dividends and 

25,103 

penses and Repairs . 

9,371 

Interest 

2,612 

Law Charges 

2,697 

Debts due to other Com- 


Parliamentary Expenses 

3.834 

panies. 

59,730 

Compensation 

354 

Amount due to the Clear- 


Mileage and Demurrage 

447 

ing House . 

12,417 

Rates and Taxes . 

31.060 

Sundry Creditors and Sus- 


Government Duty 

395 

pense A/cs . 

198,806 

Receipts from — 


Fire Insurance Fund 

23,945 

Passengers . 

Parcels. Carriages, and 

106,401 

Reserve Fund 

Employees' Savings Bank 

22,419 

Horses 

9,578 

I^osits 

17,467 


(National Union of Teachers,) 


‘17. From the following figures prepare the Balance She< 
Ltd., at 31st December, on the Double Account System — 


e the Balance Sheet of the X Y Z Co., 
Account System — £ s d. 


Freehold Land — Ist Jan., 19. . 

„ Additions . 

Share Capital 

Machinery — 1st Jan., 19. . . 

„ ^ Addinons . 

Sund^ ppediUMes 

StodiH^JftPee., 19,. 

Sundry Imtora . • 


5.000 
500 

15,000 - - 

6.000 - - 
1,000 

1,100 - - 

6,000 

2,200 - - 
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Buildings — 1st Jan., 19. . . 

„ Additions . . • • 

Ofifico Furniture — 1st Jan., 19. . . 
Debentures — 1st Jan., 19. . 

„ Issued during year . 

Due to Debenture Holders for Interest 
Depreciation Fund Account 
Investments against Depreciation Fund A/c 
Revenue Account (Cr. Balance) . 

Cash at bank and in hand . 


I f. d. 
2,000 - - 
300 - - 
500 - - 

5.000 - - 

3.000 - - 
300 - - 

5.000 - - 

4.000 - - 
4,700 - - 
6,600 - - 


(/.B.L.) 

18. Enumerate the sub-headings under which the items in the Revenue 
Account of a Gas Company are detailed. 

19. Draw up a " Capital Account" suitable for a Water Company; aJso 
state the stipulations relating to dividends contained in the Waterworks 
Clauses Act. 1847. 


20. Discuss the question of Depreciation " arising in connection with 
Electric Light companies, and particularly as regards the circumstances 
maJeing the provision a necessity. 


REVISION EXERCISE XXIV 

1. How would you deal with the undermentioned items when preparing 
the annual Accounts of a Company? — 

(a) Premiums received on an issue of Debentures. 

(5) A Policy on the life of A B for £5,000 (payable at death without 
profits), taken over against a Bad Debt of £6,000. A B is 70 next birthday, 
and the annual premium on the policy amounts to £130. 

(c) A new cigarette-making machine Invoiced at £750, from which an 
allowance of £300 was subsequently made in consideration of the machir.c 
being exhibited in daUy use at the Company's Stand at the Franco-British 
Exhibition. (Royal Society of Arts^ Accounting and Banking,) 

2. What books, in addition to the ordinary Books of Aerojet, do you 
consider a manufacturer should keep in order to enable him to prepare a 
complete system of Cost Accounts ? What information do you consider that 
such a system would provide? (London Chamber of Commerce,) 

3. Criticize the following Trading and Profit and Loss Account and Balance 
Sheet; and draw them as you would present them to the sbateholders of the 
Company at the Annual Meeting, giving pro forma figuit.^ tor any items you 
think should be inserted — 


Thb Patbnt Mixtures Co., Ltd. 

Trading and Profit and Loss Account 
for the year ended SUt August 

Dr. Cf, 


To Stock on hand . £5,321 
Less Plant , 2,108 

£3,213 

Goods bought . 5,130 

Wages , , , . 915 

Carriage ... 55 

Branch Wages St Expenses 312 
Bad Debts . . . '210 

Rent, Rates, and Insurance 319 
Trade Charges . • 264 


By Goods sold . . £s,m 

„ Additions to Plant . 180 

„ Stock in hand . 4,153 

„ Balance to Balance Sheet 514 


£ 10,418 


£10.418 
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Balance Sheet 


Liabilities 

Share Capital 

£5,433 

Assets 

Sundry Debtors . 

£2,890 

X YZ 

• 

1,509 

Plant and Machinery 

2.2(S5 

Bankers 

• 

769 

Stock in hand 

4,153 

3 

Sundry Creditors 

• 

2,114 

Cash in hand 


£9,825 

Balance 

514 

/9,825 


(Royal Society of Arts, Accouniivg and Banking*.) 

4. Thomas Robinson applied* on 1st March, for 100 Shares of ;£10 each in 
Slater, Ltd., and paid application, allotment, and first call each of £1 per 
share. Then he failed, and the Company, being able to recover only 

of the whole balance (]£700) due from him, forfeited his shares. Make the 
entries necessary to record correctly the forfeiture aforesaid. {Chartered 
Accountants.) 

5. How should the undermentioned items be treated in the Accounts of a 
Limited Company ? — 

(1) An issue of 1,000 Debentures of £100 each, issued 1st January, at 

90, repayable in 10 years. 

(2) An expenditure of £5,000 on advertising a new patent medicine. 

The sales for the first year amounted to £1,500, but were on the up-grade. 

(3) A debt owing by a director of the Company. 

{London Chamber of Commerce,) 

6. The Sherbourne Iron Furnace Co., Ltd., has a registered Capital of 
£150,000, divided into 150,000 shares of £1 each; £120,000 shares, upon 
which 10s. per share has been called up, have been issued and subscribed. 
Owing to default by non-payment of Culs, 100 shares, upon which £5 have 
been received, have been forfeited in accordance with the Articles of Associa- 
tion. 

Oil 30th September the Stock in hand was taken, the value of which certified 
by the Managing Director, was as follows — 

Pig Iron . . £16,045 | Coal and Coke . . £^00 

Limestone . 78 | Iron Ore, etc. . . 1,128 

The Ledger Balances on 30th September, set out below, were extracted 
from the Company's books, after all the necessary trade reserves and depre- 
ciations had been adjusted. 

Prepare a *' Furnaces *' or (Working) Account, showing the cost of the 
Pig Iron produced, a Trading Account and Profit and Loss Account for the 
year ended 30th September, and a Balance Sheet as on that date, after carrying 
£2,000 to the Dividend Reserve Account — 


SDGBR Balances. ^Qth Sept, 


Freehold Premises A/c . 23,400 
Furnaces, Fixed Plant, and 
Utensils A/c . . . 24,920 

Locomotives and Rolling 

Stock A/c . . . 7,411 

Reserve A/c . . . 2,000 

Share Capital A/c . » 59,950 


Wages (Furnaces) A/c 

. 

8,724 

Bills Payable A/c 

. 

120 

Limestone Stock A/c, 1st 

Oct. 

122 

Coal and Coke Stock 

A/c, 


1st Oct. , 

1,400 

Iron Ore, etc.. Stock 

A/c, 


Ist Oct* • • ■ 

• 

1,006 
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Ledger Balances. 

£ 

Pig Iron Stock A/c, 1st Oct. . 26.272 
Coal and Coke Purchases A/c 27,227 
Limestone Purchases A/c . 3,320 

Iron Ore, etc.. Purchases A/c 14,467 
Sundry Debtors . . . 7,257 

Profit and Loss A/c (credit 
balance) . . . 7,822 

Sales A/c .... 86,873 
Rates and Taxes A/c . . 1,297 

Repairs and Renewals of 

Furnaces, etc., A/c . . 2,500 

Repairs and Renewals of 

Rolling Stock, etc., A/c . 1,221 

Office Salaries and Sundry 
Wages A/c . . . 1,728 


30f/i S§pt. — (contd.) 

Travelling Expenses A/c . ^7 

Insurance (Fire and Employ- 
ers' Liability) A/c . . 385 

Law Charges A/c . . 233 

Forfeited Shares A/c . . 5 

Sundry Creditors . . 5,604 

Bad Debts A/c (debit balance) 9 
Dividend A/c (Paid 31st Mar., 
on account of the year 
ended 30th Sept, last) . 5.995 

Bank Overdraft . . . 1,981 

Cash in hand . . * . 224 

Carriage A/c (inwards) . 2,000 

„ „ (outwards) . 3,000 

(Royal Society of Arts.) 


7. The A. R. Waddell Co.. Ltd., which was formed to purchase a manu- 
facturing business, was registered on 1st January, with a nominal Capital 
of ;£100,000, divided into 10,000 Ordinary Shares of /lO each. With the 
undermentioned exception, these shares were offered to the public, and 
7,500 were subscribed for and duly allotted. As part purcliase price of the 
business, 500 shares were allotted as fully paid to the vendor. The shares 
issued to the public were payable as follows — 

£2 10s. per share on application, £2 10s. on allotment. £l 10s. on 31st 
March, and the balance as and when required. The final balance had not 
been called up on 31st December. 

In addition to the balance of the Capital account, the following balances 
appeared in the books of the Company on 31st December — 


Salaries .... 3,060 

Manufacturing Wages . 22,421 

General Expenses . . 941 

Stock (1st Jan.) . 10,210 

Rents received . . . 300 

Reserve for Depreciation of 
Buildings . . . 3,000 

Carriage . . . 6,119 

Sundry Debtors . 16,342 

„ Creditors . , 6,124 

Rates. Taxes, and Insurance 2,450 
5 per cent Debentures . 5,000 

Debenture Interest (from 
date of issue to 30th J une) 1 07 
Purchases . . . 102,551 

Sales .... 142,412 
Calls in arrear . . . 250 

Repairs and Renewals . 1,027 

Freehold Land & Buildings 26,0( 0 


Reserve for Bad Debts . 250 

Goodwill .... 10,000 

Purchases — Returns . . 4,001 

Sales — Returns . 4,759 

Bills Payable . . 962 

Alterations & Improvements 2,505 
Advertising . . . 2,793 

Directors' Fees . . 750 

Legal Expenses . . 61 

Preliminary Expenses . 447 

Plant, Machinery, and Fix- 
tures .... 9,510 

Lighting and Heating . 766 

D isconnt A /c (debit balance) 1,174 

Travellers’ Expenses and 

Commission . . . 647 

Bank Overdraft . . 1,789 

Cash in hand . . . 198 


You are required to prepare Trading and Profit and Loss Accounts for the 
year ended 31st December, and a Baiance Sheet as on that date. 

State briefly what conclusions the accounts of the Company would lead 
you to arrive at. 
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Before preparing the accounts, it is necessary to take the following matters 
into consideration — 

(а) 10 per cent Depreciation is to be written ofi Plant and Machineiy. 

(б) The Reserve for Bad Debts is to be made up to j£500. 

(c) £S0, representing Insurance paid in advance, is to be carried forward. 

(d) The amount spent upon alterations and improvements is to be 
written off by equal instalments over a period of 5 years. 

(s) The whole of the Preliminary Expenses (part having been borne by 
the vendor are to be written ofi, 

(/) The Stock-in-hand, as on 31st December, was valued at ;fl2,347. 
{London Chamber of Commerce.) 



CHAPTER XXV 

BANK BOOK-KEEPING AND ACCOUNTS 

Services of the Modern Banking S}rstem. The services rendered 
by the modern banker to commerce, industry, and the community 
in general may be briefly summarized as follows— 

(1) Keeping current accounts for traders and private individuals, 
collecting clicques, bills of exchange, and cash articles (postal orders, 
money orders, bank notes, etc.), and affording facilities, by means 
of cheques and drafts, for remitting money from one part of the 
country to another . 

(2) Discounting bills of exchange and promissory notes. 

(3) Granting loans and overdrafts on approved securities. 

(4) R(3ceiving money on deposit. 

(5) Affording facilities for obtaining money abroad, by means 
of circular notes and letters of credit. 

(6) x\cting as agent for country and foreign banks. 

(7) Buying and selling stocks and shares for customers, collecting 
dividends, also keeping in safe custody for them, jewels, securities, 
and other valuables. 

How a Banker makes his Profits. A banker's profits are derived 
from interest on loans granted, discount (or interest) on bills and 
notes discounted, commission charged for conducting 
accounts, for accepting and endorsing bills payable abic-ad, and 
for other services rendered to his customers. Inasmuch as he is 
liable to repay on demand the balances of his customers* current 
accounts, he retains of the money received, either in his possession 
or on current account at the Bank of England, a sum sufficient 
to meet his normal requirements. The remaiudvr he lends out 
at remunerative rates of interest, or invests in Government, 
municipal, or other gilt-edged securities. 

Special Features of Bank Book-keeping. As can be seen from 
the previous two paragraphs, a banker requires books to record 
money received, money paid, money lent, interest, discount, and 
commission earned, interest paid, expenses of management, etc. 
The system adopted, therefore, consists chiefly of an elaborate 
analysis of cash received and paid. Other special features are 
the slip system of ledger posting, and the daily balance. 

NOTES ON THE BOOKS 

Receiving Cashier's Counter Cash Book. The Receiving Cashier 
(or teller) is the cashier who recei" es over the counter the customers* 
lodgments, i.e. cheques, notes, coin, etc., which the customer 
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wishes to be placed to the credit of his account. He initials th6 
customer’s paying-in book. All these receipts he records in his 
own Cash Book as and when he receives them. The following is 
a specimen — 


RECEIVING CASHIER *5 COUMTER CASH BOOK 


Customer 

Total 

Cheques, 

Etc. 

Notes 

Coiir 

Smith & Son . . 

85 

3 

2 

62 

zo 

6 

20 

- 

- 

2 

Z 2 


Paying Cashier’s Coimter Cash Book. The Paying Cashier is 
the cashier who pays over the counter those cheques drawn by the 
bank’s customers that are not crossed or not payable through the 
Clearing House. He enters such cheques in his Cash Book, and 
records the numbers of any notes issued. The following is a 
specimen — 


PAYING CASHIER’S COUNTER CASH BOOK 


Customer 

Total 

Coin 

Notes 1 

House 

Cheques 

Walks 

Cheques 

Amount 

Numbers j 

Bartlett, F. M. 

Stevens & Sous I 

1 

30 

11 

6 

' 1 

10 It 

i 1 

1 

6 

1 

20 



4 £5 
47081-4 

! 

r 

1 





Received Waste Book. This is a book ruled with columns in 
order that the cheques, etc., received by a bank for the credit of 
its customers’ accounts may be analysed into appropriate groups 
so as to facilitate collection. Thus, all Town Clearing cheques 
are grouped together, all Metropolitan Clearing, all Walks cheques, 
all Bank of England cheques, and so on. Some banks enter onl}' 
the cheques received, others enter coin and notes as well in order 
that the total may be checked with the Received Cash Book total. 
A specimen is shown on page 955. " Walks Cheques” refers to 
those cheques which are drawn on bankers not represented at the 
Clearing House. The collecting bank’s representative has to walk 
to the paying bankers to present the cheque and collect the money. 

Bank of England or Goldsmith’s Book. This is a book in which 
ate entered all Bank of England notes received or issued to the 
public and paid into the bank’s credit at the Bank of England. 
It is a memorandum register containing details of the bank’s daily 
deposits of Bank of England notes, post bills, and cheques with 
the Bank, and of its withdrawals from the Bank. A specimen 
ruling is shown on page y55. Goldsmith’s deposit notes were the 
earliest form of bank note, hence the use of the term. 


RECHIVED WASTE BOOK 
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Bills Received for Collection Register. Customers who receive 
bill'i of exchange usually pay them into their bank for collection 
two or three days before the due date. This gives their banker 
time to present such bills on the exact due date. These bills are- 
numbered consecutivc'ly by the bank, and full particulars are 
entered in a special book entitled “ Bills Received for Collection 
Register.” A specimen of such book is given on page 957. Some 
banks credit these bills to the customei*s' accounts in a separate 
Bills Ledger, and debit them to a General Ledger Account, entitled 
‘‘ Bills Received for Collection.” When the bills are paid, dockets 
are prepared reversing the former entries, the Bills Ledger Account 
being debited and the Bills for Collection Account credited ; Cash 
also is debited, and the amounts credited to the customers’ accounts 
in the Current Accounts Ledger. In other banks these bills are 
excluded from the system of accounts. Only the Register is kept, 
and when the bills are paid. Cash is debited and the Current Accounts 
credited. All bills are arranged in order of due date and entered 
in a special Bill Piary. 

Bills Received for Discount Register. This is a book which gives 
full particulars of all bills discounted by a bank for its customers. 
A specimen is shown on page 957. 

Bills Received for Discount Ledger. This is a book which records 
particulars of bills discounted for each individual customer, an 
account being opened in the customer’s name. It is important 
for a bank to know how much it is advancing on each individual 
customer’s endorsement. Particulars of these discounted bills 
are also entered in an Acceptor’s Le^er, an account being opened 
in the name of each acceptor. By this means the bank can prevent 
itself holding too many of any one person’s acceptances. When 
the bill is discounted, the full face value is debited to a Bills Receiv- 
able Discounted Account and credited to the customer’s Current 
Account. The discount charged is debited to the customer’s 
Current Account and credited to a Discount Account in the General 
Ledger. When the discounted bill is paid at maturity, Caslj is 
debited and Bills Receivable Discoimtcd Account credited. The 
foUowing is a specimen of the Discount Ledger. 


BILLS RECEIVED FOR DISCOUNT LEDGER 


Date 

Received 

No.o! 

Bill 

Aoc^tcc 

Drawer 

Due 

Date 

Amount 

Dr. 

Amount 

0. 

Balance 

Jan* 12 
Feb. 28 

1 

842 

f* 

T, Pink 

Paid 

R. Cook 

Feb, 28 

i 

288 



1 



1 

9 

2 

1 
















BILLS RECEIVED FOR COLLECTION REGISTER 
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PAYING-IN SLIP 

The following is a specimen of a paying-in slip from which the 
Received Waste Book is written up, as is also the credit side of 
the customer’s Current Account. 


THE SAFE BANK, LIMITED. 
20th Jan., 19. . 
CREDIT. A. R<^rts 



£ 

$. 

"~d. 

£ 

5 . 

d. 

£l Notes 

10 

- 

- 




10s. Notes 


10 

- 




Gold , 







&lver . 

2 

1 

6 




Copper . 


3 

8 








12 

15 

2 

;J10, etc., Notes . 




5 

- 

- 

Postal Orders 







Cheques — 







R. Brown . 




16 

14 

11 

F. Roberts . 




48 

10 

2 

T. Smith . 




19 

4 

6 

A, Jones , 




37 

11 

5 





^139 

16 

2 


Paid in by. 


THE SAFE BANK, LIMITED. 
20th Jan., 19. . 
CREDIT. Arthur Roberts 



\£ 

5 

d. 

£ 

5. 

d. 

£1 Notes 

110 

- 

- 




10s. Notes . 


10 

- 




Gold . 







Silver . 

2 

1 

6 




Copper . 


3 

8 







j 


!i5 

2 

£S, ;fl0. etc.. Notes 



1 

5 

- 


Postal Orders 







Cheques — 











16 

14 

11 





48 

10 

2 





19 

4 

6 





37 

11 

5 





il39 

16 

1 

2 









Paid in by. 


CURRENT ACCOUNTS 

Definition. A Current Account is the running account of the 
merchant or business man with his banker, into which he is daily 
paying cheques and on which he is daily drawing cheques. 

Interest on Current Accounts. It is the practice of almost all 
the London banks to require a certain substantial balance of from 
]£50 to ;£100 to be maintained, and not to allow interest on the 
account, nor to charge for keeping it. Where, however, a very 
large balance is constantly maintained, arrangements are sometimes 
made for allowing interest thereon. Provincial banks allow interest 
on current accounts, and likewise charge interest when the balance 
falls below a stipulated amount. 

Charges for Keying a Ciurent Account. Where only a small 
balance is maintained, some banks make a charge varying from 
half-a-guinea to two guineas for conducting the account. Some 
bankers debit the fee to their customers as "charges,” others 
term it " commission.” Again, somtf banks, while allowing interest, 
make a charge for keeping the account. The charge varies from 
even less than i per cent to i per cent on the turnover, i.e. the 
total amount of the items debited to the account. 
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Form of Current Account Ledger. The form of the Current 
Account Ledger is quite different from that of the ordinary com- 
mercial Ledger. The Dr. and Cr. columns are placed side by side, 
and are followed by a third column in which is inserted the daily 
balance. This form of Ledger is retained even when no interest 
calculations have to be made. 

Calculation of Interest. Interest is calculated on the daily credit 
balance for the number of days such balance remains unchanged. 
The balance (taken to the nearest pound) is multiplied by the 
number of days and the result extended into the "products’* 
column ; such products are often spoken of as " decimals,” though 
quite inaccui’atcly. The rate of interest allowed is usually 1 1 per 
cent below Bank rate, and thus fluctuates with it. Wnere the 
bank rate has fluctuated during the half-yearly account, the pro- 
ducts are divided into periods corresponding with each particular 
Bank rate, and a separate total of products is made for each period. 
At the close of the half-year, each total is charged with its proper 
rate of interest. , In actual practice the amount of the interest is 
ascertained by reference to special Interest Tables ; but in examina- 
tion work it must be found by arithmetical calculations as explained 
in Chapter IV on Accounts Current. 

Example. From the following particulars draw up the account 
of William White, 27 Rufus Gardens, Brinkley, as it would appear 
in the Bank’s Current Account Ledger on 30th June, interest to 
be charged at 3 per cent on the daily balance — 


19 - 

Deposits 

19— 


Withdr 

*,ioals 

Jan. 1. Balance , 

. £206 12 4 

Jan. 12. 

Cheque . 


4 

8 

Fcl). 1*2. Cash, etc. 

. 67 18 11 

Feb. 9. 

Cheque . 

* 24 

13 

5 

Mar. 24. Cash, etc. 

. 43 2 8 

Mar. 18. 

Cheque . 

. 36 

12 

10 

Apr. 13. Cash, etc. 

. 57 4 10 

Apr. 23. 

Cheque . 

17 

14 

1 

May 15. Cash, etc. 

. 29 13 6 

May 16. 

Cheque . 

. 85 

3 

8 

June 25. Casli, etc. 
(See next page.) 

. 120 15 3 

June 21. 

Cheque 

54 

8 

9 


BANK PASS BOOK 

Definition, 'fhe Bank Pass Book is a detailed account of the 
transactions that the trader has had with his bankers, a record 
of the amounts he has paid into, and withdrawn from, the bank, 
and by means of which he checks the " Bank ” column of his own 
Cash Book. 

Methods of Writing up the Pass Book. There are tWo ways in 
which the Pass Book is written up. With some banks it is the 
practice to write it up from the customer’s point of view, e.g. — 

^ THE SAFE BANK, LIMITBO, 

IN ACCOVNT WITH 

William White. 







(JtTRRENT ACCOUNT LSDGBR 



Jiin« 30 I By Balance b/d 
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In such cases, the bank debits itself with money received and 
credits itself with money paid. With other banks, it is the practice 
to write up the Pass Book from the banker’s point of view, e.g. — 


William White, 

IN ACCOUNT WITH 

THE SAFE BANK, LIMITED 


To Self . . . 


10 

■ 

£9— 

Jau. t 

By Balance 

220 

x6 

8 


1 



■ 

8 1 

„ Cash 

52 

4 

10 


In such cases, the bank credits the customer with what he pays 
in, and debits him with what he draws out. In the fornier case, 
therefore, the Pass Book is a copy of the customer's Bank Cash 
Book ; in the latter case it is a copy of the Bank s Ledger. Banks 
are now adopting the Loose-leaf principle for their Pass Books and 
using machines for their compilation. 

DEPOSIT ACCOUNTS 

Definition. A Depo.sit Account represents money which has 
been placed with a banker at interest, and which cannot be with- 
drawn without previous notice. The length of notice varies from 
7 days to 12 months and the longer the notice of withdrawal 
required, the higher the rate of interest allowed on the deposit. 

Deposit Receipt. A Deposit Receipt is the receipt given by a 
banker for money placed on deposit with him. It needs no stamp, 
and is not transferable. Most banks now issue Pass Books in M.ead 
of Deposit Receipts, " 

Transfers from Current Account to Deposit Account. Customers 
sometimes wish money to be transferred from their Current to ^ 
Deposit Account, and in such cases slips are prepared as follows — 


THE SAFE BANK, LIMITED. 

Jufip 19— 

DEBIT Arthur Roberts, Current Account, transfer to Deposit Account. 

A, R. F.. 

,jf250. Accountant. 


THE SAFE BANK, LIMITED. 

15th Jan., 19*— 

CREDIT Arthur Roberts, Deposit Account, transfer from Current 
Account. Deposit Receipt No. 74168. 

A. R. P,, 

£250. Accountant. 


31 — < 1405 ) 
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or else a docket in this form— > 


1 ^ 

1 

THE SAFE BANK* LIMITED. 

Arthur Roberts, 

15/A Jan,, 19 — 

DEBIT Current Account 

;f250 

CREDIT Deposit Account 

£250 


A. R. F. 


BANKERS’ CLEARING HOUSE 

The Bankers’ Clearing House is a place where bankers or their 
representatives meet to exchange cheques drawn on one another. 
Each bank draws up a list and ascertains the result of its “ in ” and 
" out '* clearing with each of the other banks. These net differences 
are settled by means of drafts on the Clearing Bankers' Account at 
the Bank of England. There are three clearings, Town, Metropol- 
itan, and Country. 

Town Clearing applies to all those cheques which are presented 
for •paynrent tlwough the Clearing House in Lombard Court. 

Banks usually keep two separate Registers ruled with columns 
for the different banks, in which all cheques are analysed. The 
totals of the “ In " and “ Out " Clearing Registers are entered into 
a Clearing Balance Book, separate totals being shown for each 
clearing bank. The differences between each set of totals are 
settled by transfers either from the Clearing Bankers’ Account to 
the accounts of the banks to whom the mohey is due, or to the 
Clearing Bankers' Account from the banks owing'such balances. 

SLIP SYSTEM OF LEDGER POSTING 
. Slips are really loose leaves of Journals or Cash Books on which 
transactions are entered as they occur and passed to the ledger- 
keeper concerned for immediate posting to the debit or credit of 
Accounts mentioned thereon. 

A banker requires to know at any time the exact amount to the 
credit of his customers’ accounts, and, therefore, the transactidns 
must be posted up as soon as possible after they have taken place. 
This would not be possible if the transactions were all entered into 
bound books; because the ledger-keepers could use the book only 
one at a time, and much delay would ensue. .The shp system 
enables numerous ledger-keepers to be. posting the same day’s 
transactions simultaneously. 

The original cheques drawn by customers are used as vouchers 
for posting. The cashier credits Cash and passes them to the ledger- 
keeper, to debit the customers; The original paying-in slips are 
made out by the customers and used as vouchers iesr posting. 
The cashier debits Cash, initials slips, and passes them to the 
led^^-k^er, credits the^ customer’s accounts. 
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The original application form made out by the customer for a 
fresh book of cheques is used as a voucher for posting ; the clerk 
credits ** Stamps on Cheques ” Account and debits the customer, 
1 he bank makes out its own slips (also called " dockets ”) for transfer 
of money from customers’ current accounts to customers* deposit 
accounts, and these are passed to the ledger-keepers for posting. 


GENERAL LEDGER 


CASH 


Date 


Dr. 

1 Cr. 


1 Balance 

■ 

To Day Book . j 
By do. . 1 

3.758.83G 

7 

1 

3 

3.758,108 

13 

- 

Dr. 

Dr. 

85,187 

8S,dlS 


4 

7 


BANK OF ENGLAND 


bate 

l! Dr. 

Cr. 


1 Balance 

19— 












Mar. 1 


1 






Dr. 

726.662 

10 

6 

2 

To Day Book . 

616.745 

15 

6 








2 

By do, . 





1 

Dr. 

818.337 

16 

u 



BRANCHES 


Date 


j Dr. 

Cr. 




1 Balance 

19— 









■HM 

■ 


Mar. 1 








Cr. 


G 

6 

2 


1.316,925 13 

fCl 





ilM 

jH 


2 

By do. . . 




1.267.841 

18 

4 

J 

Cr. 



1 


CURRENT ACCOUNTS— TOWft 
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These slips and original documents are also passed to other clerks 
for analysis in the Waste Book, for writing up the Pass Books, ana 
for constructing Total Accounts in the General Ledger, etc. 

The original paying-in Slip is recorded by the -t- 

(1) Receiving Cashier in his Counter Cash Book ; 

(2) Waste Book Clerk for purposes of analysis in order to facilitate 
collection ; 

(3) Ledger-keeper for posting to customer's account ; 

(4) Pass Book clerk for writing up the Pass Book, which is 
afterwards compared with the customer’s account in the Current 
Account Ledger. 

The original cheque drawn by the customer is used as a slip 
and recorded by the — 

(1) Paying cashier in his Counter Cash Book ; 

(2) Keeper of Paid Cash Book ; 

(3) Ledger-keeper; 

(4) Pass Book clerk. 


CASH DAY 


Dr. Wednesday, 


To Town Current A lea, paid in . 

1,308,658 

14 

7 




„ Country ., „ 

1* ** • 


19 

6 








— 

1.671,159 

14 

1 

„ Overdrawn Current A/cs — 







Town 

« • 


12 

8 




Country . 


52,187 

13 

8 









112,973 

6 

4 

Loans paid off . 

« • 





15 

9 

„ Deposits paid in 

• « 





15 

- 

„ Bills Discounted 

• » 




3,752 

■IIB 

5 

„ Bills for Collection 

• • 




1,475 

■Bm 

6 

,, Interest on Loans 





42 

5 

10 

„ Discount , 

• • 




84 

7 

rt 

„ Commission 

• « 




25 

- 

- 

„ Letters of Credit 

• 9 




65 

14 

10 

„ Circular Notes . 

• • 







M Suspense A/c re Lloyd & Co.t 




28 

2 

8 

„ Cheque Stamps , 






■fii 

6 

Branches paid in 





1,267,841 

18 

4 

,, Bank of England drawn out 1 






- 

„ Bills Payable 







8 

Acceptances 

, , 




75,837 

6 

10 

,, Money at Call . 





24,685 

16 

2 

M Promissory Notes Discounted 




2,163 

10 

2 






3,758,836 

7 

3 

Balance from 1st March 




85,187 

la 

4 







I*’ 

7 



1 




1 
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The use of original documents made out by customers saves 
labour, facilitates speed, and reduces the risk of fraud and error, any 
of which might occur as the result of much copying. It also ensures 
a system of check, because the same set of slips used by different 
sets of clerks must still give the same total. 

GENERAL CASH BOOK AND LEDGER 

The whole of the bank’s transactions are summarized daily in 
a special Summary Book, the totals of all other books being entered. 
When the balance has been struck and agreed with the various 
Registers and the Cash held, which consists of money, .notes and 
cheques not collected, the final summary is then written in the 
General Journal or Cash Book, and posted to the General Ledger. 
The General Ledger contains only total accounts. A total account 
may represent either a subsidiary Ledger or a group of such Ledgers. 
A specimen of Cash Book appears on pp. 964-5 and a specimen 
of General Ledger on pp. 9^, 966-70. 

BOOK. 


2nd March, 19 — Cf. 


By Town Current A/cs, drawn out 

1,156.804 

13 

2 




„ Country „ „ „ ,, 

347.628 

10 

2 





; I 


1,504,433 

3 

4 

„ Overdrawn Current A/cs — 

1 1 





Town .... 

68,725 

10 

5 




Country .... 

68,916 

15 

4 








137,642 

5 

9 

„ Loans granted . 




6,216 

15 

8 

„ Deposits drawn out • 




4,060 

10 

6 

„ Bills Discounted . 




5,216 

14 

10 

„ Bills for Collection 




2,075 

16 

4 

„ Interest paid on Current A/cs 




26 

15 

7 

„ Interest paid on Deposit A/cs 




42 

8 

9 

„ Letters of Credit 




20 

11 

8 

„ Circular Notes . 




30 

- 


„ Suspense A/c r& R. Phillips . 




50 

10 

2 

„ Cheque Stamps . 




35 

15 

- 

„ Charges . . . . 




20 

10 1 

6 

„ Branches, drawn out . 




1,316,925 

13 

10 

„ Bank of England paid in 




616,745 

15 

6 

„ Money at Call 




55,026 

10 

5 

„ Bills Payable 




75,837 

6 


„ Acceptances 




32,650 

12 

$ 

„ Promissory Notes Discounted 




1,050 

15 

8 





mmm 

13 


Balance to 3rd March 




85,915 

4 

7 





3.844.023 

17 

■fT 

K 
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CURRENT ACCOUNTS— <X)UNTRY 


Date 


Dr. 1 

Cr. 




Balance 

19— 











■■ 

Mar. 1 








Cr. 

782.564 19 

7 

2 

To Day Book . 

347,628 

10 

2 








2 

By do. 




362.500 

19 

6 

Cr. 

797,437 

8 

11 


OVERDRAWN CURRENT ACCOUNTS— TOWN 


Date 

1 

Dr. 

Cr. 


“ 1 


Balance 

19— 
Mar. 1 




1 

1 




Dr. 

65,050 

15 

6 

2 

To Day Book . 

68,725 

10. 5 







2 

By do. 




60,785 

12 

8 

ll 

Dr. 

72,990 

13 

3 


OVERDRAWN CURRENT ACCOUNTS— COUNTRY 



DEPOSIT ACCOUNTS 


Date 


Dr. 

Cr. 


Balance 

B 

To Day Book . • 
By do. 

4,060 


6 

5.860 

15 


Cr. 

Cr. 

274.850 

276.650 

10 

15 

6 

’IX)ANS 


Date 


Dr. 

Cr. 


1 Balance 

19— 
Mar. 1 

2 

2 

To Day Book . 
By ^ do. 

6,216 

15 

8 

35,050 

15 

9 

Dr. 

Dr. 

1,356,306 

1,327,472 

■■ 

.15 

6 

5 




















BILLS FOR COLLECTION 
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BILLS DISCOUNTED 


Date 


r 

Dk 


"1 

1 

Cr, 




Balance 


19— 
Mar. 1 

2 

To Day Book 

By do. 

5.216 

14 


3,752 


5 

Dr. 

Dr. 

457.612 18 

1 

459,077.! 2 

4 

9 


PROMISSORY NOTES DISCOUNTED. 


Date 1 

Dr. 1 

Cr. 


1 Balance 

19— 
Mar. 1 

2 

2 

To Day Book 

By do. 



8 

2,163 


2 

Dr. 

Dr. 

15,650; 10 

1 

14.537.16 

6 


ACCEPTANCES 


Date 


Dr. 1 

Cr. 


1! 1 

1 Balance 


19— 












Mar. 1 









Dr. 

168,725 

12 

8 

2 

To Day Book 

32,650 

12 

8 








2 

By do. 


1 


75,837 

6 

10 

Dr. 

125,538 

18 

6 


BILLS PAYABLE 


Date 


Dr. 1 

Cr. 1 


1 Balance 

19— 



■ 

■ 

■■■ 







Mar. 1 

. ... . 


■ 

■ 




Cr. 

168,725 

12 

8 

2 

To Day Book 

76,837 



MHI 







2 

By do. 


1 

1 

■ 


8 

Cr. 

125,538 

18 

6 


INTEREST ON DEPOSITS 
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INTEREST ON LOANS 


Date 

19^" 

Mar. 1 
2 


By Day Book 


Dr. 


Cf, 


42 


10 


Cr. 

Cr. || 


Balaace ' 


6,257 

6,299 


INTEREST ON CURRENT ACCOUNTS 



DISCOUNT 


Date 


1 Dr. 


1 

C. 1 

n 

1 Balance 

19— 
Mar. 1 

2 

By Day Book 

■ 

1 



1 

1 





RATES AND TAXES 




1 1 

Cr. 1 


1 Balance 



■ 

1 

1 

■ 

1 

1 

Dr, 

440 

1 

- 


COMMISSION 


Date 


Dr. 1 

1 Cr. 

■1 

1 Balance 

19— 
Mar. 1 

2 

By Day Book 




25 

1 

- 

cr. 

Cr. 

200 

225 

1 
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CHARGES 


Date 


1 ' Dr. 



Cr. 



[■■ 1 

1 Balance 


19— 









1 



Mar. 1 








Dr. 


14 

3 

2 

To Day Book 

20 

10 

6 

1 

1 



Dr. 

641 

4 

9 


INVESTMENTS 


Date 


Dr. 

1 Cr. II j 

1 Balance 


HjHII 

HHl 

n 

1 

1 

Hi 

1 

in 



6 


RESERVE 


Date 


Dr. 1 

Cr. 1 


1 Balance 

19— 
Mar. 1 



1 

1 

■ 

1 

II 

Cr. 

575,000 

- 

- 


SUSPENSE 



PREMISES 


Date 


Dr. 1 

Cr. 1 


1 Balance 


i 


1 

1 

■ 

1 

II 

Dr. 


1 

1 


PROFIT AND LOSS 


Date 


Dr. 1 

Cr. 1 


1 Balance 

19— 
Mar. 1 







J 


Cr. 

1,689 

14 

8 
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GENERAL LEDGER TRIAL BALANCE 

2nd March, 19 — Dr. Cr. 


Cash .... 


85.915 

4 

7 




Bank of England . 


818,337 

16 





Branches 





1,125,938 

12 


Current A/cs — Town 





2,120,280 

17 

10 

Do. — Country 





797.437 

8 

11 

Overdrawn Current A/cs — 








Town .... 


72,990 

13 

3 




Country 


60,444 

18 

4 




Deposit A/cs . 





276.650 

15 


Loans .... 


1,327,472 

15 

5 




Money at Call 


716,760 

18 

5 

• 



Circular Notes 





230 



IvCtters of Credit 





320 

18 

8 

Bills for Collection . 


5,258 

16 

6 




Cheque Stamps 


665 

17 

- 




Bills Discounted 

. 

459,077 

2 

9 




Promissory Notes Discounted 

14.537 

16 

- 




Acceptances 


125,538 

18 

6 




Bills Payable . 





125,538 

IS 

6 

Interest on Deposits 


293 

4 

3 




Interest on Loans . 





6.299 

14 

2 

Interest on Current A/cs . 


75 

IS 

1 




Discount 





1.320 

17 

7 

Rates and Taxes 

•i 

440 

- 





Commission 

*1 




225 



General Charges 


641 

4 

9 




Investments 


1,218.086 

10 

6 




Reserve .... 





575.000 



Premises 


124,000 

- 





Suspense A/c . 


395 

6 

- 




Profit and Loss 





1.689 

14 

8 



5,030,932 

17 

4 


17 

4 



1 



PROFIT AND LOSS ACCOUNT AND BALANCE SHEET 
The following is a specimen of a Bank Profit and Loss Account 
and Balance Sheet. 


Dr. 


PROFIT AND LOSS ACCOUNT. 


Cr. 


To Interest allowed to Customers 
Salaries and other Expenses , 
at Head Office and Branchesl 
,, Rebate on Bills carried to New 
A/e , . . , 

„ Bank Premises A/c • 

„ Dividend for half- 
year to 3xst 
Dec. at 20% 
per annum iy>o,ooo - - 
„ Balance carried 

forward ix6,734 9 ^ 


184,2x9 

286,905 

3*. 617 
X0,000 


416,734 


930,477) 8xO| 


9 « 


By Balance unappropriated 
bronght forward on jBth 


Gross Pro^t after making pro-| 
vision for Bad Debts andi 
Contingencies, and Income! 
Tax, and including Rebate! 
brought forward . 


xa7,6x4 


802,862 


930,477 


18 


8)10 
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BALANCE SHEET as at 31st Dscembbr, 19 — 


Liabiliiies 

£ 

s. 

d. 

Assets 

£ 

r. 

d. 

Subscribed Capital — 




Cash in hand and at Bank of 








England 

6,406,814 

10 

6 



- 

- 

Cash at Call and Short Notice 

6,812,084 

15 

4 

Reserv’e Fund 


10 

6 

Investments — 





26.862,785 

11 

8 

Consols and oUier Govern- 





11,552.861 

12 

6 

ment Securities 

3,864,108 

10 

2 





Indian Govt. Stocks . 

606,840 

15 

9 





Foreign and Colonial Govt. 




tingencies 

237,912 

11 

5 

Securities 

219,050 

10 

- 


3,516,287 

12 

4 

British Corporation and 








Railway Stocks 

2,484,626 

12 

8 

Bills .... 

36,525 

10 

8 

Other Investments . 

1,257.084 

9 

10 

Rebate on Bills not due . 

32,617 

14 

4 

Reserve Fund Investments . 

2,027,050 

10 

6 

Profit and Loss A/c, balance as 




Bills Discounted . 

4,816,073 

12 

4 

above .... 

416,734 

9 

6 

Loans to Customers and others 





,, 



on Security . 

14,068,150 

10 

• 





Liability of Customers for— 








Acceptances as per contra . 

3,516,287 

12 

4 





Endorsements as per contra 

36,525 

10 

8 





Premises and Fittings at Head 








Office and Branches 

1,568,075 

12 

10 


47,682.775 

m 

m 

£ 

47,682,775 

12 

ll 


U— 1— 

MIHMI 




Lr.^ 


NOTES ON THE BALANCE SHEET 

Cash. The order of Assets it will be noted is the cash order, or order of 
realisability. Cash at Bank of Ehg^^nd denotes the balance of the bank's 
Current Account with the Bank of England. This balance acts as a reserve 
in cases of emergency. 

Money at Call and Short Notice. This item denotes Loans to Bill Brokers, 
Stock Brokers, and others on security called " Floaters ” (i.e. exchequer bonds. 
Consol certificates, and other first-class securities). Advances are also made 
on Dock Warrants, Consignments, Produce Documents, etc. 

Bills Discounted. This amount represents che total of the bills discounted 
which have not yet matured. 

Loans and Advances. This item denotes the loans made to its customers 
cither as separate treinsactions or as overdrafts on current account, usually 
against the deposit of some security. 

Liabili^ of Customers for Acceptances and Endorsements.' These items 
denote bills which the bank has accepted or endorsed on behalf of its customers. 
This is usually done in the case of foreign bills, as it greatly facilitates their 
negotiation abroad. The customer is, of course, liable to the bank, while 
the bank is liable to parties abroad. These items, therefore, appear on both 
sides of the Balance Sheet. 

Rebate on Bills. As at balancing time many of the Bills Discounted will 
not have matured, it follows that all the Discount charged will not have been 
earned during the current period. The unexpired portion of such Discount is, 
therefore, debited to the Profit and Loss A/c and carried forward to the next 
half-year's accounts. 

STATUTORY STATEMENT 

Under the Companies Act, 1929, Section 131, every Limited 
Banking Company shall, before it commences business, and also on 
the first Monday in February and the first Tuesday in August of 
every year during' which it carries on business, make. a statement 
^ in the form set out in the Seventh Schedule to this Act, or as near 
thereto as di^umstances admit. 
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SEVENTH SCHEDULE 

Form of Statement to be Published by Banking and Insurance 
Companies, and Deposit, Provident, or Benefit Societies 

^ The share capital of the Company is £ , divided into shares of 

each. 

The number of shares issued is 

Calls to the amount of £ per share have been made, under which the 
sum of £ has been received. 

The liabilities of the Company on the first day of January (or July) were— 

Debts owing to sundry persons by the Company- 
On judgment, £ 

On .speciality, £ 

On notes or bills, £ 

On simple contracts, £ 

On estimated liabilities, £ 

The assets of the Company on that day were— 

Government securities {stating them). 

Bills of Exchange and promissory notes, £ 

Cash at the bankers, £ 

Other securities, £ 

^ If the Company has no share capital, the portion of the statement relating 
to capital and shares must be omitted. 

A copy of the Statement must be put up in a conspicuous place 
in the registered office of the Company, and in every branch office 
or place where the business is carried on. 

QUESTIONS ON CHAPTER XXV 

1. State briefly the services rendered by the modern banker to commerce 
and industry. 

2. How docs a banker make his profits ? What are the special fe<itures of 
Dank book-keeping ? 

3. Explain briefly the use of the following books: (1) Receiving Cashier’s 
Counter Cash Book, (2) Paying Cashier’s Counter Cash Book, (3) Received 
Waste Book, (4) Goldsmith's Book, (5) Bills Received for Collection Register, 
(6) Bills Received for Discount Register, (7) Discount Ledger. 

4. What are Current Accounts? What is the practice with regard to 
interest thereon ? 

5. Explain the following: (a) Deposit Account, (6) Bank Pass Book, {c) 
Bankers’ Clearing House, (d) Statutory Statement. 

6. What are " slips " ? Explain briefly the slip system of Ledger posting. 

EXERCISE XXV 

1. What do you understand by the "slip system of Ledger posting”? 
To what classes of business can the system be advantageously applied? 
Illustrate your answer by giving pro forma posting slips applicable to the 
business you select. (Royal Society of Arts.) 

2. After writing up the Profit and Loss A/c, the general Ledger balances 
of the Conservative Bank, Ltd., as on 31st December, were as follows: Paid 
up Capital, /1, 500,000; Cash at Bank of England and in hand, 3£2, 600,980; 
Customers' Current and Deposit Accounts. 17,580.000; Bills Discounted. 
Loans and Advances. 4,482,000; Freehold Premises, ;J380.000; Rebate 
on Bills discounted, not yet due, carried to next account, £24,300; Reserve 
Fund, £1,200,000; English Government Securities, £1,250,000 v other 
Government Securities, £520,000; Profit and Loss A/c (undistributed balance). 
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110,680; Securities pledged with Public Bodies, 1,000; Indian and 
Colonial Securities, 1,1 01, 000. 

On the same date (31st December) the acceptances on behalf of customers, 
and for which they were liable, appeared in the Acceptances Book " of 
the Bank at ^1.725.420. 

Prepare a Balance Sheet as on. 31st December. {London Chamber of 
Commerce), 

3. Describe briefly the books of account which you would expect to find 
in use in a bank. State what the “General Ledger" of a bank should 
contain, and what information you would expect it to afford. {London 
Chamber of Cominerce.) 

4. On 25th January, John Smith called at the Union Bank of London 
and paid in the following — 

Gold ^25 - - 

Bank of England Notes 50 * - 

Cheque drawn on the Old Bank, York . . 62 - - 

Cheque drawn on the Joint Stock Bank, Princess Street, 

E.C 41 - - 

/178 - ~ 

Trace the history of the above items as they would appear in the books 
of the Union Bank of London. {Royal Society of Arts.) 

5. The undermentioned items appear in the General Ledger balances of 
the Loamshire Bank, Ltd. — 

{a) “ Cash in hand, ^2,462,986 10s. 6d.'* 

What does this item include, and where would you place it in the published 
accounts of the Bank ? 

{b) ** Loans at short notice, ,£6,54 1,241 19s. lOd." 

Explain briefly what this item would consist of, and denote its proper place 
in the published accounts of the Bank. 

(<;) ** Liabilities of customers on acceptances.. ,{2,57 2, 481 16s. Sd." 

What does this item mean, and how would you deal with it in the published 
accounts of the Bank ? {London Chamber of Commerce.) 

6. What do you understand by “ Rebate on bills discounted," and how 
would you treat this item when preparing the Profit and Loss A/c and Balance 
Sheet of a bank ? {Royal Society of Arts,) 


7. From the following particulars draw up the account of Robert Collins, 
12 Lupus Avenue, Leighton, as it would appear in the Bank’s Current Account 
Ledger on 30th June — 


19.. 



£ 

5. 

d. 

19.. 

£ 

5. 

d. 

Jan. 5 To cheque, Jones . 

115 

- 

- 

Dec. 31 By Balance 1,144 

7 

6 

Feb. 3 „ 


W^ilson . 

20 

- 

- 

19.. 




Mar. 3 „ 

It 

Trumper 

75 

1 

- 

Feb. 14 „ Cash . 

240 

- 

- 

Apr. 5 


Freeman 

24 


- 

Apr. .3 „ „ 

64 

- 

- 

•16 .. 

»• 

Paley . 

41 

- 

- 

May 1 „ . 

76 

- 

- 

May 12 „ 

19 

Longe . 

20 

13 

6 

II 23 ,, If • 

190 

- 

- 

17 

f 1 

Fisher . 

54 

5 






June 2 

fi 

Smith . 

74 

4 

8 





IS .. 

fi 

Self 

40 

- 

- 






Interest to be allowed at 2% p.a. on daily balances, and to be charged 
ott turnover. 


8. From the following particulars draw up the account of Frederick Stevensi 
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^ Montgomery Mansions, Leverbiidge, as it would appear in the Bank's 
Current Account Ledger on 30th June 


19.. 



£ 

s. 

d. 

19.. 

£ 

5. 

d 

Dec, 31 To balance 

554 

5 

6 

Jan. 26 By Cash . 

137 

1 

2, 

19. . 






Feb. 19 „ ., . 

130 

5 

6 

Jan. 17 


cheque. Self 

20 

- 


Mar. 29 ., „ * . 

116 

4 

2 

Feb. 12 


„ Temple , 

74 

5 

6 

May 1 „ „ . 

98 

5 

2 

Mar. 3 


„ Grey 

100 

- 

_ 





Apr. 2 


.. Self 

40 


— 


• 



23 


,, Williams 

35 

- 

6 





26 


„ Roberts. 

54 

12 

2 





June 21 


„ Mills . 

26 

4 

2 





27 


„ Thomson 

160 

4 

8 






Interest to be charged at 1% over Bank Rate, with a minimuni of 4% p.a. 
On 31st December the Bank Rate was 3%, on 26th January 3J%, on 2Sth 
March 4%, on 21st June 4 J%. Overdraft limit, £600. One-quarter per cent 
also to be charged on turnover. 

9. R. Craven opens a Bank Account on 1st January with the Rosedale 
Banking Company and deposits on that day £1,000. He pays in as follows : 
20th January, £500; 20th March. £600; 20th May, £700; and he draws 
out on 20th February £1,200, on 20th April £1,000, and on 20th June £500. 
Calculate the Bank Interest, counting 5% on customer's debit balances and 
2% on credit balances, and close the account on 30th June. {Incorporated 
A ccountants,) 

10. From the following particulars of a Bank Pass Book calculate the 
Interest to 30th June, charging 5% on debit balances, and allowing 21% on 
credit balances — 

J. Gaukroger in account with the Blankshire Banking Company, Limited, 


Dr. 

Jan, 1 

To Balance . 

i 

2,710 

5 . d, 

4 - 

Tan. 1 By Cash 

Cr 

‘ R. d. 

27 10 - 

» 15 


Cash 

280 

12 - 

30 „ 

824 6 - 

Feb. 1 


• 

420 

3 - 

Feb. 29 „ „ 

4,172 17 - 

15 


ti * 

36 

14 - 

Mar. 31 „ 

718 5 

Mar. 15 


If • 

910 

2 - 

May 31 „ „ 

. 1,500 - - 

Apr. 15 
May 15 
June 15 

»» 

I* • 

2,020 

3 - 

June 30 „ 

180 - 

*• 

ff 

If • 

If • 

315 

280 

- - 

{Incorporated Accountants.) 


11. You are asked to devise as simple a method as possible to enable a 
firm to check its bank interest. Exemplify your method by ascertaining 
the rate allowed for credit balances in the following account, where it is 
known that the charge for overdraft is 5% — 

J B in account with the Northland Banking Company. On 1st April 
the balance to the credit of J B was £250. J B paid in £850, £170, £200 
and £650 on 17th April, 20th May, 13th June and 3rd July respectively; 
and drew out £400, £1,070, £500 and £400 on 11th May, 4th June, 19th 
June and 30th July respectively. The total net sum allowed for Interest 
to 31st August was 12s. lid. only. {Incorporated Accountants.) 

12. The General Ledger of the Loamshire Bank, Ltd., contained the under- 
mentioned balances as on 31st Decertiber. Explain briefly what the figures 
represent, and where they would appear in the Balance Sheet of the Bank. 
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(1) Current Accounts A/c 

(2) Investments A/c . - 

(3) Rebate on Bills not due 

(4) Short Loans A/c 


. /12,674»491 
7,832,922 
12,466 
5,432,768 

{Roval Society of Arts,) 


13. Explain briefly the methods employed in order to keep the books of 
a Bank constantly posted. 

On 31st July, George Reimers paid in the following to his Bank in the City — 
Cheque (Geo. Smith, London) . . . . £\S 

„ (Robt. Robinson, London) ... 20 

Gold . . “ 10 

Bank of England Notes ..... 20 

Describe the pa.ssage of the above items through the books of the Bank from 
the moment of their receipt until credited to the account of George Reimers. 
{Royal Society of Arts.) 


14. From the following figures taken from the books of the Camberwell 
Banking Company, Limited, you are requested to draft as at 31st December 
(a) a Trial Balance. (6) a Balance Sheet, {c) a Profit and Loss A/c ; and 
then append, as Auditor, your certificate for publication and presentation 
to the shareholders. 


Current and Deposit A/cs ^£7, 73 1,450 
Acceptances on behalf of 

Customers . . . 1,200.000 

Capital subscribed, 50.000 
shares of £^0 each, £2^ 
per share paid . . 1,250,000 

Reserve Fund (invested 
in Consols) . . 600,000 

Profit and Loss A/c, 
balance to Credit, 1st 
January . . . 15,300 

Interest accrued and paid 25,500 
Current Expenses, Salaries, 

Rent, etc. . 71,250 

Amount added to Staff 
Retirement Fund . 3,000 

Premises A/c, amount 
written of . . 22,500 

Gross Profit for the year 
after providing for Bad 
and Doubtful Debts . 244,500 


Cash in hand and at Bank 
of England . . ,£1,584,750 

Money at Call and Short 
Notice . . . 274,250 

Consols (Reserve Fund) . 600,000 

Consols and Securities 
guaranteed by British 
Government 825,000 

Colonial and Railway 

Stocks . . . 637,500 

English Corporation Stocks 235.500 
Bills Discounted . . 379,500 

Loans and Advances 4,665,000 

Bank Premises, Furniture, 

etc 337.500 

Freehold and Leasehold 
Properties . . • 180,000 


(National Union of Teachers,) 


15. Name three of the accounts which you would expect to find in the 
General Ledger of a Bank. Briefly explain their purpose, and describe the 
sources from which they have been written up. {Royal Society of Arts,) 

16. The understated items have been extracted from the accounts of a 
Bank. Explain briefly what they represent-^ 

" Liabilities of Customers on Acceptances as par contra.*' (Cr. side of 
Balance Sheet} 

** Rebate on Bills not due." (Dr. side of Balance Sheet) 

Money at Call and Short Notice." (Cr. side of Balance Sheet) 

** Bills Discounted." (Cr. side of Balance Sheet) 

{Royal Society of Arts,) 



REVISION EXERCISE XXV 

^ The follo'wing book-keeping tests are recommended to be worked by students 
in the prescribed time of three hours— 

I. — ^Royal Society of Arts Book-keeping (Advanced) 
Examination, 1929. 

1. A Limited Company has issued ;£20,000 6 per cent Debentures as Col- 
lateral Security for a Bank Loan of /16,000. 

How should this transaction be shown in the Comp^,ny*s annual Accounts ? 

2. Blanks, Ltd., was registered without special Articles of Association, 
Table "A" having been adopted. 

During the year ended 31st December, 1928, Sundry Shareholders had paid 
;f500 in advance of calls. No interest on these calls in advance had been passed 
through the books — ** because the year's trading had resulted in a I.oss." X 
and Y, two shareholders, were in arrears with their calls to the extent of ^200, 
and 10 per cent interest on this amount had been taken credit for as interest 
on calls in arrear. 

If you do not approve ot the above treatment, how should you amend it? 

3. The capital of Dicksons, Ltd., a new Company, consisted of 100,000 Shares 
of each. The whole of this Capital was subscribed by the public and fully 
paid ujx 

The Directors of the Company instruct you to initial all the Share Certificates 
before presenting them for sealing. 

What documents, or other information, should you require before passing 
these Share CcTtificates as correct ? 

4. Describe the form and uses of Bin or Locker Cards, as employed in the 
Stores Department of a Manufacturing Business, and state how they facilitate 
stocktaking. 

5. Blanks, Ltd., was registered in 1912 with a Nominal Capital of 7,300,000, 
consisting of 100,000 "A" 6 per cent Preference Shares of ;^1 each, 10^,000 

7 per cent Preference Shares of £1 each, and 100,000 Ordmf»* , Shares 
of ;fl each. The whole of the "A" R’eference Shares, 85,00u of the “B" 
Preference Shares, and 90,000 of the Ordinary Shares wore subscribed and 
fully paid up. The Company had also issued 200 5 per cent Debentures of 
;^100 each, 150 of wliich were subscribed and fully paid. 

The Company met with trade reverses, and, as on 1st January, 1928, a 
reconstruction scheme was carried tlirough. Under this scheme the A " and 
" B " ;{1 FVeference Shares were reduced to a like number of shares of 15s. each, 
and the Ordinary Shares of ;£1 each to a Uke number of shares of 10s. each. 
The amount thus rendered available was applied to writing off the debit 
balance of the Profit and Loss Account and to the reduction of certain assets, 
the balance of the amount (;f 15,986) being carried to a Reserve Account. 

In addition to the accounts necessary to record the above particulars, the 
following balances were extracted from the books of the Company as on 
31 st December, 1923— 

Dividend on '* A** Preference Shares (to 30lh June, 1928) 2,250 


Leasehold Factory 119,5n 

„ „ Redemption Fund .... 6,650 

5 per cent War Loan 6,650 

Sundry Investments * 4,000 

Stock (31-12-1927) 21,872 

Machinery and Plant (31-12-1927) . , • • 36,440 

,, ,, purchased during the year , . 3,870 

Directors' Fees 1,200 

Sundry Debtors • • • • • • • 21,480 
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* Sundry Creditprs 9,872 

Debts Keserve (31/12/1927) 700 

' ' written of! , . • . • • 827 

Dffiee Salaries and Expenses • • • • • 6,391 

Travellers* Salaries and Expenses . • • « 5,446 

Discount Account (Debit Balance) .... 475 

Factory Wages . ' . . . . . . . 22,868 

Interest Account and General Expenses (Factory 

Office J) 3,978 

Cash in hand ........ 1,274 

Cash at Bank ........ 8,786 

Purchases 67,854 

.Purchases Returns ....... 927 

Sales 131,740 

Sales — Returns ....... 321 

Apprentices* Premiums 600 

Motor Lorries 6,382 

Loose Tools 1,587 

Insurance (Factory jj, Office J) 870 

Machinery Repairs 387 

Patents ......... 20,500 


You are required to prepare the Company's Manufacturing and Profit and 
Loss Accounts for the year ended 31st December, 1928, and a Balance Sheet 
as on that date. 

When preparing these accounts, the following matters are to be taken into 
consideration — 

(a) The Bad Debts Reserve is to be made up to ;^1 ,000. 

{b) Machinery and Plant is to be depreciated as follows: Old Balance, 15 
per cent ; the additions are valued at ^£3,500. 

(c) ''Sundry Investments'* are to be revalued at their present market 
value, viz, ;£4,800. 

{d) The Stock on Hand as on 31st December, 1928, was valued at ;£21,741, 
the Motor Lorries at 5,000, and Loose Tools at ;i972. 

{fi) "Factory Wages Account** has been debited with advanced to an 
injured workman at the request of the Insurance Company, pending the 
settlement of the claim. 

(/) One-third of the "Apprentices* Premiums** covers the years 1929 and 
1930. 

(g) ;£60 of the " Insurance** item covers a portion of the year 1929. 

II.- -London Chamber of Commerce Book-keeping (Senior) 
Examination, 1929. 

1. McArthurs, Ltd., presented accounts to their shareholders for the year 
ended 31st December. 1928, showing a profit for the year of /19,784, and a 
balance brought forward from the previous year of ;£3,745. 

It was proposed (a) to carry ;f5,000 to the Reserve Account (making that 
Account ;£20,000) ; (6) to pay the half-year's dividend due on the 7 per cent 
Preference Capital (^(50,000) ; and (c) to pay a dividend of 10 per cent, less 
tax, on the Ordinary Capital (;£ 100,000) ; and (d) to carry forward the balance 
to next year. 

As oh 1st February, 1929, the warrants representing the above dividends 
had all been duly peiid with the exception of those in respect of holdings of 
500 and 100 Ordinary Sliares, which remained unpresented. 

You are required to make the entries necessary to record the above particu- 
lars as on 1st February, 1929. 

2. Submit the entries necessary to record a fresh issue of Ordinary Shares 
at a premium by an old-established company. Select your own details. 
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3. When preparing the accounts of a limited company you find that ^5,000 
has been received at various dates during the year, representing calls' paid in 
advance by sundry shareholders. On investigation you find that the Articles' 
empower the directors to receive such payments and to allow interest thereon 
at a rate not exceeding 5 per cent per annum. 

The Secretary of the company informs you that no entries regarding 
interest have been passed through the books as the company has made a loss 
for the year. 

What are your views? 

What entries (if any) should, in your opinion, be made ? 

4. In connection with the preparation of Cost Accounts, what is meant by 
basing Oncost on the "Machine-hour method"? 

5. Blanks, Ltd., was registered with a Nominal Capital of ;f450,000, divided 
into 50,000 5 per cent "A" Preference Shares, 200,000 7 per cent "B" Pre- 
ference Shares, and 200,000 Ordinary Shares, all of ;^1 each. On 30th June, 
1927, all the "A" Preference Shares, 100,000 of the "B" PrcfercAce Shares, 
and 150,000 of the Ordinary Shares had been issued and were fully paid with 
the exception of 60,000 of the Ordinary Shares, on which only 15s. per share 
had been called up. The credit balance of the Profit and Loss Account, tiftcr 
paying the dividends, etc., sanctioned at the Ordinary General Meeting held 
in September, 1927, vr^s ^£17,343. 

The directors made the final call of 5s. per share on the partly-paid Ordinary 
Shares, the due date being 31st October, 1927, and the call was duly paid. 
In January, 1928, the folloAving interim dividends were declared in respect of 
the half-year ended 31st December, 1927 : (a) on both classes of Preference 
Shares at the rates to which they were respectively entitled, and (fc) on the 
Ordinary Shares at the rate of 10 per cent per annum, calculated on the 
amounts from time to time paid up on the respective shares. 

In addition to the balances arising from the entries recording the above, 
the following were extracted from the company’s books as on 30th June, 
1928-- 


Leasehold Premises ....... 40.0rHj 

Leasehold Redemption Fund, 30/6/1927 . . . 13,200 

Policy Account for Leasehold R^emption, 30/6/1927 . 13,200 

Premium on above policy (paid 31/3/1928) . . . 1,200 

Directors* Fees , 1,500 

Stock in Trade. 30/6/1928 103,523 

Plant and Machinery, 30/6/1927 ..... 38,000 

Sundry Debtors ....... 84,560 

Sundry Creditors ....... 23,552 

Bad Debts Reserve, 30/6/1927 ..... 750 

Bad Debts written off, to be charged against Reserve . 372 

Income Tax Reserve, 30/6/1927 ..... 8,290 

.. .. paid, 1/1/1928 .... 5,692 

Salaries and Commission 7,291 

Discount [Dr. Balance) . . . . . . 1,175 

Office and Trade Expenses . • • . • 2,368 

Gross Trading Profit 47,537 

Cash at Bank and in hand ...... 27,391 

Goodwill 75,000 


You are required to prepare the company's Profit and I-oss Account for the 
year ended 30th June, 1928, and a Balance Sheet as on that date. 

When preparing these accounts the following instructions are to be followed — 
(a) The Plant and Machinery is to be depreciated 15 per cent. 

(&) The Bad Debts Reserve is to be niade up to £500. 

(c) The Policy Account for redemption of the Lease is to be debited with 
interest at 3 per cent per annum on the balance from time to time standing 
on the account. 



CHAPtER XXVI 
INCOME TAX 

Definition, Income Tax is a burden of a certain number of pence 
on eacli pound sterling of income from whatever source. 

Persons Liable to Income Tax. All persons resident in Great 
Britain and Northern Ireland, whether British subjects or not, are 
liable to assessment ; and also all persons not resident within Great 
Britain and Northern Ireland (whether British subjects or not) in 
so far as they derive income from property, trade, or employment 
in Great Britain and Northern Ireland. 

Taxation of Income at the Source. So far as possible, income 
is taxed at its source, the person who pays the income at the fountain 
head being liable to the Income Tax Authorities for tax thereon 
or for any tax that should be deducted therefrom. 

Schedules of Income Tax. The Income Tax Act, 1918, 
enumerates the five schedules under which income tax is levied. 
They are as follows-— 

Schedule A, income from the ownership of land, buildings, etc. 

Schedule B, income from the occupation or use of land. 

Schedule C, income from Government and public stocks. 

Schedule D, income from trade, profession or vocation, etc. 

Schedule E, income from offices or employment. 

Income Tax Commissioners. Income Tax Commissioners are of 
two kinds : General or District Commissioners, and Special 
Commissioners. 

District Commissioners are influential persons with certain pro- 
perty qualifications, appointed, without remuneration, for the 
different districts. They elect the Additional Commissioners, and 
also hear appeals against assessments made by the latter. Addi- 
tional Commissioners are persons selected by the General or Dis- 
trict Commissioners from among themselves. They fix the amount 
of the assessment after consultation with the Assessor and the 
Inspector of Taxes. Special Commissioners'^are Government Officials 
with offices in Kingsway, W.C.2. Tlietr duty is to assess all tax- 
payers who wish to be assessed by them ; to hear appeals, in 
London and throughout the country, against their own assess- 
ments and also against the assessments made by the Additional 
Commissioners. They can be caUed upon by the taxpayer to state 
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a case, on a point of fact, for decision by the Board of Inland 
Revenue. On questions of fact, the decision of the District 
Commissioners is final : there is no appeal, but, on questions of law^ 
an appeal can be made to the High Court and thence to the Court 
of Appeal, and to the House of Lords, against the decision of 
either the Special or the District Commissioners. The Special 
Commissioners assess Railway Companies under Schedule D, Rail- 
way Officials under Schedule E, Interest and Dividends from 
public stocks under Schedule C, and they also make sur-tax 
assessments. The Commissioners of Inland Revenue are ex-officio 
Special Commissioners. 

Official Year of Assessment. The year of assessment is the 
Government's financial year, which runs from 6th April of one 
year to 5th April of the next year. 

Income Tax Officials. Assessors are paid officials appointed by 
the District Commissioners. Tlieir duty is to issue the well-known 
yellow Form Nos. 1 and 11, lo persons liable under Schedule D. 
The form must be completed and returned within twenty-one days. 
Every person, whether liable to tax or not, must make a return, 
when called upon to do so (Income Tax Act, 1918, sec. 100). If no 
return is made, the Assessor estimates the amount of income. 
The Assessors also make assessments under Schedules A, B, and E, 
A list of the names and amounts is in each case handed to the 
Commissioners, The Inspector of Taxes is a paid official of the 
Board of Inland Revenue. His duty is to supervise the returns 
of taxpayers and the assessments made by the Assessors before 
they are handed to the Commissioners. He is also v-inpowered 
to fill in omissions, ^mend assessments, and make surcharges. 
If no return is made, he issues a second form, No. 1a or 11a, 
demanding that the required information be furnished witliin 
seven days. The amount of the assessrnent can generally be 
satisfactorily arranged with the Inspector if proper accounts are 
fuimished. Notice of appeal against an assessment must be for- 
warded to the Inspector of Taxes, who appears before the District 
or Special Commissioners in support of the assessment. 

Rates of Income Tax. The rates of Income Tax have undergone 
many changes in recent years, and particularly since the outbreak 
of war in 1914. ' Until the year 1920-21 the rates were graduated 
according to the amount of the total income of the taxpayer. 
By the Finance Act, 1920, however, the standard rate was made 
6s. in the £, with the proviso that the first £225 of taxable income 
should be charged at half the standard rate, viz. 3s. in the £. 

The rates for 1922-23 were 5s. and 2s. 6d. ; for 1923-24 and 
1924-25, 4s, 6d. and 2s. 3d. ; and for 1925-26-27-28-29-30, 4s. and 2s. 
For 1930-31 the standard rate 4s. 6d, with allowance at 2s. 6d. 
on the first £250 of taxable income. 
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Irish Free State. The position is that the Free State Government 
has adopted the British Income Tax Law (with a few modifica- 
tions) in force on 5th April, 1923, but since that date it has passed 
its own Finance Acts. 


SCHEDULE A 

Scope of Tax. The tax under Schedule A is levied on income 
derived from the ownership of house property, land, buildings, 
etc. This tax is commonly spoken of as landlord’s tax or property 
tax. 

Annual Value. The annual value of property is its annual 
value to be let by the year, that is the amount it would bring 
in if the property were so let. If the owner of premises occupies 
them himself, the annual value is deemed to be his income 
therefrom, although he does not actually receive anything in 
money. 

How House Property is Assessed. Assessments of house property 
are made every five years. Forms are issued quinquennially to all 
occupiers of premises, who are required to state the amount of rent 
paid, and whether the rates are paid by the landlord or by the 
tenant. A reduction in the assessment may be claimed should 
the value of the property afterwards decline. An appeal can also 
be made to have the asse.ssment cancelled or reduced when a house 
has not been occupied for the year of assessment or for any part 
of it. A statutory allowance off the gross assessment is made for 
repairs, the occupier being expected to bear the rates and taxes. 
Where the tenant bears the rates and taxes, and also the cost of 
repairs, the statutory allowance will not be made ; the assessment 
wm be the amount of rent payable. Where the tenant bears the 
rates and taxes, but not the repairs, the assessment will be the 
amount of rent payable less the statutory allowance. Where the 
owner bears both rates and taxes and repairs, the assessment is 
based on the amount of rent receivable, less the statutory allowance 
and also rates and taxes. 

The following are now the allowances — 

Where the gross assessment does not exceed £¥) One-fourth 

, „ „ „ exceeds j£40 but not ^50 . ;£10 

„ „ „ exceeds £50 but not £100 . One-fifth 

„ „ „ exceeds £100 , . £20 

plus one-sixth of the amount by which the assessment exceeds £100 

How Farm Property is Assessed. The assessments of farm or 
agricultural property are made in a similar manner, less the amount 
of tithe payable. With this kind of property, however, repairs 
are not such a heavy item of expense, and, consequently, the 
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statutory allowance for repairs is only one-eighth. The following 
is an example — 

Yearly Rent ' . £480 

Less Allowance for Repairs, one-eighth • 60 

420 

Less Tithe (say) ..... 40 

Maintenance Claim. Where the cost of repairs and mainten- 
ance, upon the average of the preceding five years, exceeds the 
deduction allowed for the purpose, a claim may be made for 
repayment of tax suffered on such excess cost. 

Collection of Tax under Schedule A. The tax under Scliedulc A 
is usually collected from the tenant, and the tenant is empowered 
by law to recoup himself by deducting the amount of the tax 
so paid from his next payment of rent. The landlord is bound 
by law, on being shown the official receipt, to allow such a deduc- 
tion. Where, however, the net assessment is higher than the rent, 
the tenant can only recover tax on the actual rent he pays. Thus, 
if the net assessment is £30 and the rent £60, the tenant will pay 
tax on £70, but can only deduct from the landlord tax on £60. 
He must bear the tax on £10 himself, as he has a beneficial interest 
in the assessment. In cases where the annual rent of property is 
less than £10, and also where land and buildings are let for a less 
period than one year, the tax under Schedule A is levied direct 
on the landlord. 

Nature of Income Taxed under Schedule A. Inconie assessable 
under Schedule A is treated as investment income, but in cases where 
a house, rent free, forms part of a person's salary or emoluments, 
the net annual value is, if assessable, regarded as earned income. 

SCHEDULE B 

Scope of Tax. The tax under Schedule B is levied on the profits 
arising from the use of agricultural lands, including farms, nui-sery 
and market gardens, etc. 

Mode of Assessment. Assessments under Schedule B are made 
quinqueunially. They may be reduced if the rent is lowered, but 
they are not liable to any increase if the rent is raised. The assess- 
ment may also be reduced in cases where floods or storms have 
damaged growing crops or rendered land unfit for cultivation, 
provided the landlord has made an abatement in the rent. Owing 
to the difficulty of estimating profits arising from husbandry the 
Schedule B assessment is fixed by reference to the annual value of 
the lands, and since 1922-23 the gross Schedule A assessment 
constitutes the assessment for Schedule B. Nurseries and market 
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gardens are, however, assessed according to the rules applicable to 
Schedule D, although the tax is charged imder Schedule B. Under 
the Income Tax Act, however, if the farmer can furnish satisfactory 
proof that his income from working the farm is lower than the 
statutory income, he can claim return of tax on the difference 
between the two amounts. 

Option of Assessment under Schedule D. A farmer has the option 
of being assessed under Schedule D on the previous year’s profits. 
He must, however, give notice to the inspector within two months 
of the commencement of the year of assessment (i.e. before the 6th 
June). 

Nature of Income Taxed under Schedule B. Income taxable 
under Schedule B is regarded as earned income. 

SCHEDULE C 

Sco^ of Tax. Tax is levied under Schedule C on all profit 
from interest, dividends, annuities, etc., payable out of public funds. 
This comprises the funds of Great Britain or Northern Ireland, the 
Colonies, and also any foreign stock the dividend or interest on 
which is paid by an agent or bank in Great Britain or Northern 
Ireland. Where the interest and dividends on foreign public stocks 
are not paid by an agent resident in Great Britain or Northern 
Ireland, such interest and dividends are taxed under Schedule D. 

Mode of Assessment. Under Schedule C, tax is charged on the 
actual income of the year of assessment. 

Collection of Tax. In most cases, tax on dividends and interest 
is collected at the source. The bank or agent making the payment 
is authorized by law to deduct and retain the tax. The tax has 
afterwards to be remitted in one lump sum to the Inland Revenue 
Authorities. There are, however, exceptions to this rule. Wliere 
any dividend payable out of the Public Funds for the half-year 
does not exceed 50s., such dividend is paid in full, and any tax 
payable thereon is collected from the recipient. Interest on cer- 
tain other registered or inscribed securities issued in connection 
witli the war is paid without tax being deducted. 

Nature of Income Taxed under Schedule C. Income taxable 
under Schedule C is regarded as investment income. 

SCHEDULE E 

Scope of Tax. Under Schedule E, tax is levied on all income 
from public offices or emplo 3 mient, from annuities (except those 
taxed under Schedule C), fusions; and stipends payable out of the 
public revenue, or by public or limited companies, or private, firms. 

Mode of Assessment. Assessments are made, under Schedule E, 
on officials of the Government, including the Civil Service, officials 
of the law courts, and of any public body, society or corporation. 
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and on officers of the Navy and Army. Employees of limited 
companies and private firms are also assessed under this schedule. 

Commencing with the year 1928-29 the basis of assessment is the 
income of the previous year ending 5th April. 

When the income first arises the actual income of the year is the 
basis of assessment. For the second year, the assessment is also the 
actual income of the year, unless the income arose on the 6th April 
in the preceding year, in which case the assessment is the actual 
income of such preceding year. Thereafter, the assessment is on the 
previous year's income. For the year in which the “ preceding year’s 
income " rule operates for the first time, the taxpayer may claim 
to have the assessment reduced to the actual income of that year, 
but the Revenue authorities have no corresponding power to increase 
the assessment to the actual income of that year. 

When employment or title to the income ceases, the assessment 
for the year of cessation is adjusted (up or down) to the actual 
income of that year. If the actual income of the year preceding 
cessation exceeds the assessment for that year, the Revenue authori- 
ties have power to raise an additional assessment in respect of such 
excess, but the taxpayer has no corresponding right to claim 
reduction in the assessment if the actual income of the year preceding 
cessation is less than the assessment for that year. 

How the Tax is Collected. The tax under this schedule is 
generally paid by the individual himself. In Government offices, 
however, tax Is deducted from the salaries paid to officials. Rail- 
way companies are also empowered to deduct tax froui the 
salaries paid to their employees, except weekly wage-earners. 

Return of Employees and Salaries. Employers, corporations, 
and limited companies may be required under Section 105 of the 
Income Tax Act, 1918, to make a return of the names and addresses 
of their employees, and of the salaries, fees, commission, bonus, etc., 
paid to them. The payments made to employ^ whose incomes do 
not exceed £160, and who are not employed in any other employ- 
ment. may, however, be omitted. . 

Half-yearly Assessments. Weekly wage-earners engaged m 
manual labour are assessed half-yearly on their wages arising from 
such employment. Returns are required to be made by employers 
according to the regulations of the Board of Inland Revenue. The 
^assessments may be made at the place of employment or at the 
residence of the employee. Clerks, t}rpists, and persons employed 
in any similar capacity are not assessable half-yearly and 
names are not included in the list required for this purpose. They 
should be included in the schedule of empbyees mentioned in the 
preceding paragraph. ^ j 

Nature of Income Taxed unde: Schedule E. Income taxed under 
Schedule E is regarded as earned income. 



986 


ADVANCED ACCOUNTS 


SCHEDULE D 

Scope of Tax. Income taxable under Schedule D comprises all 
income arising from the following — 

Case I. Trade, Maniifacture, Adventure, or concern in the nature 
of Trade, Profits of Railways, Mines, Quarries, Markets, Gas, and 
Water Works. 

Case II. Professions or Vocations. 

Case III. Profits of an uncertain annual value not charged under 
Schedule A (i.e. discounts and interest on money not taxed by 
deduction). 

Case IV. Profits from Colonial and Foreign Securities, where tax 
has not been deducted by the agent entrusted with payment thereof. 

Case V. Profits from Foreign and Colonial Possessions. 

Case VI. All annual profits or gains not included under the 
foregoing heads and not charged under any other schedule. 

Mode of Assessment. Persons who are assessable to income tax 
under Schedule D have the option of being assessed either by the 
District Commissioners (a) in the ordinary course; {b) under 
a number or letter; or by the Special Commissioners. If they 
make no choice, they will be assessed in the ordinary course by 
the District Commissioners. Traders who have personal friends 
or business rivals among the local commissioners generally elect 
to be assessed by the Special Commissioners. 

Returns for Assessment. Returns for assessment by the District 
Commissioners under a letter or number must be sent to the 
Clerk to the Commissioners. Returns for assessment by the 
Special Commissioners must be forwarded to the Inspector of 
Taxes imder cover marked “ For Special Assessment.” In other 
cases, the form must be returned to the Assessor or Inspector by 
whom it was issued. The form must in all cases be filled up belore 
being returned, even if the return is nil. Anyone who neglects 
to make a Return, or who makes an untrue or incorrect return, 
is liable to the penalties mentioned on the form. 

Profits from Colonial and Foreign Securities. If these profits 
have been received through an agent who has deducted British 
income tax, they must not be entered on the Return Form. In 
cases where British incoihe tax has not been deducted, the full 
amount of the income, whether received in Great Britain or 
Northern Ireland or not, must be returned for assessment, 
subject, in the case of income not received in Great Britain 
or Northern Ireland, to deduction for any Income Tax deducted 
at the source. The assessment is based on the income of the 
precedu^ year. This applies to securities, stocks, shares, and 
rents. 

Profits from Colonial and Foreign Possessions. The amount 
to be entered in the form is the full annual amount remitted to 
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the United Kingdom, based on the income of the preceding year, 
without any deduction. 

Profits from Discounts, and Interest of Money not Taxed by 
Deduction. Under this heading are included all Discounts and 
untaxed Interest received or credited, Interest on Banking Account 
or Deposits, and also Dividends of which the half-yearly amount 
docs not exceed fifty shillings, where such dividends are not pay.able 
on coupons annexed to stock certificates payable to bearer. The 
normal basis of assessment is the income of the preceding year. 

Changes in Investments. Section 30 of the Finance Act of 1926 
provides that income from investments falling under Cases III, 
IV, and V of Schedule D may respectively be assessed and charged 
in one sum. But if in any year of assessment a person acquires a 
new source of income, or an addition to a particular source, the 
income therefrom is assessable separately along lines similar to those 
applicable in the case of a new employment under Schedule E. 
Wlien the taxpayer ceases to possess a particular source of income, 
or any part thereof, the assessment in respect of his income from 
that source, or part, is adjusted, in the same way as if the cessor of 
possession were the discontinuance of a trade. Thus, the income 
assessable is virtually the actual income of the year of assessment, 
unless investments are held unchanged for a considerable period. 

Profits of Trade, Profession, or Vocation. Where income is 
derived from the exercise of any business, profession or vocation, 
the amount of income to be returned for assessment in any 
given year is neither the actual income of that year, nor tlic 
income which a person expects to make in that yr.K, out is 
a “ statutory ” income, the amount of which is to be computed 
from actual ascertained figures. These are the figures shown by 
the accounts of the business or profession for the year immediately 
preceding the year for which a return has to be made. It should be 
understood that the preceding year in this conrn.ction is taken to 
mean the year en^d on the dale falling within the preceding year 
of assessment to which the accounts are usually made up. The 
computation is to be made according to prescribed rules, of which 
the following is an abstract — 

RULES FOR CALCULATING PROFITS 
In comx>uting the amount of the profits or gains to be charged, no sum shall 
be deducted in respect of — 

(a) Any disbursements or expenses, not being money wholly and exclu- 
sively laid out or expended for the purposes of the trade, profession, or 
vocation : 

(b) Any disbursements or expenses of maintenance of the parties, their 
families, or establishments, or any sums expended for any other domestic 

Note. Prior to 6th April, 1927, ihe assessment was computed on the 
average profits of the three years preceding the year of assessment. 
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or private purposes distinct from the purposes of such trade, profession, 
or vocation : 

{c) The rent or annual value of' any dwelling house or domestic offices or 
any part thereof, except such part thereof as is used for the purposes of the 
trade or profession : Provided that where any such part is so used, the sum 
so deducted shall be such as may be determined by the Commissioners, and 
shall not, unless in ^y particular case the Commissioners are of opinion 
that, having regard to all the circumstances some greater sum ought to be 
deducted, exceed two- thirds of the annual value or of the rent bona fide paid 
for the said dwellin^ouse or office : 

(d) Any sum expended for repairs of premises occupied, or fbr the supply, 
repairs, or alterations of any implements, utensils, or articles employed for 
the purposes of the trade, profession, or vocation beyond the sum actually 
expended for those purposes: 

‘ {e) Any loss not connected with or arising out of the trade, profession, 
or vocation : 

(/) Any capital withdrawn from, or any sum employed or intended to be 
employed, as capital in such trade, profession, or vocation; ‘ 

(g) Any capital employed in improvements of premises occupied for the 
purposes of the trade, profession, or vocation : 

{h) Any Interest which might have been made if any such sums as aforO' 
^id had been laid out at interest : 

(z) Any d.cbts, excep't bad debts, proved to be such to the satisfaction of 
the commissioners, and doubtful debts to the extent that they are respec- 
tively estimated to be bad. In the case of the bankruptcy or insolvency of 
a debtor, the amount which may reasonably be expected to be received on 
any such debt shall be deemed to be the value thereof : 

(;) Any average loss beyond the actual amount of loss after adjustment ; 
(k) Any sum recoverable ui^^er an insurance or contract of indemnity: 

(f) Any annual interest, or any annuity, or other annual payment pay- 
able out of the profits br g^ins, including any interest paid oil arrears of 
axcess profits duty or munmons exchequer payments. 

(m) Any royalty or other sum paid in respect of the user of a patent. 

Where. the premises are occupied solely for the purposes of the 
trade, profession, or vocation, the net Schedule A assessment is 
^owed as a deduction. In the case of mills, factories, or similar 
premises, the gross Schedule A assessment may be deducted. 

It will be observed that certain items are •disallowed entirely, 
while :c^ers- are limited or subject to conditions. The criterion to 
be appKed as regards any item not specifically ^ntion^ is whether 
or not it is* an expense exclusively incurred for -the piupose of the 
trada, profession, or vocation. Depreciation of fix;i^ assets is treated 
as a loss of capital, but a deduction for wear ahd tear of plant and 
machinery may be cLadmed. Income tax pa3m[)ents are not regarded 
as a business expense, but as' an appropriation of income ^ready 
earne,d. -The stuaent, in studying the examples whiiA follow, should 
carefully. refer each item to the* rules quoted above, and satisfy 
himself as to the provisions, under whidi it falls to be treated. 

Tbe tax extends tcT all trades, professions, and vocations carried 
on in the United Kingdom, or elsewhere, by persons resident in 
this counti^'; and also to. all trades, professions, and vocations 
carried on in the United Kingdom by, persoxis rerident abroad. 
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Arrangements are, however, proposed (Finance Act, 1930] whereby 
reciprocal agreements may be made between’ H.M. Government and 
any Foreign or Colonial Government for the purpose of granting, 
within certain limits, exemption from double taxation in respect 
of profits arising from the direct sale of goods through i^endes 
established in the countries concluding such agreements. - 

PAYMENT OF TAX 

Income tax is. payable either in one sum on the 1st January in 
the year of assessment, or in two equal instalments due on the 
1st January in the year of assessment and on the 1st July following 
the end of the year of assessment respectively. The following state- 
ment shows how the tax is payable — 


Schedule 

One Payment, on 

Is/ January . 

Two Payments, on 

Is/ January and Is/ July 

A 

In all cases not described 
in the next column. 

Where income falls to be 
treated as " earned " income. 

B 

All cases not described in 
tl\e next column. 

Individuals and firms occu- 
pying the lands for purposes 
of husbandry only. 

D 

^ All cases not described in 
the next column, including — 
All companies, societies, 
bodies, etc. ; 

All persons charged for un- 
earned income, such as in- 
terest, foreign income, etc. 

(1) Any individual or firm 
carrying on any trade, manu- 
facture, adventure, or concern 
in nature of trade. 

(2) Any individual or firm 
exercising any profeauou or 
vocation. 

E 

j 


In all cases, except where 
tax is deduct^ from salary. 


Schedule C. The tax is deducted before the interest concerned is received 
by the person to whom it is due. 


ALLOWANCES 

ITie Finance Act, 1920, introduced some very important changes 
regarding the method of arriving at the amount of tax payable. 
The chid of these change were (1) to grant relief t h i^ Hted income 
as compared with investment income, and (2)'^0.’|^paduate the 
burden of the tax according to the income of the taxpayer and to 
his family responsibilities. The investment income of taxpayers 
whose age is 05 years or o.ver, and whose total income does not 
exceed £500, is now treated as if it were earned income. In the case 
of married pereons, this -relief is grated when either husband or 
wife is of this age. 

Rate of Tax. Tax is cbargdible at the full standard rate of 4s. 6d. 
in the £ on the total In^me fromi all sources. From the tax thus 
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computed a deduction at the full standard rate is made in respect 
of earned income relief and the various allowances enumerated 
below. In addition, a deduction at the rate of 2s. 6d. in the £ is 
made in respect of the next of income. 

Earned Income Relief. An allowance of one-sixth is made in 
respect of earned income up to a limit of £1,500 (maximum allow- 
ance, £250). 

Personal Allowance. Every individual is entitled to claim a 
personal allowance, irrespective of the amount of his income, viz., 

(a) In the case of a married man whose wife is living with him, 
the personal allowance is £225. If the total income includes any 
earned income of the wife, the personal allowance of £225 may be 
increased by five-sixths of the amount of the wife’s earned income, 
but the maximiun addition to the personal allowance must not 
exceed £45. 

(5) In any other case the personal allowance is £135. 

Examples. A is a single man earning a salary of £420 a year. 
His income from investments is £80. State the tax payable. 


Total Income 


Tax @ 4s. 6d. , . 

Deductions — 

Earned Income Relief 
Personal Allowance . 


• /420 -t- ;£80 = ;fi)00 


i *• 


d. / s. d. 
lf2 10 - 


. 70 

. 135 


2G5 ^ 4s. 6d. o 46 2 6 
Allowance at Reduced Rate . 250 @ 2s, 6d. = 31 5 - 

77 7 6 


Tax Payable • • . • £35 2 6 


B earns £300 a year and his wife £30. What is the tax payable ? 

Total Income • • • £330 £ s, d, £ s. d. 

Tax @ 4s, 6d. . . ♦ 74 5 - 

Deductions — 

Earned Income ReUef • 55 

Personal Allowance (£225 4- 
£25) .... 250 

305 @ 4s. 6d. = 68 12 6 
Allowance at Reduced Rate . 25 @ 2s. 6d. = 3 2 6 

71 15 - 


Tax Payable . • . £2 10 - 


Noie. From 1020 to 1925 the earned income allowance was one-tenth, 
with a limit of £200, 
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C earns £544 and his wife £80. State the tax payable. 

Total Income . . . ^£624 £ s. d. £ s. d. 

Tax @ 4s. 6d. . . . 140 8 - 

Deductions — 

Earned Income Relief . 104 

Personal Allowance {£225 
£45) . . . .270 

374 @ 4s. 6d. ^ 84 3 - 
Allowance at Reduced Rate . 250 @ 2s. 6d. = 31 5 - 

115 8 - 


Tax Payable , . , ‘£25 - - 


Children. Any taxpayer who has a child or children living who 
are under 16 at the commencement of the year of assessment, or who 
arc over that age, provided they are receiving full-time instruction 
at an educational institution, is entitled to relief from income tax 
equal to the amount of tax on £60 in respect of one child, and on 
£^ in respect of any other eligible children. This allowance also 
applies to adopted children and to step-children. The relief is not 
allowed if the child is entitled in his own right to income exceeding 
£60 a year. In calculating this income, any amount to which the 
child is entitled as the holder of a scholarship or similar educational 
endowment is omitted. 

Example. A's salary is £450 a year, and he has investments 
(taxed at source) yielding £50 gross. He is married and hns four 
children ; two are under 16 years of age, one is 18 years old, but is 
receiving full-time instruction at a tcdinical school; the other is 
15 J years of age, but is at work, receiving £65 a year as wages. 
What tax will he have to pay? 

i s. d. £ s. d. 

112 10 - 


4s. 6d. = 103 10 - 
2s. 6d. = 5 - - 

108 10 - 


Payable . • ^4 - - 

' Notes. »(i) The allowance canr.ot be claimed for the child who is 
15^ years old, as his income exceeds £60 a year. 


Total Income • • 

£500 

Tax @ 4s. 6d. . . 


Deductions — 


Earned Income Relief • 

75 

Personal Allowance 

225 

Children’s Allowances — 


1 @ ;^60 . 

1 160 

2 @ ]£50 



;^ 460 @ 

Allowance at Reduced Rate 40 @ 


Tax 
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(ii) A should claim repayment of the difference between the 
amount of tax deducted from investment income and the amount 
for which he is liable as shown in the computation. 

Relatives Taking Charge of Children. An allowance of £60 is 
granted to a widower in respect of a female relative of his or of his 
deceased wife who is resident with him for the purpose of having 
charge and care of any children of his in respect of which the 
children's allowance may be claimed, or to a widow who has a 
female relative of her or of her deceased husband's living with her 
for the same purpose. In 1924 the allowance was extended to all 
widows and widowers who keep a housekeeper, whether they have 
children or not. If the widower or widow has no such female 
relative, the deduction may be claimed in respect of some other 
female person employed for that purpose. An unmarried person 
who has living with him, and who maintains at his own expense, 
either his widowed mother or some other female relative for the 
purpose of having care of the taxpayer's brothers and sisters in 
respect of whom the children's allowance can be claimed, is also 
entitled to a deduction of £60. (For the years 1920-21 to 1923-24 
the allowance was £45 only.) 

Example, A, a widower, whose earned income is £670, has three 
children under 16 years of age. To take charge of these children 
A's unmarried sister lives with him. What is his liability? 


Total Income • • 

'El 

i s. d. £ s. d. 

Tax @ 4s. 6d. . • 

Deductions — 

• 

150 15 - 

Earned Income Relief 

. Ill 

- 

Personal Allowance . 

• 135 


Children's Allowance . 

. 160 


Relatives' Allowance . 

. 60 



466@49.ed.« 104 17 - 
Allowance at Reduced Rate , 204 @ 2s. 6d. ns 25 10 - 

130 7 - 


Tax Payable . . , £20 8 - 


Dependent RelatiTes. An allowance of £25 is granted to a tax- 
• payer who maintains at his. own expense {a) a relative of his or of 
his wife, who is incapacitated by old age or infirmity from maintain- 
ing himself or herself, (i) a widowed mother (whether incapacitated 
or not) of himself or his wife, (c) the taxpayer’s daughter if she is 
resident with him, and if by reason of old age or infirmity he is 
compelled to depend upon her services. In the case of (a) and {h) 
the allowance is granted only if the income of the dependent relative 
does not exceed £50 a year. A female taxpayer can claim the above 
allowance under similar drcomstances. 
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INCOME OF MARRIED WOMEN 
To be Treated as Husband’s Income. By the Income Tax Act, 
the income of a married woman living with her husband is deemed 
to be his income. Any profits from business, profession, etc., or 
untaxed income belonging to the wife must be returned for assess- 
ment by her husband. 

Separate Assessment of Husband and Wife. If application is 
made by either husband or wife between the 6th January pre- 
ceding the year of assessment and the 6th July in the year of 
assessment, income tax and sur-tax for that year will be assessed 
and charged on the respective incomes of the husband and wife 
as if they were not married, and claims for relief and allowance 
will be apportioned between them. It should be noted that the 
total amount of allowance is still determined by the aggregate 
income of husband and wife as hitherto. Earned income relief 
will be given in proportion to the income earned by the husband 
and wife respectively. The personal allowance (including any addi- 
tion on account of wife's earned income), allowance for children 
and dependent relatives and the reduced rate of tax on £250 of 
income are given in proportion to the total income of husband and 
wife respectively, after deduction of one-sixth (or apportioned 
maximum) of their respective earned incomes. Deduction in respect 
of an adopted child or dependent relative is allowed to the person 
supporting the child or dependant. An allowance for insurance 
premiums (see below) is given to the person paying them. 

Example, A has an earned income of £1,600 and an un jarned 
income of £700. His wife's earned income is £400. J hey have 
three children under 16 years of age ; A has adopted another child 
aged 5, and the wife supports her invalid mother. Show the 
separate assessments. 

To make this clear the combined assessment is shf'wii, in addition 
to the separate assessments. 

Combined Assessment 


Total Income . . £2,700 

£ s. d. £ s. i. 

Tax @ 4s. 6d. • 

Deductions — 

607 10 - 

Earned Income Relief (maxi- 
mum .... £250 
Personal Allowance (£225 -f 
£45) .... 270 

Children's Allowance • .210 


Dependent Relative's Allow- 
ance . . • . 25 



755@43.6d. » 169 17 6 
Allowauce at Reduced Rate . 250 @ 2s. 6d. » 31 5 - 

201 2 6 

Tax Payable. . . £406- 7 6 


3 * — (1403) 
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Husband's Assessment 

Total Income • • • . £2,300 £ $. d. £ s. d. 

Tax @ 4s. 6d. ... 517 10 - 

Deductions — 

Earned Income Relief = ^200 

Personal Allowance ^ = 231 

Children's Allowance X ifs = 137 

Adopted Child • . . s SO 

?i8@4s.6d. = 139 1 - 
Allowance at Reduced Rate j J X ^{^5= 214 @ 2s. 6d. = 26 1 5 - 

165 16 - 


Tax Payable by Husband , • . £351 14 - 


Wife’s Assessment 

Total Income . . . , £400 

Tax @'4s. 6d. .... 

Deductions — 

Earned Income Relief X « £50 

Marriage Allowance X = 39 

Children's Allowance X = 23 

Dependent Relative ... 25 

^ @ 4s. 6d. « 30 16 6 

Relief at Reduced Rate X = 36 @ 2s. 6d. = 4 10 - 

35 6 6 

Tax Payable by Wife . . . £54 13 6 


Life Assurance Premiums. From the amount of tax calculated 
on the income, an allowance for life assurance premiums may be 
claimed in respect of premiums paid on the taxpayer's own life 
and on that of his wife, subject to the following rules — 

{a) No allowance is made on premiums beyond one-sixth of the 
total income from all sources. 

{b) No allowance may be made for premiums on any’ policy 
beyond 7 per cent of the sum assured at death, all bonuses, etc., 
being ignored. 

(c) If no sum is secured at death the allowance may not exceed 
tax (at the rate applicable) on £100. 

It is further provided that, in the case of assurances or contracts 
(or deferred annuities made ahpr 22nd June,* 1916 : (1) no allowance 
whatever can be made unless a capital sum at death is secured, 
either alone or with other benefits ; (2) in the case of policy of 
deferred assurance no .allowance may be made in respect of premiums 
or payments payable during the period of deferment. It should 
be noted, however, that policies or contracts in connection with 
a superannuation fund or bona fide pension scheme are not subject 
to these two restrictions. 


s. d. £ s. d. 
90 - - 
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Rates at which Insurance Premiums are Allowed — 

,i) An assurance or deferred annuity contract made 

after 22nd June, 1916, however large the income is 2s. in the £ 

(ii) All other assurances where the aggregate income 

does not exceed 1,000 23 . in the 

(iii) Where income exceeds 1,000, but docs not exceed 

£2.000 . . 3s. in the ^ 

S Provided the contract was made on or before 22nd 
[unc, 1916.) 

(iv) Where income exceeds ;£2,000 . . . , 4s. in the £ 

S Provided the contract was made on or before 22nd 
lune, 1916.) 

Prior to 1930-31 the relief was given at (i) and (ii) half-standard rate, (iii) 
three-fourths of standard rate, and (iv) full standard rate. The rates by 
the Finance Act, 1930, are 2s., 3s., and 4s. respectively. 

WEAR AND TEAR ALLOWANCE 

Wear and Tear of Plant and Machinery. Where Machinery or 
Plant belongs to the trader, or is so let to him that he is bound 
to maintain and deliver it over in good condition, an allowance 
may be claimed for diminished value of the same by reason of wear 
and tear. Where the lessee of plant and machinery is not 
responsible for maintenance, no allowance will be made to him. 
This allowance does not apply to builfiings, horses and carts, tools, 
implements and utensils, though, in the latter cases, the cost o( 
replacement is allowed as a deduction b.efore ascertaining the 
statutory profits. Tlie allowance is calculated on the value of the 
Plant and Machinery at the commencement of the yea ■- • no allow- 
ance is made for additions made during the year. 'HiC allowance 
will only be made where renewals have been charged to capital and 
repairs to revenue; if renewals have been charged to revenue, the 
trader must forego the allowance. In some cases, the trader may 
derive more benefit by waiving the claim for wear ajid tear, in return 
for being allowed to charge against the profits all repairs, renewals, 
and replacements of Plant and Machinery. Where machinery has 
been replaced in consequence of obsolescense, the loss on the sale 
of the same may be claimed as a deduction before ascertaining the 
assessable profits. 

Where, as is usually the case, the allowance is an agreed percen- 
tage on the diminishing value of plant and machinery, the diminish- 
ing value for this purpose is the capital vahie less the ^owances 
made from time to time, irrespective of the ^ount written off in 
the books for depreciatibn. The’ studient shbtdij note the more 
restricted meaning of " Wear and Tear.'* .The ^oUnt claimed for 
“ Wear and Tear " should bb entered dh the return form. The 
following rules^ relating to the total amount that may ba claimed, 

* Income Tax Act, 1918, Schedule t>, Cases 1 and II, 1^14 6(8} and 
Rule 6 (3). . ' 
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and to the canying forward of the allowance from year to year in 
certain cases, should be carefully studied. 

No deduction ior wear and tear or repayment on account of any such 
deduction shall be allowed for any year if the deduction, when added to the 
deductions allowed on that account for any previous years to the person 
by whom the trade is carried on, will make the aggregate amount of the 
deductions exceed the actual cost to that person of the machinery or plant, 
including in that actual cost any expenditure in the nature of capital 
expenditure on the machinery or plant by way of renewal, improvement, 
or reinstatement 

Where full effect cannot be given to any such deduction in any year owing 
to there being no profits or gains chargeable for that year, or owing to the 
profits or gains chargeable being less than the deduction, the deduction or 
pirt of the deduction to which effect has not been given, as the case may be, 
shall, for the purpose of making the assessment for the following year, be 
added to the amount of the deduction for wear and tear for that year and 
deemed to be part of that deduction, or if there is no such deduction for that 
year, be deemed to be the deduction for that year, and so on for succeeding 
years. 

For example, suppose the profits of a firm, as agreed with the 
inspector, to be £2,000, and that the claim for wear and tear, as 
also allowed by the inspector, to amount to £2,300, then £300 will 
be the balance to carry forward as an addition to the amount sub- 
sequently to be allowed as a deduction from future assessable profits. 

The Income Tax Act, 1918, authorizes appheation to a Board of 
Referees by any class of trdde which is dissatisfied with the rate 
of depreciation allowect The Board consists of professional and 
business men, who may now grant any rate of allowance for depre- 
ciation of plant and machinery which they consider just. 

'' Wear and Tear ” allowance may now ^ be claimed by professional 
persons, and persons occupying lands wiiere the profits of such 
occupations are assessable according to the Rules of Schedule D. 
Employees, assessable under Schedule E, may also claim the 
allowance. 

EXEMPTION 

Exemption. The following are exempt from assessment for 
income tax — 

(1) The Crown. 

(2) Certain Buildings under Sch. A, such as public schools, 
university halls and colleges, hospitals, almshouses, literary and 
scientific institutions. 

^3) Registered Friendly Societies and Trade Unions. 

(4) Industrial and Co-operative Societies (but not exempt 
from tax under Sch. A), 

(5) Trustee Savings Banks. 

(6) Colleges, Universities, Scientific Institutions. 

(7) Charitable Institutions (in so far as their income from rents, 

» Fihance Act, 1925, Section 16. 
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interest, and dividends and profit from trading is applied to 
charitable purposes). 

(8) Funds held by Insurance Committees, Approved Societies, 
and the Government Departments concerned, for the purposes of 
the National Health Insurance Act, 1924. 

If any income is received less tax, repayment of the tax can be 
claimed in the above cases. 

Wounds, disablement, and disability pensions, and allowances 
for children granted by the Ministry of Pensions, to the widows of 
ex-service men, are exempt, and should not be included in the 
return form. 

The accumulated interest on National Savings Certificates is also 
exempt. 

Earned Income. This includes salaries and wages of employees, 
pensions, etc., salaries from public office or employment, managing 
director’s remuneration, profits from the occupation of farms, 
profits from trade or busines.s, including partners’ salaries and 
interest on their capital in the case of acting partners. Where 
there are dormant or sleeping partners, the profits of such partners 
are regarded as investment income. The precedent acting partner 
of a firm has to make a declaration as to whether each partner is 
a “ sleeping ” or “ acting ” partner. 

Investment Income. Under this heading will be included all 
income obtained without personal service or effort, such as rents 
from the ownership of land, houses, etc., dividends from investment:,, 
interest on money lent, profits from business or trade in the case of 
a dormant or sleeping partner. When a private firm is converted 
into a limited company, its profits become investment income instead 
of earned. The tendency of limited companies, especially private com- 
panies, is to remunerate the directors by means of a percentage on the 
annual profits, as such income is then earned income ; whereas if the 
profit is distributed by way of dividend, it would be unearned income. 

SUPER-TAX AND SUR-TAX 

Rates of Tax. Super-tax, which has ceased to be chargeable since 
the year 1928-29, was. a separate tax based upon the amount by 
which income exceeded a specified limit. The basis of the assess- 
ment was the statutory income from all sources of the preceding 
year. Thus, an individual whose statutory income for the year 
ended the 5th April, 1924, was, say, ;f5,000, was assessed to super- 
tax for 1924-25 in respect of £5,000. Super-tax has now been 
replaced by Sur-tax which is regarded as additional income tax, 
and is based upon the statutory income for the year of assessment. 
Consequently, only one return (instead of the two returns formerly 
demanded) is now required for thy purposes of both income tax and 
sur-tax. 
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The rates of sur-tax at present in force are — 


Part of Income 


.e. part between 


Pate 

s. d. 


1st /2,000 of income . 
1st 2^00 above ;f2,000 
2nd ^500 above /2,000 
;£1,000 above p.OOO 
^1,000 above lA,m 
j£l, 000 above ]£5,000 
^2,000 above ;i6.000 
;£2.000 above ;t8.000 
;f5.000 above £10.000 
000 above ;£15,000 
;il0.000 above £20.000 
£20,000 above £30,000 
All above £50,000 . 


£0 and £2,000 
£2.001 and £2.500 
£2,501 and £3,000 
£3.001 and £4.000 
£4,001 and £5.000 
£5.001 and £6,000 
£6.001 and £8.000 
£8.001 and £10,000 
£10.001 and £15.000 
£15,001 and £20,000 
£20,001 and A30.000 
£30,001 and £50,000 
£50,001 and upwards 


Nil. 

1 - 

1 3 

2 - 
3 - 

3 6 

4 - 

5 - 

5 6 

6 - 
6 6 
7 - 
7 6 


Mode of Assessment. Sur-tax is assessed and cliarged by the 
Special Commissioners. It is regarded as an instalment of income 
tax due and payable on the 1st January following the end of the 
year of assessment to which it relates. Sur-tax for 1929-30^ (due 1st 
January, 1931) and for subsequent years is payable at the rates 
in force for the fiscal year in which it becomes due, and not at the 
rates in force for the year of assessment. The same rights of appeal 
and recovery of duty apply to sur-tax as to the other portions of 
the income tax. The sur-tax assessment for each year is based on 
the total income from all sources for the yea.! of assessment. Sur-tax 
is payable only in respect of individuals. 

Limited Companies. Tlie Finance Acts, 1922 and 1927, made 
provision for super-tax and sur tax in the case of certain limited 
companies. 

If the Commissioners consider that any limited company hcK 
not, within a reasonable time after the end of any period ending 
after 5th April, 1922, distributed a reasonable portion of its profits, 
they may treat the undistributed profits as having been received 
by the members of the company. 

The directors of a company may make a statutory declaration 
to the effect that in their opinion there has not been and will not be 
any avoidance of sur-tax through failure to distribute a reasonable 
part of the income. Unless they see reason to the contrary, the 
Commissioners will then take no further action in the matter. 

The provisions relating to the assessment of sur-tax in the case 
of companies apply only to companies which are under the con- 
trol of not more than five persons, and which are not subsidiary 
QOmpanics or companies in which the public are substantially 
intetest^d. A company is deemed to be under the control of any 

^ Finance Act. 1930. 
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persons where the majority of the voting power is in the hands of 
those persons or their nominees. A company in which the public 
is substantially interested is one in which shares (not being shares 
entitled to a fixed rate of dividend) with at least 25 per cent of the 
Voting power are held by the public, and such shares have been the 
subject of dealings on a Stock Exchange in the United Kingdom, 
during the period concerned, and have been quoted in the official list. 

ADJUSTMENT OF ACCOUNTS FOR ASSESSMENT 

Two Methods in Use. There are two methods of ascertaining 
the amount of profit assessable for income tax purposes — 

(1) To take the net profit as per the Profit and Loss Account, 
add back all those deductions which are not allowed by the Income 
Tax Authorities, and deduct such items as are not taxable or have 
already been taxed. 

(2) To take the gross profit as per the Trading Account and 
construct a new Profit and Loss Account, including only such profits 
as arc taxable, and only those losses and expenses which are allowed 
by the Revenue Authorities to be deducted. If this procedure is 
adopted it must be borne in mind that the Trading Account itself 
may contain inadmissible items, e.g. royalties, and adjustments 
therefor must not be overlooked. 

The student should accustom himself to both methods, although 
Method (2) is rarely operative except in cases where the book-keep- 
ing is defective. 

Examples. The following is the Profit and Loss Accon*;t of 
Robert Reynolds, manufacturer, for the year ending Dec. — 

Dr. PROFIT AND LOSS ACCOUNT CV. 




£ 

s. 

d. 




‘d. 

To Bank Interest and Charges 

20 

- 

- 

By Gross Profit as per Trading A/c 

2,368 

- 


,, Subscriptions and Donations to 




„ Discounts Received 

85 

- 

- 

Charities 


15 

— 


„ Profit on Sale of Investments . 

45 

- 

- 

„ Trade Expenses 


128 

- 

- 

„ Dividends, less tax • • . 

24 

- 

- 

Income Tax, Sch. A, at 4/ 


36 

- 

- 





„ Income Tax, Sch. D' 


74 

- 

- 





„ Salaries 


426 

- 

- 





„ Discounts Allowdl 


X 20 

- 

* 





„ Proprietor's Salary 


260 

- 

- 





Repairs . . 


1 ? 

- 

- 





Bad Debts 

Bad Debts Reserve 

£180 

" 







Less Old Reserve 

140 

40 

- 

• 





Fire Insurance 

, 

18 

- 

- 





.. Office Expenses 


37 

- 

- 





Loss by Cashier's Embezzle- 








ment (not covered by insur- 

60 







ance) . . . . 

. 

- 

- 

1 




„ D^reciation — 

Lease 


80 

- 






Goodwill . 

Plant and Machinery 


35 

- 

- 






46 

“ 

- 





Interest on Lo.!!! . 


24 

“ 

— 





Iitt rest on Capital . 


ISO 

- 

- 

1 




„ Gcojnd Rent . 

„ Balance (Net Profit) 


25 

— 

— 






839 








• 

£«,522 

2 



£2.332 

mm 

2 
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Tlie inspector agrees to an allowance of £25 for wear and tear of 
plant and machinery, and is prepared to admit as an expense £10 
subscription to a local hospital at which employees receive treatment. 
R. R. claims £23 for life assurance premium. The assessment under 
Schedule A is £180. Make up R. Reynold's return for assessment 
for the CTurent year. 

First Method — 


Dr. PROFIT AND LOSS ADJUSTMENT ACCOUNT Cr. 


To Deduction of Items — 

£ 

s. 

d. 

By Net Profit as per Profit and 

£ 

s. 

d. 

*• Full Annual Value of 




Loss Account 

Deductions not allowed, added 

*39 

- 

- 

Premises : 

220 

- 

- 







back— 




Dividends (taxed) 

Profit on Sale of Investments 

24 

- 

- 

Subscriptions and Donations 

5 

- 

- 

45 

- 

— 

Income Tax . • 

xio 

— 

— 

Halauce (Assessable Ihrofit) 

1.295 


- 

IVoprietor’s Salary . 

Bad Debts Kesurve 

260 

- 

- 




40 

- 

— 





Depreciation , • 

i 6 x 

- 

- 





Interest on Loan • 

24 

— 

— 





Interest on Capital • . 

120 

- 

- 





Ground Rent • 

2.5 


- 



l“ 

- 


s 

1’“ 

- 






' 



Second Method — 


Dr PROFIT AND LOSS ADJUSTMENT ACCOUNT Cr 


To Bank Interest and Chnrues 
„ Subscription to Hospital . 

„ Trade bxpenses 
„ Salaries .... 

„ Discounts Allowed 
,, Repairs .... 

„ Bad Debts .... 

„ Fire Insurance 
„ Office Expenses 
„ Cashier's Emberrleinent 
„ Full Annual Value of Premises 
„ Balance (Assessable profit) 

£ 

20 

10 

128 

426 

120 

32 

x8 

37 

fio 

220 

^.295 

$. 

T 

By Gross Profit as per Trading 
Account . . • . 

„ Discounts Received • 

1 

£ 

2,368 

85 

s. d, 

J. 

-L- 


£2,45 \ 




£2,453 

-1 - 
mJmm. 








The profit for current year’s assessment is — 

Deduct claim for Wear and Tear 25 

£i.270 

■* 

Tax at the full standard rate of 4s. 6d. in the £ will be chargeable 
on £1,270. Tax at the full rate will be allowed in respect of one- 
sixth of £1,270 (earned income) and of the personal allowances; 
also at 2s. upon £250 of the income. A deduction will then be 
made at 2s. in the £ in respect of the insurance premium of £23. 
It is assumed the policy was taken out after 22nd June, 1916. 

* See page 988. 
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Example 2 . The trading results of the A B C Co., Ltd., for the 
precedingyear, as shown by their books, are: Profit £6,842. Before 
arriving at these figures, the following items have been charged or 
credited in the accounts — 


Pension to late Secretary 180 

Directors' Fees 400 

Rent of Trade Premises • , . ... 360 

Royalties paid ....... 35 

Dividends received 133 

Depreciation of Plant and Machinery .... 240 

Amount written off Goodwill ..... 260 

Transfer to Reserve ........ 300 

Debenture Interest ....... 420 

Sinking Fund to repay Debentures . . . ,150 

Income Tax, Schedule D 270 

Bank Interest ........ 20 

Transfer Fees received ...... 45 


The inspector makes an allowance of £120 for wear and tear of 
plant and machinery. Make up the Company’s Return for 
Assessment. 


INCOME TAX RETURN 



£ 

Profits as per Profit and Loss A/c. . . . 

6,842 

Loss as per Profit and Loss A/c .... 


Add deductions not allowed — 


Royalties paid ...... 

35 

Depreciation of Plant and Machinery . 

J40 

Amount written off Goodwill • . • • 

260 

Transfer to Reserve . 

300 

Debenture Interest ...... 

420 

Sinking Fund instalment ..... 

150 

Income Tax, Sch. D 

270 


8,517 

Deduct Dividends (already taxed) 

133 

Adjusted Profits .... 

£8.384 


Profit for current year's assessment ;f8,384 
Deduct Claim for Wear and Tears* 120 

Assessment ;£8,264 


at the standard rate, the concern being a limited company. 

Note, Bank interest is usually collected by the bank by moans of a debit 
in the customer's account. Tax is not deducted and the amount may, therefore, 
be claimed as a deduction in the Profit and Loss Account. 
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Example 3. The assessable profits of Thomas Lupin for income 
tax purposes for the preceding year ending 30th April, 19. were — 
£6,275, after adding back £100 Annual Interest on a loan. He occu- 
pies his own business premises, assessed at £244 gross. He owns 
house property, the rents of which amount to £512, assessed under 
Sch. A at £410 net. He receives £250 per annum for directors' fees. 
His wife has a private income of £775 p.a. free of tax from Invest- 
ments. He and his wife arc insured with a British and also with a 
New York Life Assurance Co. (London Branch), the annual premium 
being respectively £200 paid by him and £100 paid by his wife. 
Compute T. Lupin’s liability for tax and sur-tax for the current 
year. 

The business profit returnable for the current year must be the 
profit of the preceding year ending either on 5th April or prior to 
5th April. It will, therefore, be £6,275. 


TOTAL INCOME FOR INCOME TAX PURPOSES 



'7 

6‘. 

(L 

Busines.s Profits ....... 

6,275 

- 


Annual Value of Busine.ss Premises (£244 less £20 plus it*' 




of ;il44— see p. 982) 

200 

- 


Rents of House Property (Sch, A Assessment) 

410 


- 

Directors’ Fees ....... 

250 

- 

- 

Wife’s Income from Investments (£775 h- £225 for tax 




at 4s. 6d.) • • . • • a * , 

1,000 

- 

- 

Total Statutory Income . | 

1 

;£8.135 

- 

- 


Of this amount, £1,410 has been taxed at source, and tax on the 
balance (£6,725) will be charged on T. Lupin at the full standard 
rate, subject to the following deductions — 

Maximum Earned Income Relief . . Tax @ 4s. 6d. on £250 

Personal Allowance .... Tax @ 4s. Gd. on £225 
Allowance at Reduced Rale . . Tax @ 2s. 6d. on £250 

Insurance Premiums (if allowable) @ 4s. in 
the £, provided the policies were taken 
out before 22nd June, 1916. 

As already stated, sur-tax is based on the statutory income for 
the year of assessment. But since the taxpayer is entitled to deduct 
from annual interest and other annual payments, tax at the standard 
rate only, the amount of such annual payments is allowed as a 
deduction for sur-tax purposes. 

TOTAL INCOME FOR SUR-TAX PURPOSES 

£ s. d. 

Total Statutory Income as above . 8,135 - - 

Less Charges 100 - - 


Total Income for Sur-tax 


. ^8,035 
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CALCULATION OF SUR-TAX PAYABLE 


First ^2,000 . 

. . . Nil 

d. 

Next ^500 @ Is. 

■ • • 2d — 


£500 @ Is. 3d. 

31 5 


„ ;il,000 @ 2s. . 

100 ^ 


;£1.000 @ 33. . 

. . . 150 - 


.£1.000 @ 3s. 6d. 

175 - 

— 

;£2,000 @ 4s. . 

400 - 


„ ;£35 @ Ss. . 

. . . 8 15 

- 


Total Sur-tax . . ;£890 - - 


Interest on Loans and on Debentures. Where a trader has 
deducted tax at the standard rate on any Interest on Loans, and is 
chargeable on his business profits at any lower rate, he must 
account to the Income Tax Authorities for the difference in tax on 
such interest ; that is, he will not, in his capacity as collector for 
the Revenue Authorities, be allowed to make any gain therefrom. 
Again, if in any year he makes a statutory loss, he must still account 
for tax deducted on any interest. Likewise, a joint stock company 
would be assessed on its debenture interest, even though for the 
year of assessment it had made a statutory loss. 

PARTNERSHIPS 

Partners and Income Tax. The assessment is made on the firm. 
The allowances to which the partners may be individually rn<^itlv,d 
will be made on the firm's a,ssessment. 

The income of a partner from the partnership for the year to wliich the 
claim for individual allowances relates shall be deemed to be the share in the 
partnership profits to which he is entitled during the year of assessment, such 
profits being estimated in accordance with the Income Tax Acts. 

The partner makes a separate Return for the \ »urpose of claiming 
allowances or earned income relief. 

Example i. Jones, Barron, and Kerry are in partnership sharing 
profits and losses equally, Jones receives a salary of ;f500, Barron 
£400, and Kerry £300 per annum. The capitals of the partners 
are— Jones £5,000, Barron £4,000, Kerry £3,000 ; and by the 
partnership deed each of the partners is entitled to interest on his 
capital at 5 per cent per annum. The firm's assessable profits for 
the previous year, as ^reed with the inspector, were £8,253. Tine 
partners have no other source of income. Draw up a statement 
showing how the tax payable by the firm should be allocated among 
the partners. What difference would it make if the charge fpr 
income tax was merely debited to the Rates and Taxes Account as 
an ordinary business expense ? 
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The allocation as between the partners is — 

STATEMENT ALLOCATING ASSESSABLE PROFIT BETWEEN 
PARTNERS 



Total 

Jones 

Barron 

Kerry 


'£ 

■1 

■1 

M 

Interest on Capital 

600 




Partnership Salaries 

Share of Assessable Profit divisible as 

1.200 

■1 

■1 

■1 

Profits and Losses 

6,453 

2,151 

2.151 

2,151 


£8,2S3 

;f2.901 

£2,1 

;£2.601 



I f 



from which each partner would claim the allowances to which he 
is entitled. 

When the tax is paid, the best method of dealing witli it is to 
charge each partner's share direct from the Cash Book to his Drawing 
Accoimt. If the tax is debited to the Profit and Loss Account and 
borne in the same ratio as general profits and losses, the result in 
the present case would be that each partner would thus bear one- 
third of the tax; Jones would be undertaxed, Bairon would be 
properly taxed, and Kerry would be overtaxed; or, in other 
words, Kerry would be bearing a portion of the tax on Jones's 
profits. 


Example 2 . Scott, Russell, and Smith are partners in a business 
and share profits and losses four-ninths, three-ninths, and two- 
ninths respectively. Their capitals are: Scott ;f7,000, Russell 
^6,000, Smith £4,000. The partners draw salaries as follows : Scott 
£450 p.a., Russell £350 p.a., and Smith £200 p.a. lliey are also 
entitled to interest on their capitals at the rate of 5 per cent per 
annum. Scott has a private income from hou.se property assessed 
under Sch. A at £300 net. Russell has one child under 16 at the 
compiencement of the year of assessment, and pays a life assurance 
premium of £55 per annum. His wife has an income of £200 
gross from Investments. Smith pays an annual life assmance 
premium of £30. The assessable business profits, as agreed with 
the inspector, were £4,469. Make up the firm’s Return for assessment, 
and show the allocation of the tax among the partners. 

*rhe firm's assessment will, therefore, be £4,469 less the allowances 
to be made to the partners individually. 
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STATEMENT ALLOCATING ASSESSABLE PROFIT BETWEEN 
PARTNERS 



Total 

Scott 

Russell 

Smith 


£ 

i 

£ 

£ 

Interest on Partners' Capital . 

850 



200 

Partnership Salaries 

1,000 



200 

Share of Assessable Profit divisible in 
same ratio as profits and losses 

2,619 

1,164 

873 

582 


HI 



£99,2 







Scott's total income is £1,964 plus £300 (already taxed), viz. 
£2,264. He will claim earned income relief on £250, and the personal 
allowance. 

Russell's total income is £1,523 plus his wife's income £200 
(already taxed), viz. £1,723. His allowances will be, earned income 
relief, £250; personal allowance, £225; allowance for child, £60; 
insurance premiums on his own life, viz. £55. 

Smith's total income is £982. Of this, £164 will be allowed as 
earned income relief. Smith will also claim the personal allowance, 
and the allowance for insurance premiums. 


The firm's assessment will thus be — 


Less Allowances — 

Earned Income Relief: 
Scott (maximum) 
Russell „ 
Smith (one-sixth) 

Personal Allowance : 
Scott (say) 

Russell 
Smith (say) 

Child’s Allowance : 
Russell • • 


£25(i 

250 

164 




£\3S 

223 

135 

;i495 


m 


£A.m 


1,219 


;£3.250 


Tax would be chargeable at 4s. 6d. in the £ upon £4,469. Tax 
would be allowed at 4s. 6d. in the £ upon £1,219, and at 2s. 6d. in 
the £ upon £750. From this amount would be deducted — 

Insurance Premiums — 

Russell • • • • £55 j (say) 3s. 

Smith . • • • 30 ( 2s. 
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Partners and Sur-tax. The following illustration, adapted from 
a circular issued by the Clerk to the Special Commissioners, should 
also be carefully sUidied — 


A firm consisting of three members (A, B, and C) might have— 

it 

Partnership profits as assessed for the year 1929-30 (say) 
Partnership income receivable in the year from (a) Divi- 
dends upon Investments ; (6) Interest ; (c) Rents : 

(d) Annual Value of Premises ; and (e) any other sources 
of taxed income (say) 

Dividends upon Investments .... 2,500 

Interest upon Loans ...... 2,500 

Rents ........ 2,500 

Annual Value of Premises owned and occupied by 

firm — i.e. the net Income Tax Assessment (Sch. A) 2,500 


£ 

20,000 


10,000 


Total income for Income Tax purposes . 30,000 

If the firm made any pajrments to third persons in respect 
of, for instance, (a) Ground Rents, {b) Annual Interest 
on Mortgage or other loans to the firm, (c) Annuities 
payable out of profits, these should be claimed as 
deductions from the above, as follows (say) — 

Ground Rents ....... 1,000 

Annual Interest ....... 1,000 

Annuities payable out of Profits .... 1,000 

3,000 


Leaving . , . £27,000 

which represents the sum which for Sur-tax purposes is to be treated as 
divisible among the partners in the firm. 

Supposing, therefore, that for the year 1929-30, under the Deed of Partner- 
ship, partner B is entitled to a salary of 1,000 as a first charge in the partner- 
ship profits, and that the capital of the firm, amounting for that year to (say) 
^60,000, held equally by the partners, is next directed to be credited with 
interest at 5 per cent per annum, and that the balance of the profits is divisible 
in the proportion of : A, five- tenths ; B, three- tenths ; C, two-tenths ; then the 
income from the partnership of each member of the firm for Sur-tax purposes 
for the year 1929-30 ‘ would be as follows — £ £ 

Partnership income for Sur-tax purposes, as shown above 27,000 

Less — 

Managing Partner's Salary 1,000 

Interest on Partner's Capital {£00,000 at 5%) . 3,000 

4,000 


Amount proportionally divisible among the partners 


;£23,000 


Interest on capital 
Five* tenths profits 


£ 

1,000 

.11,500 


12,500 


B 

Interest on capital 
Three-tenths profits = 
Salary . 


£ 

1,000 

-6,900 

1,000 

8,900 


C £ 

Interest on capi tal 1 ,000 
Two- tenths profits* 4,600 


5,600 


£27,000 

^ Sur-tax for 1929-30 is payable on 1st January, 1931, at the rates of tax 
in force for the year 1930-31. 
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These sums of ;fl2,500, ;£8.900. and ;f5,600 represent the amounts such 
partners A, B, and C respectively are for Sur-tax purposes to be considered 
to have derived from this business, and should be entered by them in their 
several returns. 

Partners who have borrowed, on their personal security, money which 
they put into the business must not treat the interest they pay thereon 
as a deduction in arriving at tlieir shares ol the Partnership profits, in space 
No. I (rt) of the Form of Return, but such interest should be claimed as a 
deduction in space No. 2. 

SPECIAL CLAIMS AND ALLOWANCES 

Setting off Losses of one Business against the Profits of Another. 
By the Income Tax Act, it is provided that where a person carries 
on, either solely or in partnership, two or more distinct trades, 
manufactures, adventures, or concerns in the nature of trade, the 
profits of which are chargeable under the rules of Schedule I), he 
may deduct or set off against the profits gained in one or more 
of the said concerns the excess of the loss sustained, in any other 
of the said concerns, over and above the profits thereof. 

Example. H. Humphrey is in partnership as a general hardware 
dealer, and his share of the statutory profits, as agreed with the 
surveyor, amounts to £1,057. He is also engaged in business as 
a grain merchant ; from this source he sustains a loss, the statutory 
amount of tvhich is agreed with the inspector at £740. In addition, 
he has a private income from Investments of £150 net. Make up 
his claim for relief under the above-mentioned Act. 


RETURN OF TOTAL INCOME FROM ALL SOURCES 




£ 

. 9 . 

d. 

Business Profit as Hardware Merchant . 

Less Business Loss as Grain Merchant . 

£1,057 

740 

317 



Private Income from Investments, gross (say) . 

• 

200 

- 

- 

Total Statutory Income 

• 

£517 

- 

- 



J 

: 



Business Loss in Year of Assessment. By Section 34 of the Income 
Tax Act, 1918, as amended, it is provided as follows — 

1. Where any person sustains a Loss in any Trade, Profession, Employment, 
or Vocation carried on by him either solel}’ or in partnership, or in the Occu- 
pation of Lands for the purpose of Husbandry only, or in the occupation of 
woodlands in respect of which he has elected to be charged to tax under 
Schedule D, he may, upon giving notice in writing to the Surveyor of Taxes 
for the district, within one year after the year of assessment, apply to the 
general commissioners or to the special commissioners for an adjustment of 
his liability by reference to the loss and to the aggregate amount of his income 
for that year e.sti mated according to this Act. 

2. The commissioners shall, on pic of to their satisfaction of the c^nount of 
the loss, and of the payment ol tax upon the aggregate amount of income. 
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give a Certiiicate authorizing repayment of so much of the sum paid for tax 
as would represent the tax upon income equal to the amount of loss, and the 
certificate may extend to give exemption, abatement, or relief, depending upon 
total income from all sources. Upon the receipt of the Certificate, the Com- 
missioners of Inland Revenue shall cause repayment to be made in conformity 
therewith. 

3. If any person shall be guilty of any fraud or contrivance in making 
any application under this section, or in obtaining any such adjustment 
or Certificate as aforesaid, he shall forfeit the sum of Fifty Pounds. 

4. Where repayment has been made to a person for any year under this 
section, he shall not be entitled, in computing the assessment for any subsequent 
year, to a deduction of any portion of the amount in respect of which such 
repayment has been obtained. 


When making a claim under this Act, the trader must forward 
with the ofificial form a copy of his Trading and Profit and Loss 
Account for the particular year in question. This section of the 
Act applies only to an actual “ statutory '' loss; no claim can be 
made hereunder simply by reason of " diminishing profits.*' The 
advantage derived from a successful claim under this Act is, how- 
ever, largely counterbalanced by the fact that such loss is not 
permitted to be set against future profits. 

For example, suppose the adjusted results for four years were: 
(1) profit £1,800, (2) loss £1,000, (3) profit £800, (4) profit £1,200, 
the assessments would be — 


(a) If CUim is made 
and ts tUhitfed 


b) If no Claim 
is made 


(2) ;fl.800-;£l,000 

800 

(2) 

1,800 

(3) 

Nil 

(3) (;il,000 loss carried forward) 

Nil 

(4) 

800 

(4) ;^800-£800 (part of loss) 

Nil 

(5) 

1,200 

(5) £\fZ00-£20O (balance of loss) 

1,000 


£2, mo 


^2,800 


It is assumed that tax has been paid on £1,800 and repaid on 

£ 1 , 000 . 

Repayment of tax can be claimed only to the extent of the 
income on which it has been paid. Thus, if the statutory loss 
amoimts to £650, and tax has been paid only on £520, then tax 
can be recovered only on £520. The. balance of £130 will be set 
against future assessments for the following five years. 

Carrying Forward Losses. Instead of claiming relief by (i) setting 
OS' the loss against the profits of another business, or (ii) claimii^ 
repayment under Section 34 of the Income Tax Act, 1918, tHe 
taxpayer may (iii) elect to carry forward the loss as a set-off against 
the profits on wfech he is as.scssed for the six following years of 
assessment.^ And where the loss is not fully covered by methods 
(i) and (ii) the balance may be carried forward under (iii). 

* Finance Act, 1926, Section 33. 
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New Business. (First Year.) The first year’s assessment is based 
upon a proportion of the profits in the first year or accounting period. 

(Second Year.) The Finance Act, 1926, provides that {a) where 
the trade, profession, or vocation has been set up and commenced 
within the year preceding the year of assessment, the computation 
shall be made on the profits or gains for one year from the period 
of the first setting up of the same ; and (ft) the person charged shall 
be entitled, on giving notice in writing to the surveyor, within 
twelve months after the end of the year of assessment, to be charged 
to income tax on the amount of the profits or gains of the year of 
assessment. 

The Finance Act, 1930 (Sect. 15). introduced an extension of this 
principle, so that where a business has been set up on or after 6th 
April, 1928, the taxpayer may, by notice, claim to be assessed 
for the second and third years on the actual profits of those j^ears. 
The election to be so assessed must be made in respect of both the 
second and third years ; and where this basis would be unfavour- 
able to the taxpayer he may revoke any notice previously given, 
whereupon the assessments will follow the normal method, i.e. the 
second year's assessment will be based upon the profits of the first 
twelve months as stated at (a) in the preceding paragraph, and the 
third year’s assessment will be based upon the profits of the preceding 
year. 

Example. Business commenced 1st October, 19 — . Profits for 
the first three accounting periods ending 30th September, £’800, 
£600, and £1 ,300 respectively. 


Years of 
Assessment 

First . 
Second 
Third . 


Normal Ajtifal 

Assessment Piofits 

£ £ 

. 400 (;£800 X i) 400 

. 800 (£800 X i + £600 x J) 700 
. 800 (£600 X i f £1300 x i) 950 


The taxpayer may elect to have the assessment for the second 
year reduced to the actual profits, i.e. £700. In this case the assess- 
ment for the third year will also be on the actual profits, i.e. £950. 
If this basis proves on the whole unfavourable to the taxpayer he 
may. within twelve months alter the end of the third year, revoke 
the notice previously given, when the normal assessments will apply. 
(The student is warned against assuming from the above figures 
that the normal assessment will favour the taxpayer in this case; 
the whole of the circumstances including rates of tax in force for 
the various years, other income, “ allowances ” available, and 
liability to sur-tax will have to be carefully reviewed.) 

Discontinuance of Business. The Finance Act, 1926, provides 
that where in any year of assessment a trade, profession or 
vocation is permanently discontinued the assessment shall be 
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adjusted to the actual profits of such year commencing 6th April. 
Any tax overpaid may be reclaimed, but an additional assessment 
may be made if the actual profits exceed the assessed profits of such 
period. If, during the year of assessment preceding the year of 
discontinuance, the actual profits exceed the assessed profits of such 
period an additional assessment will be made, but no tax may be 
reclaimed if the assessed profits exceed the actual profits of such 
period. 

Example. A business, whose trading year is 1st April to 31st 
March, is closed down at 30th September, 1929. 

Actual profits Assessment 

1926- 27-^;f700 

1927- 28— Nil £700 

1928- 29— ;£500 Nil 

1929- 30— £200 £500 

If the actual profits of 1927-28 had been £600 (this being the 
assessment figure for 1928-29) tax could not be reclaimed on £100 
(£600-£500). 

Change or Succession (Commencing 6th April, 1928). By the 
Finance Act, 1926, when a change occurs in a partnership, by 
reason of retirement or death, or dissolution of the partnership 
as to one or more of the partners, or the admission of a new partner, 
within the period of assessment, the profits and gains are to be 
computed in the same manner as before, provided that any member 
of the new partnership had a share in the business before the 
change took place. If, however, all the persons who had a share 
in the business before and after the change made application to the 
inspector of taxes within three months^ of the change the business 
may be treated as a new one and the old partnership as a dis- 
continued business. Where no member of the new partnership had 
a share in the old partnership the business is treated as a new one. 

When two or more businesses are amalgamated, the profits of 
the businesses will be added together, and will form the basis for 
ascertaining the new assessment. 

When a private firm is converted into a limited company, the 
profits of the latter will be computed and ascertained on the basis 
of a new business. 

SHARE OR PAPER PROFITS 

Method of Assessment. Joint Stock Companies occasionally 
make '* paper profits, which are commonly converted into fully- 
paid shares. In such cases, the assessment of such profits for income 
tax is made as follows — 

(a) If the shares are distributed, they must be valued at the 
^ Increased to twelve months (Finance Act, 1930). 


Adjusted 

Assessment 


£500 

£200 
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market price, or at a price to be agreed with tJic local commissioners. 
Tax is then payable on this value. 

(b) If the shares are not distributed but held by the company, 
the assessment may remain in abeyance for three years, the company 
to account for any sold during this time. At the end of this period 
the shares will be valued, and tax is then payable on such value. 

Profits made by promoters are sometimes Issued in the form of 
fully-paid shares. 'Fhese are treated in the same way as above. 
Tax is payable on the assessed value, less any expenses ncce.ssarily 
incurred by the party receiving them, i.e. in the case of tlie promoter, 
the cost of issuing the prospectus, registration fees, etc., if borne 
by him. 


REPAYMENT 

Statutory Provisions. The following is a brief summary of the 
cases in which income tax already paid can be recovered by means 
of a claim for repayment — 

, (1) Where the total income does not exceed £225 in the case of a married 

individual and ,fl35 in other cases, and the whole or any part of such inctnne 
has been received less tax. 

(2) Where earned income relief has not been granted. 

(3) Where a person is liable to pay tax at a lower rate only and his income 
or any part of it has been received Jc.ss tax at a higher rate. 

(4) Where a person is entitled to au allowance (a) for life assurance pre- 
miums ; (6) for children under 16 years of age, 

(5) Where a lessor of plant and maclunery is entitled to an allowance for 
wear and tear. 

(6) In the ca.se of charitable institutions, public schools, literacy and 
scientific institutions, etc., entitled to exemption. 

(7) In cases of double assessment, i.e. where a person has paid tax twice 
for the same year on the same income. 

(8) Where the actual profits from working a farm amount to less than the 
statutory assessment, repayment of tax can be claimed on the difference. 
(Schedule B only.) 

(9) In the case of an additional allowance in respect .jf maintenance of 
lands and buildings under Schedule A. 

(10) Where a business has been set up within one year, or during the year 
of assessment. 

(11) Where the business has been discontinued. 

(12) Where a loss has been sustained. 

(13) Where interest has been paid to a bank in full without deduction of 
tax, and such interest has not been treated or allowed as a business expense. 

Repayment claims may now be made half-yearly. Formerly the 
claim could only be made at the end of a year. 

Dominion Income Tax Relief. On income which is chargeable 
both to British Income and Dominion Income Tax, relief is given 
by the Britisli authorities at a rate determined as follows — 

(a) If the Dominion rate doc‘s not exceed half the appropriate British rate, 
the relief given is the Dominion rate. 

(f>) In any other case, the relief is on^-half the appropriate British rate. 

(Finance Act, 1920.) 
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The expression '* Dominion ” includes the self-governing 
Dominions, India, all British possessions, protectorp.tcs, and man- 
dated territories. As regards the Irish Free State, an agreement 
has been concluded between the British Government and Irish Free 
State Government granting reciprocal exemption from income tax 
and sur-tax to persons resident in either or both of these two 
countries. 

For the purpose of claiming relief, the “ appropriate rate ” is 
the average rate of income tax payable by an individual on his 
taxable income before the life assurance allowance is made. If 
sur-tax is. payable, the " appropriate rate " is the average rate of 
income tax as above, plus the average rate of sur-tax on the total 
income for sur-tax purposes. 

Example — £ £ 

Total income of a married man with one child . . 600 

Deduct personal allowance 
,, child’s allowance 


Tax Cliargeable — 
£600 @ 4s. 6d. . 
Allowances — 

£285 @ 4s. 6d. . 
£250 @ 2s. 6d. . 


£39 12 6 


. • . . 225 

60 

285 

Taxable Income . £315 

£ s. d. £ $. d. 

. 135 - - 

. 64 2 6 
. 31 5 •• 

95 7 6 


Appropriate Rale = nearest penny). 

Assuming that part of the income has been subjected to 
Dominion taxation as well as British taxation, relief may be 
claimed on the income doubly taxed up to a maximum of Is. 3d. 
in the £. 

FOREIGN INCOME 

Foreign income is income which arises outside of Great Britain, 
Northern Ireland, and the Dominions. 

Persons resident in Great Britain are assessable on the full amount 
of income derived from any source outside of this country, whether 
it is actually remitted to this country or not. 

Foreign income — unless remitted to this country — ^is not assessable 
in the following cases — 

{a) Where the owner is not domiciled in the United Kingps||jtn. 

(b) Where the owner — a British subject — is not ordinarily a 
resident in the United Kingdom. 

(c) In the case of foreign possessions other than stocks, shares, 
or rents. 
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Liability for Assessment. 

(I) Residents in the United Kingdom are assessable on — 

(«) All income arising in this country ; 

(b) All profits derivable from foreign income (sec regulations 
above). 

(II) Persons not residing in the United Kingdom are assessable 
on all profits arising in this country; but are exempt from liability 
in respect of profits accruing abroad. 

{Note. Non-residents are not chargeable on income from the 
following investments — 

(a) Discount on Treasury Bills issued on or before 31st August, 
1922. 

(b) Interest on 5 per cent War Stock. 

(c) 5 per cent and 6 per cent Exchequer Bonds. 

(d) 5 per cent National War Bonds. 

(e) Post Office issues of 4 per cent Funding Loan. 

(/) 4 per cent Victory Bonds. 

is) per cent Exchequer Bonds.) 

Return for Income Tax. The retmn for income tax prepared by 
British subjects residing abroad must show the Total income, 
wherever arising. 

The British portion is charged at the average rate applicable as 
if the total income were British. 

Example. H. Campbell, residing abroad, has an income of /[i ,200 ; 
£200 of which is British. He is married and has one child. 

Soluiion — 

Total income, £1,200. 

£ s, d. 

Tax @ 4s. 6d. . • . • . . . 270 - - 

As a British subject he would be entitled to the following 
abatements — 

Wife and Self . £225 
One child • . 60 

£285 @ 4s. 6d. . £64 2 6 
£250 @ 2s. 6d. . 31 5 - 

95 7 6 


Tax payable if resident in U.K. . . £174 12 6 


As the foreign income is not taxable, the following adjustment 
must be made — 

The proportion that the British mcome bears to the total income 
is one-sixth, therefore the sum payable by the taxpayer is one-sixth 
of £174 12s: 6d. = £29 2s. Id. 
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The actual tax paid on the British income being £45, a claim for 
repayment of the difference between this sum and ^'29 2s. Id, may 
be lodged, i.e. the taxpayer may claim a refund of £15 17s. lid. 


QUESTIONS ON CHAPTER XXVI 
A 

1. What is income tax ? What persons are liable to it ? 

2. What is meant by taxation of income " at source ** ? Give examples. 

3. Who are (a) the District Commissioners ; (6) the Additional Commis- 
sioners : (c) the Special Commissioners ; {d) assessors ; {e) inspectors ; and 
what are their duties ? 

4. Can appeals be made against assessments? Whose decision is final 
(a) on questions of fact : ib) on questions of law ? 

5. Enumerate the schedules under which income tax is levied. What is 
the official year of assessment ? 

(5. What rates of tax are there? 

7. What IS the scope of Schedule A tax ? What is meant by "annual value’*? 

8. How are house and farm property assessed under Schedule A ? Give 
examples. 

9. Is the landlord's tax always collected from the tenant ? Can the 
tenant deduct from his rent the full amount of tax paid ? 

10- What property is exempt from taxation under Schedule A ? Is income 
taxable under t^ schedule regarded as earned or investment income ? 


B 

1. What income is taxable under Schedule B, and is it earned or investment 
income ^ 

2. What is the mode of assessment unde*- Schedule B ? Give examples. 
Has the taxpayer a choice of any other method ? 

3. What taxable income is included under Schedule C ? Is it earned 
or investment income ? 

4. What is the mode of assessment under Schedule C ? How is the tax 
usually collected ? Is there any exception ? 

5. What income is taxable under Schedule E ? Is it earned or investment 
income ? 

6. What 13 the mode of assessment under Schedule £ ? 

7. How is tax collected under Schedule E ? What exceptions are there ? 

8. Are employers under any obligation to make a return for income tax 
purposes of the names, addresses, and salaries of their employees ? 

9. What taxable income is comprised under Schedule D ? Is it earned 
or investment income ? 

10. What is the mode of assessment under Schedule D ? What is meant 
by " statutory " income under this schedule ? 

C 

1. How is the income of married women regarded by the Income Tax 
Acts ? Can a wife claim to bo separately asse.ssed ? 

2. W hat persons and things are exempt from assessment for income tax ? 

3. Explain the computation of the tax payable. 

4. To what personal allowance is (a) a single man. (b) a married man, 
entitled ? t 

5. What relief is granted to persons with respect to earned income i 
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6. What are the allowances granted in respect to (a) children, (b) dependent 
relatives, (c:) life assurance premiums ? 

7. What is “ eal’ned *' income as defined by the Income Tax Act. 1918? Is 
the income ol partners from a partnership earned or unearned income ? 
Wliat declaration has to be made on Form 1 1 by the precedent acting partner ? 

8. What income is comprised under the heading of “ investment " income ? 
Are directors' fees and remuneration earned income ? 

9. Wheat is sur-tax ? On whom is it levied ? What are the limits of 
income and rate?s of tax respectively ? 

10. What IS the mode of assessment for sur-tax ? By whom is the 
assessment made ? 


D 

1. In estimating the "statutory" income for sur-tax assessment, what 
deductions arc allowed ? 

2. What variations are there in the method of assessment under Schedule A ? 

3. W'hat two methods are there ot adjusting accounts for income tax 
purposes ? 

4. Can the annual value ol trade premises under Schedule A be deducted 
in lieu of rent ? What is meant by a person having a " beneficial interest " 
in the assessment, and how is he affected thereby ? 

5. 1$ a company liable for lax on its debenture interest when it makes 
a "statutory" loss? 

6. How is income tax collected from the partners m a partnership ? 
Can the partners claim to be sepaiately assessed for the purpose of obtaining 
the abatements, allowances, and relief to which they may be individually 
entitled ? 

7. How are the assessable profits adjusted in order to arrive at a partner's 
income (a) for income tax, (6) for sur-tax ? 

8. How .should the income tax payable by a firm in respect of its partners 
be dealt with in the firm's accounts ? 

9. Can losses sustained in one business be set off against the p» earned 
in another ? Give reasons for your answer. 

10. What are the provi.sions of section 34 of the Income Tax Act, 1918, 
with respect to a business loss in the year of assessment ? 


£ 

1. What advantages and disadvantages attach to a claim made under 
section 34 of the Income Tax Act, 1918? 

2. How far can repayment of tax be claimed under the above section ? 

3. What are the provisions of the Income Tax Act. 1926, with respect to 
a " new " business ? 

4. What are the provisions of the Income Tax Act, 1926, with respect to 

discontinuance " of business ? 

5. What are the provisions of the Income Tax Act, 1926. with respect to 
change or succession in business ? 

6. What is the basis of assessment (a) when two or more businesses are 
amalgamated ; (&) when a private firm is converted into a limited company ? 

7. What is meant by Dominion Income Tax, and what allowance may 
be claimed ? 

8. How aie share or " paper " profits valued foi purposes of income tax ? 

9. State briefly some of the cases in whicli income tax already paid can 
be recovered. 

10. Explain sur-tax and illustrate its operation. 
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EXERCISE XXVI 

1. Give an example of Income Tax Return (providing jrour own figures) 
showing clearly: (a) Allowance of tax at standard rate, (b) allowance at 
reduced rate, and (c) tax payable. 

2. Prepare an Income Tax Return for J from the following information — 

(1) J has an income of ^£800. 

(2) He is married and has four children. 

(3) The children's ages are 5, 9, 17, and 18 respectively. 

(4) The eldest child — a boy — is at a college with a scholarship of flOO. 

3. What tax will Miss Newall have to pay on her income, All earned, of 
;£440, after taking into consideration the following facts : Miss Newall main- 
tains a widowed mother who serves in the capacity of helper to three brothers 
who are all below 16 years of age and maintained by Miss Newall. 

4. Prepare the Income Tax Return showing the individual liability of 
husband and wife respectively based on the following particulars — 

Income — 

Husband's : (a) Trade profits, 3^480 ; (b) Dividends, £12 gross. 

Wife’s : (a) Salary, ;£200 ; ift) Dividends, £^2 gross. 

There are two children. 

5. Y, a British subject, is a headmaster in a South African Technical 
College at a salary of ;£S00; he also earns ;f200 (gross) in dividends from 
investments in the United Kingdom. 

Prepare the Income Tax Return which would be required of him if he 
hopes to obtain the usual abatements and relief. 

6. F. Brightman, a single man, resides in England, but his income is derived 
entirely from Colonial sources, and amounts to ;£700 Net, being ;£800 less 
Dominion tax at 2s. 6d. Discuss this case in its relation to liability for income 
tax. Upon which figure— if either — ^will the assessment be made ? 

7. What is the ** Appropriate Rate " arising out of the following — 

A has an earned income of ;£600, and an investment income of ;£200. He 
is married with two children. 

8 . M has an earned income of ;£2 .000 and investment income of £ 1 ,000 . He is 
married and has one child. What will be the “ appropriate rate " in this case ? 

9. Briefly explain the position taken up by the Income Tax authorities on 
the question of “ Repairs and renewals," and " Depreciation." Could obsoles- 
cence be regarded as a legitimate charge against profits when submitting a 
return of profits for income tax purposes? 

10. When a trader makes his return for income tax, which items, generally 
appearing in a profit and loss account, would not be passed by the inspector? 

Enumerate them, with any comments you think necessary in " border line " 
items. 

11. B, J, and K are in partnership sharing profits and losses equally. 
The capitals of the partners are : B ;(5,000, J ^4,000, and K /3,000. Each 
partner draws a salary equal to one-tenth of capital held, also 5 per cent 
interest is credited annually to each partner's capital. 

The assessable profits were £9,000. Draw up a statement showing how the 
tax payable by the firm should be allocated among the partners. 

12. John Citizen's circumstances are as under — 

He owns a freehold house (gross annual value £80, net £64, which he lets 
to a tenant at £90 per annum. He holds his own residence on an annual 
tenancy at £65 per annum. His partnership profits from a firm of solicitors 
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are one-third thereof for the financial year ended 31st March, 1930 (after this 
date John Citizen will be entitled to an half share of the firm's profits). The 
firm’s profits for fhe year ended 31st March, 1930, were £1,584, and for the 
vear ended 31st March, 1931, profits were £1,698. 

His wife is secretary to an jnstitution at a salary of £96, and he has two 
children, bom November, 1918, and June, 1928. 

Mr. Citizen maintains two insurances, as follows : On himself at a premium 
(policy £1,000, dated 1923) ; on his wife at a premium of £9 (policy £250. 
dated 1923). 

Compute John Citizcn'.s liabilitj' to income tax under all schedules for the 
year 1930-31. {Institute of Bankers.) 

13. F commenced business in March, 1926, and discontinued in March, 1929. 
His trading results were 1st year £400 profit, 2nd year £600 profit, and 3rd year 
£200 loss. What will be his assessments for income tax for each year? 

14. Is an employer under any obligation to the Income Tax Authorities 
with reference to the salaries paid to his staff ? (Royal Society of Arts.) 

15. Kobert Laws has been surcharged by the Inspector of Taxes with tlie 
under-mentioned items in reference to his assessment under Schedule D — 

(a) 5% depreciatior only, instead of the 10% claimed, has been allowed • 

(b) Interest on loan from J. Smithers disallowed ; 

(c) Cost of removing offices to new buildings disallowed ; 

(d) Subscription to local hospital disallowed. 

Has Robert Laws any right of appeal against these surcharges ? If so. 
what course is open to him, and what chance of success has he in respect 
of the above items ? (Royal Society of Arts, Accounting and Banking.) 

16. The undermentioned items appeared in the annual accounts of a Limited 
Company. State briefly how they should be treated, when preparing the 
Company’s return under Schedule D for income tax purpo.ses — • 

(a) 5% reserve on total Sundry Debtors as a provision for Bad 
Doubtful Debts. 

(b) Interest received on deposit account with the Dresdner Bank, Old 
Broad Street, £.C. 

(c) Premiums received on an issue of new shares. 

(d) Loss by embezzlement by one of , the Company's travellers. (Royal 
Society of Arts, Accounting and Banking.) 

17. The undermentioned items appeared in the accouiits of the Pleasure 
Steamers Co., Ltd. How should you deal with them when preparing the 
Company's return under Schedule D, for Income Tax purposes ? 

(a) Profit of £1,500 realised by the sale oi London and General Omnibus 
Co.'s stock, which formed part of the Reserve Fund Investments. 

(b) £150 written off during the year, representing one-fifth of the 
Preliminary Expenses Account. 

(c) Depreciation, at the rate of 6%. written off the cost price of the 
Company's steamers. 

(d) 3,000 fully-paid shares of £1 each, received as part purchase price 
from a subsidiary Company and distributed, by way of bonus, to the 
Pleasure Steamers Co. shareholders. (Royal Society of Arts, Accounting 
and Backing.) 

18. Allred Tate is an author. From the following particulars make up 
his return for Income Tax and Sur-tax purposes for the current year. 
State the amount of tax payable in each case. 

Income from books: £1,100. Alired Tate also possesses £50.000 3J% 
Colonial Stock and £60,000 Chinese Government 4|% Bonds. He is insured 
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with the Pnidential Assurance Co. and pays an annual premium of ;£150. 
His wife has no income. He has one child under 16 years of age. (London 
Chamber of Commerce.) ^ 


19. M, N & P carry on business in partnership, sharing profits and losses 
in the following proportions — 

M, seven-fifteenths ; N, five-fifteenths ; P, three-fifteenths. 

Their Profit and Loss Account for the past year was as follows — 


Salaries . . . ^^305 

Trade Expenses • • 80 

Bad Debts . . .26 

Interest on Loan . 25 

,, on Capital M 50 

Interest on Capital N. 30 

P*s Salary . . 350 

Goodwill written off . 50 

Charitable Subscriptions 28 
Net Profit • . . 976 


£1.920 


Gross Prolits 


• i: 1.920 


1,920 


Prepare return for Income Tax for the year ending 5th April next, showing 
on what amount the firm would be assessed. 


20. C’s total income consists of a salary of £750 and £100 from War Lo;.n 
interest from which Income Tax is not deducted before receipt. He is 
married, has two children under 16 years of age, maintains his widoweil 
mother, and pays a life assurance premium of £20. What tax will he pay 
for the current year of assessment ? 

21. A merchant is asked to render his Account for Assessment of Sur-tax 
for the current year. His share of the profits of his firm's business for the 
year assessable for sur-tax is £7,000, in addition to which he received £2,000 
for management, and interest upon his capital amounted to £3,000. He 
has a house, assessed under Schedule A at £208 6s. 8d., and Railway Stock 
producing a net income of £753 6s. 8d. Prepare the Account for the Com- 
missioners, and show the amount of tax payable. (Chartered Accountants.) 

22. A and B arc partners whose profits adjusted for Income Tax purposes 
arc; 1929, £8,808. A takes three-quarters of the profits and B takes one 
quarter. A pays an annual life assurance premium of £520 on hi.s own life, 
£87 on that of his wife. Both these may be assumed to be allowable. In 
1929 he was credited with £69 interest, untaxed. A is a married man ; B is a 
bachelor. Show the amount of tax payable by the firm after allowing for all 
deductions due to each partner. 


REVISION EXERCISE XXVI 

1. What do you understand by the following terms? (a) Floating Assets ; 
(b) Fixed Assets ; (c) Preliminary Expenses, and how dealt with ; (d) Self- 
balancing Ledgers ; (e) Watering of Stock; (/) Allonge. (National Union 
of Teacher.) 

2. What is a *' Cumulative Preference Share " ? The A B Co., Ltd., is three 
years in arrear with the dividends on its 1,000 6% Cumulative Preference 
Shares of £1 each. Would this fact affect the annual accounts ? If so, how ? 
(Royal Society of Arts, Accounting and Banking.) 
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3. Give what you consider would be a satisfactory ruling for the Cost 
Sheet of a manufacturer, with whose accounts you are familiar. State from 
what books of account the necessary information for the completion of the 
Cost Sheet would be obtained. {Royal Society of Arts, Accounting and 
Banking,) 

4. What is the difference, if any. either in result or in method of prepara- 
tion . between a Balance Sheet and a Statement of A ffairs ? ( London Chamber 

of Commerce.) 

5. The Birchets Mineral Water Co.. Ltd., sends out cases of aerated water 
to chemists in various parts of the country " on sale or return.” Each 
chemist is at once debited in the Company's books with the water supplied 
at the price he is to obtain for it when sold, and is allowed to deduct 10% 
from this value when accounting for his sales. The personal accounts of all 
chemists so supplied are included in the Ledger balances at the epd of the 
year. How would you deal with these accounts when preparing the Com- 
pany's Profit and Loss Account and Balance Sheet ? {London Chamber of 
Commerce.) 

6. Explain the difference between : (a) Sinking Fund ; (6) Reserve Fund ; 
(c) Reserve Account. (Lancashire and Cheshire Union.) 

7. A Balance Sheet is presumed to be a statement of the financial position 
of a concern. Discuss what the ” financial” position means to the following 
should they be attempting to gauge the ” financial ” position of a concern by 
an inspection of its balance sheet — 

(a) A banker. (c) A debenture holder. 

(/;) A shareholder. (d) An auditor. 

8. The following is the Trial Balance of the Chicago Branch of a London 
firm — 


TRIAL BALANCE. 



Dr. 

Cr. 

31.st December, 19 — . 



$. r. 

I. 

Head Ofi&ce A/c — 1st Jan. . 


• 


32.602 00 

Remittance A/c 


• 

14,000 00 


Stock, 1st Jan. . 



5,08500 


Fixtures and Fittings 



2.73600 


Purchases 



17,846 00 


Sales . . • • 




35.806 00 

Debtors . . . • 



17.71000 


Creditors .... 




2.06200 

General Expenses 



7,601*00 


Discount (balance) 




41800 

Cash at Bank 



5,45000 


in hand 



460 00 


stock, 3l8t Dec., 19— $5.025 00 


70.ft8800 

70,88800 

he following information is given 

you- 

- 



Rate last 31st December, and for Fixtures 

. $486 

„ this 31st December 



• • • 

. $5*00 

Average Rate for year 

• 


• • • 

. 84*92 


In the Head Office books, the Branch Account balance at the be^ning of 
the year was ;£6,502 1 4s. 6d. The Reioittance Account stands at 6s. 1 1 d. 

As Accountant to the firm, effect the necessary conversion into sterling, and 
make the necessary entries in the Head Office books to incorporate the above 
figures. Show also the accounts in the Head Office and Branch Books 
respectively. 
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9. F. Saunders files his petition. The lollowing balances appear in his 
books — 

Cash in hand, £40; Bank Overdraft, ;£200; Stock>>in-Trade, 1,000 
(expected to produce, jfSOO) ; Machinery, /900 (expected to produce £750 ) ; 
Trade Fixtures, ;{300 (expected to realise ;il00) ; Book Debts : Good, /500 ; 
Doubtful, ;i220 (expected to produce ;il00) ; Bad,;£120; Unsecured Creditors, 
;£2,500 ; Bills Payable, 1,000 ; Fully-secured Creditors, ^£2,500 (who hold 
security value ;f3,500) : Partly-secured Creditors, ;f3,000 (who hold security 
value ;£1,000) ; Liabilities on Bills Discounted expected to rank, £250 \ 
Creditors for Half-year’s Rent, ;£120, and for Rates and Taxes (12 months), 
^20 ; Preferential Wages and Salaries, £50 
Prepare Statement of Affairs. How much in the £ does the estate show 
approximately ? 


10. Phillips & Thomas, Ltd. 


BALANCES. 31st Decembbr 


Goodwill 

^5,000 

- 


Discount allowed 

£2,035 

4 

2 

Trade Expenses 

246 

5 

4 

Preference Dividend to 




Freehold Estate (Fac- 




30th June 

240 

- 


tory), 1st Jan. 

5,800 

- 


Insurance 

76 

9 

8 

Models 

150 

- 

- 

Bank : Current A/c , 

944 


9 

Rent received (House), 




Horses,Carts, 4 & Harness 229 

10 

- 

half-year to 30th J unc 



Subscriptions and 




last 

10 

- 

— 

Donations 

63 

4 

9 

Coal and Coke . 

768 

4 

9 

8,000 6% Preference 




Salaries . 

942 

15 

3 

Shares 

8,000 



Additions to Plant dur- 




Extension to Premises 




ing year 

240 

- 

- 

< Factory) 

240 


- 

Bank Interest Cr, 

24 

5 

6 

Bank Deposit Receipt, 




Bad Debts 

189 

5 

3 

dated 30th June last 




Legal Expenses 

17 

9 

5 

at 30/^ . 

500 


- 

Petty Cash Book 

120 

6 

6 

Horse-keep and Cartage 

346 

5 

7 

Loan on Mortgage , 4 % 




Machinery and Plant, 




Cr. 

4,000 

> 

- 

1st Jan. 

2,164 

... 


Dwelling-house 

400 

- 


Mortgage Interest to 




Sales Ledger Balances 

6,091 

5 

4 

30th June 

80 

* 

- 

Purchases 

37,960 

3 

7 

Discount received 

842 

5 

4 

Hates and Taxes 

146 

5 

4 

Cash 

89 

6 

4 

14.000 £\ Ordinary 




Bought Ledger Balances 2.481 

10 

3 

Shares 

14,000 

- 

- 

Returns & Allowances Dr 166 

8 

4 

Engine and Boiler 

560 

- 

- 

Wages 

5,878 

2 

7 

Stock, 1st Jan. 

8,215 

5 

4 

Bills Receivable 

985 

8 

2 

Travelling Expenses 

218 

4 

3 

Bank Commission 

52 

5 

7 

Repairs . 

158 

4 

11 

Sales 

51,870 

5 

4 

Returns Outwards 

85 

14 

9 






The Petty Cash item. j£120 6s. 6d., as per Balances, represents the following 


payments — 

Goods Bought . 
Repairs 
Horse Keep 
Travelling . 
Sundry Expenses 


£ 

27 

IS 

24 

14 


and the Petty Cash in hand 31st December is 


d. 

2 

5 

7 

2 

7 


£ s. d. 


115 11 
4 14 


11 

7 


^120 6 6 



INCOME TAX 


1021 


At 31st December the Stock is : Goods. ISs. 7d. ; Coal, ^56. 

Rates are prepaid, ;£15. Half-year's Rent of House. ;fl0, is due. The 
Interest on BanK Deposit Receipt has accrued, but is not credited to the 
Company in their current Banking Account. Accounts for Extensions to 
Premises are owing, jf200. Of the Debtors, IMS is estimated to be bad. 
A Bill Receivable in hand. ;il50. is known to be bad. Depreciation is 
1 % on Freehold, 10% on Engine and Boiler, 5% on Machinery and Plant, 
and it is decided to write oif one-fourth of the Extensions Account, and 
to treat the Models as being worth Sales Ledger balances include 

^300 Smith Bros., who are creditors in the Bought Ledger for ^250. 

Reserve 5% Discount on the good debts. 

Prepare Trading Account. Profit and Loss Account, and Balance Sheet as at 

31st December. (West Riding of Yorkshire ) 


1 1 . The following balances wereextracted from the books of the Stambridge 
Publi.shing Co., Ltd., as on 31st December. The nominal capital of the Com- 
pany consists of 10,000 Ordinary Shares of £\ each, and 4,000 6% Preference 
Shares of £S each. In addition to the publishing department, the Company 
has a "Supply Department" for the sale of the various goods advertised 
in its publications. 

The publishing stock, as on 31st December, was valued at ;£700, and the 
supply stock at ^4.500. 

Before preparing the annual accounts, it is necessary to take the following 
matters into consideration — 


(a) {SSS provision for Bad and Doubtful Debts is to be made, no provision 
having been made in the past. 

(b) Write off 10% depreciation on Furniture, etc. 

(c) Charge 2^% on the net profits of the business as Managing Director's 
commission. 

(^) Half the cost of the designs is to be borne by each department. 

(e) Write off one-third of the General Advertising Expenses and carry 
forward the balance. 

(/) It was decided to pay no dividend on the Ordinary Shares fwi the 
year ended 31st December, but to pay the Preference Diviaeiid and to 
transfer £2,000 to Reserve. This latter transfer has not been made. 


You are required to prepare a Publishing Trading and Profit and Loss 
Account, a Supply Trading and Profit and Loss Account, and a general 
Profit and Los.s Account lor the year ended 31st December, and a Balance 
Sheet as on that dale 

LEDGER BALANCES 


Copyrights Account . . £18,000 

Directors' Fees . . 400 

Calls in Arrear (being 10s. 
per share on 20 Ordinary 
Shares) ... 10 

General Office Salaries . 300 

Engraving Blocks . • 150 

Rent, Rates, and Taxes . 400 

Stationery (General Office) 80 

Literary Contributions . 400 

Insurance ... 30 

Goodwill . . . 4,000 

Supply Department Sales . 17.000 , 

General Advertising Expenses O,000 
Designs for Publications . 1 ,000 

Gener^ Expenses . . • 350 


Publishing Sales • . £5,500 

Managing Director's and 

Secretary's Salaries 1,500 

Dividend paid on Preference 

Shares . . 1,130 

Furnituxe. Fixtures, and 

Fittings . . . 940 

Publishing Department — 

Carriage . . . 140 

Postage and Telegrams 30 

Ihiblishing Department — 
Advertising Expenses • 150 

Trade Expenses . . 110 

Discount Account (debit 
balance) ... 10 

Cash at Bank • • « 1,760 
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ADVANCED ACCOUNTS 


Profit and Loss Account 


(Credit balance, 1st Jan.) ;£4,120 

Bank Charges . . . 10 

Paper and Printing . . 4,250 

Subscribers (amounts re- 
ceived) ... 40 

Bad Debts ... 20 

Advertisements received 4, 100 
Wages and Salaries . 500 

Reserve Account . • 3,000 

Cash in hand ... 90 

Supply Department- 

Purchases . . . 9,000 

Carriage ... 1 ,200 

Trade Expenses . • 150 


Supply Departrpent {conid ) — 


Wages and Salaries . 1,500 

Discount Accouift (debit 
balance) ... 30 

Postage and Telegrams 90 

Travelling Expenses . 60 

Ordinary Share Capital . 4,790 

Preference Share Capital . 20,000 

Bills Payable . . . 2.200 

Sundry Debtors . . 3,220 

Stock, 1st Jan. — 

Publishing Department . 800 

Supply Department . 4,000 

Sundry Creditors . . 1 ,250 

Bills Receivable . . 190 


( London Chamber of Commerce ) 


12. Describe the difference which exists between a Statement of Affairs 
and a Balance Sheet. Give a specimen of the former account and explain 
how it is prepared. [R.S,A.) 


13. The Pernet Manufacturing Co., Ltd., 'was registered in 1920 with a 
Nominal Capital of ;{2()0,000. divided into 150,000 Ordinary Shares of /I 
each and 10,000 6% Preference Shares of {S each. Of this Capital, 65,000 
Ordinary Shares h^ been subscribed for and allotted to the public and 20s. 
per share called up. The whole of the Preference Shares had been issued 
and fully called and paid up. 

On 1st January, 1923, the Company took over the Assets and Liabilities 
of Lamia, Ltd,, at their tx^ok values, which were as follows : Sundry Debtors, 
;il6,136; Sundry Creditors, ;£3,862 ; Stock, ;£1 4,850; Machinery and Plant, 
;!:10.890: Cash. ;£1, 986. 

The purchase price was agreed at ;^50,000, and was satisfied by the issue 
of 50,000 Ordinary Shares in the Pernet Co. issued to the Lamia Co, as fully 
paid. 

On 1st July, 1923, 200 5% Debentures of ^{100 each were issued at 95. 
In addition to the records arising out of the al^ve particulars, the following 
balances were extracted from the books of the Company as on 31st December, 
1923— 


Machinery and Plant ....... £32,765 

„ ,, Additions during 1923 . • • 8,456 

Leasehold Works 77,841 

Manufacturing Wages 86,968 

Profit and Loss Account (debit balance 31/12/22) . • 7,862 

Sinking Fund for Leasehold Redemption. . . • 8,850 

Sundry Debtors ........ 12.460 

„ Creditors ........ 35,503 

Stock (31/12/22) 32,641 

Factory Power and Light ...... 3,642 

General Expenses ........ 4,785 

Purchases ......... 76,495 

Uncompleted Contracts (31/12/22) ..... 13,844 

Unpaid Calls (Ordinary Shares) 500 

Returns Inwa^s ........ 864 

„ Outwards 3,241 

Loose Tools ......... 2,864 

Machinery and Plant sold during 1923 .... 5,641 

Management Salaries ....... 3,522 

Macliinery Repairs . • • • • . • 1,267 
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INCOME 


TAX 


Office Salaries 






. £3,842 

Directors* Fees . , 






. 750 

Office Furniture , 






684 

Discount Account (debit balance) 





174 

Reser\^e for Bad Debts (31/12/22) 





500 

Travellers* Salaries and Commission 




6,894 

Carriage on Purchases . 






3,641 

oil Sales . 






4,846 

Transfer Fees . • 






146 

Sales .... 






. 169,159 

Cash at Bank 






3,246 

,, in hand 






1,187 

Loan from Bank . 






. 15,000 

Patents 






. 20,000 


You are required to prepare Manufacturing and Profit and Ix>ss Accounts 
for the year ended 31st December, 1923, and a Balance Sheet as on that date. 

When preparing these accounts, the following matters must be taken into 
consideration — 

(a) No provision has been made for the Debenture Interest due on 
31. St December, 1923. 

(b) As on 3 1 St December. 1923, the follo\Wng items were due but not 

recorded in the books: Wages, ;f996; Ofiftce Salaries, and Directors’ 

Fees, ;£750. 

(c:) Sfanufacturing Wages, ^^54 1, were paid to workmen employed in making 
Loose Tools for the Company’s use, but the requisite transfer had not been 
made. 

(d) The Manufacturing Account is to be charged with two-thirds of General 
Expenses and Management Salaries. 

(e) Reserve £500 for fine under an Uncompleted contract now subject to 
litigation. 

(/) The following valuations were made as on 31st December, 192’^: 
Machinery and Plant, ;£32,640: Loose Tools, £2,95 \ ; Office Furnit»i'f.‘, 

Stock, ;£28,740; and Uncompleted Contracts, 29,(541. 

(g) Reserve 2^ per cent for I'ravellcrs* Commi.ssLon outstanding on December 
Sales, which were £13,960. 

(h) The Bad Debt Reserve is to be made equal to 5 per cent, on the Sundry 
Debtors. (London Chamber of Commerce.) 



ANSWERS 

EXERCISE I 

(1) (b) Profit on Exchanpo iS (2) To find the gros^ amounts, add on ji, h 
h VVi and k ro'-ppctivelv (3) Discount *=• 3^4 6s 8d , Commission « {4 lOs. 
(4) Bank Balance as per Pass Book, £205 15s 5d , plus 3 Cheques not cleared, 
£391 11s. 3d. less 2 Cheques not presented, £142 5s 6d. Bank Balance as per 
Cash Book, £455 Is. 2d. 

EXERCISE n 


Gross Profit 
(1) £19,464 

19s. 9d. 

(4) £5,873 

Os lOd. 

(5) £5,622 

(6) £5,750 

18s 4d 

, (7) fW.SW 
aijTAA 

ItM 

7 y. 5 d 
(JO) £ 7 , 0 M 

(in £15.890 

(12) IsM 


Total of 
heet 


Net Profit Balance S\ 
£S,419..2s. £27.3^ 


:350 14s 
417 ^ 
(loss) 
£1,318 
Us lOd 
:856 

16s 4d. 


Capital Accounts on Balance Sheet 
Brown £7,215 9s ; Phillips £6,954 Us.; 
Balance, £211,240 
£60,891 4s Wolfe £23,051 7s.; Harvey £19,423 17s 


£20,144 
13s lOd 
£36,986 
Is lOd 
£38,616 
£21,;- 


Rice £20,279 U 3d. , Baxter £9,937 Os. 7d. 


431 

18s 4d. 


£11,057 14s. £34,841 


Lewis £6,919 Us. 6d ; Smithcrs £5,558 

6s lOd. 

Rocklyn £16.110 17s. ; Farmlcy £15,650 

3s. 

,050 12s. £44.175 I2s. £27,215 12s 

(loss) £11,566 W Pnee £5,334 163. 6d ; E Ackworth 
Us. 7d £3,271 15s. Od. 

£26,972 Perry £9,672 Us 6d ; Ruston £7,781 
16s. 9d 14s 3d. 

£44,391 Kingsley £22,990 6s. ; Larke £11,523 3s 
£31,639 4s Ramsden £12,379 12s.; Brook^ 


£1,214 

hs,9± 




1,329 4$ 


(13) £9,000 £4. 

TillW I 


m £»jOj^ 

(17) 

418 ) 


4,545 4Sa. £19,795 11s. 

8,710 ^7,160 A £12.984 ; B £12,984 ; C £192 

;688 £25,692 £8,994 each partner 

Tnal Balance, £61,784; Capital, £9,000 each 

^ ikley £10,726 Us 8d ; Denham 


£7,267 12a. 


£4,311 
- lOs. 7d. 


£45,316 
7s. Id. 


Oak 


£12,868 £3,116 £47,172 89. Smith £17,189 17s. 44 ; f^ompson 

Ifead, 2s. 114. £14,228 12s. 114 

£8,089 £5,979 £12,710 Sbephcid £6,779 19s. 14; Klkington 

, t7s. 18s. 24 Sl lOd. £3,781 I6s, 74 

» (Interest on Drawings; Shepherd £10, Flkington £8 2s. 6d ) 

19) £9^ £l,5$D £30,196 Green £9,416 I9s. ; Richards £8,366 

^ >&.5d. IBs lOd Us. lid. I8s lid. ; Eventt £6,266 18s. Ud. 

(li^pTEa. (1) Profit, by law, divisible equally *n absence of agreement to the 
poomry. (2) Consignmeat A/c balance treated as a loss. 0) Both Reserves 
treated as New KeserveSs) 

(») £ 3,100 £15087 _ £ 9,045 £ 6,815 

10 £6,425 


,961 Us.8d. 


;4,734 

ih,m 


KeserveSs) 
£1,087 
18s. 4ds 
1,650 
;6,276 

Wed. 
1,849 2s. 
“1,664 
lls.6d 


1,670 

i, 42 S 


Black £6,52$ i White £3^75 
Wilson £9,929 Us. 34i Bookman 


m,410 12a. Slander £9,748 Us.; Ba<dc1 
^,950' £27,664 119.64 

i k 6d. 


£7,530 8s. 9d. 

:ljrte£7,5 


F,512 Us. 


SX|»CI 8 E m 

S i lotewt £2 13s. 4d.a Bill Stamp 5s.; vl Interest £3 lOs.. Bill St^p 4s.; 
tmst 73. 6d. p) («) Plsconnt £l is. Ud. ; (k PKcount £1 7 m <r) DisODunt 
^ i^bit bmm of Oariowe & Walk's amunt £114 is» ToL (5) (a) Bill 

^ ^ 10JJ4 
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Stamp 29., due date 4th Apn (h) 30th June . Cash jglI2 lOs., Bad Debts /337 lOa. 

g ) Make a Reserve ot {500. (8) Debit balance of A’s ercoiint /3,552 10s. (9) Total of 
ills Receivable Book ^874 Is. Id,; total of Bills Pavable Book jf 1,033 14s. lOd. 
(101 (fl) Interest 19s. lOd., Bill Stamp 2s.; (f>) Inteiest £3 2s. lOd., Bill Stamp 3s 
(12) Bankerb’ Discount {1 5s. Od. (Tenor of bill taken at 3 months.) 


EXERCISE IV 

(i)’ Balance of Int<*rest Cr. lOs. 8d.; by days ISs. 7d . Balance of A/c Cr. 18s. 8d. 
or tSs. 7d. (2) Balance of IntoTPst Dr. £11 10s 6d., Balance of A/c Dr. {361 10s. 8d, 
(3) By Alonfh^f B.ilancc of Interest Dr. {\ 5s, B dance of A/c Dr. £21 « • Days, 
Balance of Interest Dr. £I 4s 4d., Balance of A/c Dr. £2l 4s. 4d. (4) Balance of 
Interest Dr. 13s. 2d. ; Balance of A/c Dr. £22 I3s 5cl. (5) Balance ot Interest Cr. 
2s. lid.. Balance of A/c Dr. £05 lOs. lid. (6) Balance of Interest Cr. £3 Is. 2d., 
Balance of .A/c €}. £178 Os. Id. (7) Balance of Inteiest Df 15s , Cheque in settlement 
Dr. £255 19s. 9d. (8) Balance of Interest Dr. £l 3s. 8d , Balance of A/c Cr. £93 

Os. 4d. (9) Balance of Interest Di £3 12s. Id., Balance of A/c Dr. £146 14s. (10) 
Balance of Interest Dr. Us 5d., Balance of A/c Cr £172 4s. lid. (11) Inteiest Dr. 
£9 13s. 7d , rota! of A/c Dr £399 1 Is. 7d. (12) Balance ot Inteiest Di. £1 6s. 4d., 
B.dance cjf A/c Dr. £36 5s lOd (13) Balance of Interest Cr. £8 14s. lid, Balance 
of A/c Dr. £183 Ub. I Id. (14) 27th July, (15) 11th July. (16) 20th Sept (17) 22ua 
Get. (18) Interest Dr £7 Os. 7d , Total of A/c Dr. £304 Os 7d. (19) Elliott must 
pay Pine £150 12s. lid. on 1st Nov. (20) Balance of Interest Cr £61 12s 8d., binal 
Payment Dr. {1, 8U 1 2s 8d 


EXERCISE V 

(1) Net Pioht £149. (2) A/c Sales £1,729 8s. 6d. ; Net Profit £710 9s. 6d. (3) Net 
Profit £88. (4) A/c Sales total Rs. 5,680 « £437 16s. 8d. (12 pies =* 1 anna, 16 aimas 
■« I rupee) ; Net Profit ** £48 4s. 2d (5) Consignment A/c (total) Dr. to each 
of the items mentioned. (6) In Jolinson*s books, lx)ss on Consignment « £5 8s. lid, 
(7) Net Loss on Consignment £53 2s. Id. (8) Profit £68 5s., C’s share £22 15s ; 
i>*s share £45 10s. (9) Profit on Joint A/c £586. (10) Net Profit on Joint A/c £27 
2s. 3d. (II) Piocceds of Consignment m our books -• £812 18s. 2d. (£750 2s. 9d. 
+ £62 15s. 5d.). (12) Hansard Estate A/c Dr. side (8 items) £4,137 Os. lOd.; Cr. side 
(2 Items) £1,355 Us. 3d.; Shirley’s A/c Dr. £950 15s. (13) Net Profit £500; Total 
of Balance Sheet £26,500; Capital A/cs: James £2,050, Edwards £4,100, Morrison 
£8,200, Peters £6,150. (14) Profit on consignment £125 I5s. (15) Profit on Consipu 
meut £39 15s. 5d. (16) Net Profit £134 3s. 4d. (171 I oss on Jomt A/t £10 7s 3H (IS) 
Cash Balance £480. (19) Profit on Consignment £365; L. R. owes J. M. £ol5. (20) 
Total Loss £3,100. f21) New bill £578 17s. 20. (£5b2 + £16 I7s. 2d. Int ) (22) Total 
of A/c Sales £254 I7s. Id (23) Sight diaft « £738 Us. 5d. (24) Net Profit - £155 
129. 5cl.\i25) Profit on Venture £143 2s. 6d ; Day owes Robson £748 19s. 4d. (26) FSrofit 
on Consl^mcnt £131 9s. 4d. ; Bailey & Co.’s A/c Dr. £545 12s. 8d. (27) Net Loss £124 
4s. (28) Profit on Venture £268 1 Is. 6d. ; Amount due to Tobm £579 4$. JOd. ; Amount 
due to Fxiedley £387 1 Is. 3d. ; Cash balance £966 16s. Id. (29) Net Pi^-fit £162 129. 4d. 
(^) Profit on 'Wnture £1,960. 


EXERCISE VI 

(4) Balance £13,740. (7) Sales Ledger Trial Balance £459 3s. 4d. (8) Balance 

£38,702 6s. 9d. (9) Total of Bought Ledger Trial Balance £741 19s. lOd. (10) 
Total of Bought Ledger Trial Balance £1,153 19s. 7d. (U) Total of Sales Ledger 
Trial Balance £725 Is. 6d. (12) Total of Sales Ledger Trial Balance £1,167 17s. lOd, 
(13) Bought Ledger Tnal Balance £1,479 ; Sales Ledger Tnal Balance £2,223 ; Genml 
Ledger Trial Balance £11.735; Gross Profit £1,019: Net Profit £346 78. 6d.; Baignee 
Sheet £9,663 lOs.: Capital A/cs: Graham £4,129 15s., Winder £4,129 15s. (14) 
Tnal Balance totals; l&ught Ledger £1,552 15s. 3d.; Sales Ledger £1,269 16s. Id,: 
General Ledger £7,804 19$. 8d. (15) Trial Balance totals: Bought Ledger £614 
10s. 4d.; Sales Ledger £831 13s. Id.; General Ledger £6,355 4s. (16) Tnal Balai^ 
totals: Bought Ledger £2,458 la. 4d. ; Sales Ledger £3j326 12s. 4d ; General Led6|isr. 
£25,420 les? S 

EXERCI8S Vn 

(1) w P. & L. Dr. £630 10s. 6d and £92 Ids. 4d.; (b) P. & L. Dr. £723 6s. lOd. 
g) («) P. & L. Dr. £727 14s 2d. and £106 13s. ; (b) P. & L Dr. («33 7t U. m m 
P. & L. Dr. £327 1^. 9d. and £548 lOd. ; {h) P. & L. Dr. £676 Ss. 7d (4) m 
P. & L. Dr. £82 15s. lOd. and Cr. £77 9i, Ud.; ^ P. & L. Cr. £14 Ms. Id. ||| 

93-<*4e5)aop5y 
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ADVANCED ACCOUNT^ 





. • F V 

6 10s. ei.^ ^ («) p.' & 1 . Dr.yn los. 4di.;^r , 

bive £1^ 6d7fW P. & L#iiU; B|fS ^unclcy 
WO '3s. 4d. n) (a) P. & L. i>. £163 17s. 8d. sind £31 8s.v 
(4) P. <U^- />rtJj2« 13s. 8d. ’and ^ 6s. 64. ; 
P. & 9d. and Cr-^lOO 17s. 5d.; 


■P. 


■. £118 1^ lia:*.(ll)'(fl) P.’& II. Cr. £187“l6s. 5d. jnd£4'19s..0d.; (b) P.,A LT 
ales. 2d. (12) |») P. & L. Cr. £57 12s. '/d., aud Or. £23 19s. Id ; (6) PTft L 


‘ ifi and k) L. Cr. i 
£2906 la^ 5dsi^9.K( 
isSs. 5d. 

jS Dr. £195 59. 8d. 

C Dr. £204 198. lid. «(( 
feX. Cr. As 8d. (10) (a)’ 

n^. lid.. (11) (a) P.^ _ 

. 2d. (12) |») P. ic L. Cr. £57 12s. 2d., and Or, 

1 12$. lOd. 

BX&R018E VIU 

Surplus of Income over Expenditure £2^8; Bsdance Sheet totaf £1,31 

I in finnd £313 10s. ; Capital A/c £1,29S). (3) Sdklus of Income over Bxi 

iture £130. (4) Surplus of Revenue A/c £334 life.; Balance Sheet total £1,717 15s.j 
Capital A/c £650 7s. 6d. (5) Surplus of Income and Expenditure Alt £545 12s. 9d. 
B/S total £97,089 7s 7d. ; Capital A/c £88,573 16s. (6) Net Profit £lM0W3s. 4d. j 
Dividend of £240 14s. 7d. per share. (7) Revenue A/c Cr. balance £6,247 Us. 4d.'i 
Net Revenue Cr. £3,397 Us. 4d.; B/S £55,231 73. 6d. (8) Income and Expenditure 
A/c Deficit £43 13s. 6d.; B/S £7,437 3i.; Capital A/c £6,437 3s. (9) Surplus £574 
Uis, 6d.i B/fe £4,728,79. 2d. (10) Net Profit £3,2481 4s 4d. .(11) Surplus £230 
18s. 7d.; W/S £1,963 17s. 4d.; Capital A/c £1,488 14s. (12)*^ Net Profit £8,697 
10s. lOd.; Dtvidend to Owners £142 t8s. lid. pei share. (13>ia) Heading should 
be Ifieokpe and Expenditure A/c; (6) Income and Expenditure on wrong xides; 
Furniture ^ould be capitalised, only depreciation charged as expenditure; 
Stocto of Stationery, Provisions, Clothing, etc , oii hand^ should be deducted; 
/) Sun^ profits and Interest should be more fully explained; (/) Loss should be 
Ust Item on credU side; (g) Extraordinary expenditure should be spread over 3 to 5 
years; (A) AcboUnt would in latter case show a surplus; (t) If Band Expenses includes 
coat of instruments, the latter should be treated as an asset. (14) Surplus £210 
9s. 5d. 051 Profit £530 11$. 2d. (16) Revenue A/c Cr. balance £26,217 7s. 9d.; 
Nat Revenue A/c Cr. balance £23,661 3s. lOd.; B/S £198,167 8$. lid. (17) Balance 
of Cash in hand And at Bank £273 5s. 5d. 


It Dept. £3,368 6s. 7d.; 
£1,4^3 59. 3d.; if deci- 
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(6) Gross Profit’ Linoleum Dept. £6, 82,5 2s. 4d., Carpet De] 

Nat Plrofit: l^oleum Dept. £2,974 19s. 8d., Carpet De^ £1,4- . 

UiAlizad, proportions of expenses are 3 and 6 9 and $ or } and i ; inspection 

of figures in £ s. d. shows at once, howasrer, that the departmental turn oven 
two*thixds and one-third of the total Sales respectively. (4) A Dept.: Gross -Profit 
£18,256 168. Id., Net £7,436 3$. 3d.; B Dept.: Gross Profit £11,819 Os. Id., Net 
r £6,485 198. Id.; Percentages nf Gross Profit on Turnover: A Dept. 22-52, B Dept. 
25’19; Percentages pf Net Profit on Turnover: A Dept. 9*17, B Dept 13*82^ (5) 
Departmental Profits: No. 1 £151 lls. 8d., No. 2 £17d Ss. Id., No. 8 £195 4s, 7d., 
Q. 4 £221 8s. 5d., No. 5 £256 19s. ltd.; Net Profit £902 2s. 8d.; B/S £6,399 
Sl 6(L; Capital A/cs £2.124 Ss. lOd. each. (6) A Dept: Gross Profit £26,680 
Id., Net £10,931 9s, 8d.; B Dept: Gross firofit £15,680 12$. 2d./Net ^1- 
d. (7) TUir Cream: Gross Profit £4,621 ISs. 6d., Net £3,582 11$! Tooffi 
' r; Gnfts Profit £9.730 4$. 3d., Net £2,898 8s. lOd. (^ Gross Profits: Motor 
1,225, AcoeSaotieiaCSj^ 6s. 7d., Repairs £89 IBs. 24., Hire Cars 3s. 4£1 
pfit £3,324 Is. 40/ W No. 1 D^t. : Gross Profit £44,829 Ss., Net £15,763 

PtoSui: 

d.; Net 

158, lOd. each; 

. , - Dept; Gross Profit 

_ (1^ Fish paste; Gross Profit £11,676 13s. 8d., 

^023 129. 4d.;'Sauo9: GxpsS Profit £4,906 98. 6d.; Net £3,229 4s. 6d* aa) 
Motor Gan £4,500# Accessor^ £1,470 174 Repairs £150 9$# 

^ 6i. 2d.; Net^X^t £4,395 13s. 4d. (Af^l^dged Goods; G|D8$ 
3d.; Goods iot Re-aaie: Gross Profit £520 9s. lOd.; Net mfit 
£7,966 19s. did., apital A/c £7,627 6s. 5d. (l5) Gross Profits: 
(29 12$. Repafifi^t. AM 5s. 9d. : Net Pr^t £2,942 2s. lOd. 

Gross Profit {4,^1 17a. l^,Nat £2 fib I4s. 3d. ; Retail 

Profit,£6^28. IcU, N«t £44^ U fd. : Net Profit £7,451 



: £1,316 Us. 8d. 

" Dept;^"Gr08s, 

' 14$. 6d., Net £7,378 ^ ^ 

l^uoe: Gross Profit 
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Gross Profit 

iVsf Profit 

Approp. Affi Balance 

Bal, Shaet toUU 


£ s. d. 

£ s. d. 

£ s, d. 

£ 

S. d. 


4.341 - 

1,653 8 - 

1,003 8 - 

11,568 

S' 


13,683 - - 

3,225 - - 

3,813 - - 

56,101 

*. . 


8,944 - - 

2,339 12 6 



67,124 

12 6 

- . W) 

6,110 - 

1,322 - - 

202 - - 

50,689 

- - 


(Dividend of 2^^ per cent £1,120, £202 to carry forward, 

.) 



8,509 - ■ 

4,053 17 - 

4,259 17 - 

54,010 

17 - 

r^(25j 

11,191 19 5 

2,658 12 1 

4,183 - 7 

114,471 

- 5 

f 

(Treat Bad Debts A/c Cr. as balance of Old Reserve.) 



’ (27) 

8,887 10 - 

2,081 - - 

5,381 - - 

74,808 

10 - 

■i28) 

6,003 - - 

4,236 - -(L) 

— 

50,209 

- “ 


4 EXERCISE XIV 

^ These exercises are on Statistical Books, which should follow the models shown in 
, the text. 


EXERCISE XV 

(2) 'I'otal of Balance Sheet £66,899. 


EXERCISE XVI 

(1) I^ofit ou Realization, Wynne Co. £3,676; tjarde Co. £668; New Co,, Balance 
Sheet totals £405,586. (2) New Co., B. S. totals £98,000. (3) A Co., Realization 
Profit £27,540; B Co., Goodwill £63,140; B. S. totals £1 15,250. (4) Old Co., Profit 
on Realization £33,377; Each shareholder receives Investments £3,284, Cash 
: £1 ,481 8s., Shares £1 0,000, New Co., Goodwill £29,400 ; B. S. totals £55,674. (5) B. S. 
totals £205,000. (6) 1 ^ shares of £1 each for each old £1 share. B. S. totals £392,750. 


EXERCISE XVII 

(1) Prime Cost of Goods manufactured £44,418 12s. 4d., Cost of Produr < ’ f^o3,093 

6s, 2d., Profit on Production £5,378 15s. 6d.; Gross Profit on rrading A;c £12,070 
16s. 8d. (2) Cost of Pig Iron produced £63,530 17s. lid.; Gross Profit £^8,035 
8s. 8d. (3) Spinning A/c Dr, £100,950 18s. 4d.; Weaving A/c Dr, £40,702 12s, lid. : 
Gross Profit £65,114 4s. 4d. (4) Gross Profit £2,178 Is. 3d. (5) Turnover £28,895 
10s. 9d. 100%; Prime Cost of Goods sold £11,237 14s. lOd., 47*03%; Carriage In, 
7*78%; Wages, 15*00%; Gross Profit £7,214 9s. 7d., 30*19%; Salaries, 2*04%: 
Commission, 1*37%; Advertising, 1-37%; Disccnnis, 1*60%; Rent, Rates, and 
Taxes, 1*57%; Carriage Outwards, 1*48%; Trade Expenses, 1 57%; Bad 
1 *37 % ; Depreciation, 1 *61 % ; Interest on Capital, 1 08% ; Net Profit £3,615 lOs, 1 ld.i 
15*13%, ft) Working Profit £111,573 2s. 9d. (7) Working Profit £16,608 15$. 8d. 
(8) Working Profit £14,341 15s, lid. (9) Working I^ofit £301 5s. lOd. (10) Workmgf 
Sofit £5,189 15s. 4d. (11) Working iTofit £469,001 5s. 3d. (12) Working Prpfit 
£9,761 4s. 6d. (13; {a) Cost of Materials used £1 1,800 ; (5) Value of Output £4l*5(K); 
(c) Percentage of gross profit on turnover 20*71 %. (14) Profit on the £2,000 dontract 
£254. (The cffice oncost based on the ratio of Wages paid on the £2,000 contract 
total wages on all work e.xecuted.) (15) Output : 1st year, £29,000 100%; 2n<f year* ' 

£20,000 •• 100%. Prime Cost of Materials tJs^ : 1st year £18,500 ; 2nd year £12,000.; 
Average of two years: Output £49,000 ; Materials Used £30,500. ^ " 


Items 


U/ year 

2nd year 

Average of 
2 years 

Materials used 


. (^80 



Wages 


. 25*86 


25-11 

Expenses . 

• 

. 6 39 

6 

. 6-58 

Premt . • • 

• 

• ^ 3*45 

10 

. 6-12 
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(IG) Cost of Pig Iron £35,311 * 37s. lljd. per ton; Gross Profit £21,530; Net Profit 


£11,432. (17)- 

Ytarl 

2 


Year 1 

2 

Materials used 

61-^9 

59‘^9 

Gas and Water 

.‘^60 

.%,! 

Wages 

20-55 

20-99 

T raveller*; 

2-00 

2-10 ^ 

Rent and Power . 

4-55 

4'56 

Repairs 

.. M6 ’ 

1*55 

Carriage 

1-40 

1-36 

Insurance 

0-21 

0-21 

Travelling Expenses 

0-83 

0-85 

Depreciation 

1-64 

1-60 . 





94-33 

92-87 


(18) Working Profit £13,399 19s. (19) Cost of Pig Iron £39,409 ; Gross Profit £13,032 ; 
Net Profit £8,426; Balance Sheet total .£70,302. (23)— 


Cost of Material 

Current Year 

O' 

50 £5,000 

Following Year 

O' 

4S £5.760 

Wages 

30 

3,000 

29 

3,480 

Discount 

5 

500 

3 

360 

Expenses 

. 15 

1,500 

15 

1,800 

Profit 

. — 


5 

600 

Sales 

. 100 

£10.000 

100 

£12,000 


(24) Oil Turnover: Purchases 45%, Wages 20^;,, Rent 2%, Kates, I’axes, etc., l”(>, 
Salaries 7-50%, Depreciation 2-50%; Net Profit 22%. (25) Prime Cost of Goods 
76-67% and 77 00%, etc.; Gross Profit 2-50% and 7-08%; Net Loss 32-83% and 
15-75%. (26) ManufacUiring Cost £3,800; Sales £6,000; Manufacturing Profit 

£2,200; Net Profit £740 or 19-47^^> on Manufacturiui^ Cost; Or if Discount on 
purchases is credited to Manufacturing A/c, Maniifactunng Cost will be £3,770, Net 
Profit £740 = 20% on Manufacturing Cost. 

EXERaSE xvni 

(1) Write oft £110 each year. (2) Rate 25% p.a. (approx.). (4) Amount to write 
off yearly == £345 12s. 9d. (5) Depreciation Fund annual instalment -■= £245 

12s. 9d. (7) If the decrease is merely temporary, make a note on the Balance Sheet 

as to their present market value. It it is likely to be i^ermanent, write off, or make 
A Reserve to cover it. No credit should be taken in the Profit and Loss A/c for 
appreciation. (8) The two Stocks shoukl be entered in the Trading A/c in a similar 
manner to Stock of Goods. (12) Write off of Lease each year; write oil 
of Patents each year. (15) Write off (1) £90 a year from original cost of each machine, 
or (2) 20-5% (approx.) annually from diiiiinishing value of each machine. (17) 
Balance of old Machinery A/c to write off to Profit and T.oss — £'2,600 ; New 
Machinery A/c Dr. £8,850. (19) Balance of Machinery A/c: Istjuethod £1,747 lOs. ; 
2nd method £1,590 10s. 4d. (20) Cost of Consols £1,275. (25) 8% off original 

cost; 9*71% off diminishing annual balance. (26) No; because of the very unequal 
charge against profits in respect of the same asset, viz. £90 p.a. in the earlier years 
and £220 p.a. in the later years. As £90 p.a. with interest is sufficient to raise the 
capital sum. Profit and Loss should not be debited with any more; the payments to 
the Insurance Co. should be posted to the debit of a Policy A/c to be treated as 
explained in the text-book. The £2,400 should be utilized to provide £80 a year for 
30 yeai’s towards the £220. 

EXERaSE W, 

<2) Net Profit £735 5s. Id. (3) Gross Profit £1,704 15s. 2d.; Net Profit £1,066 
7s. 8d. '14) Gross Profit £2,037 10s. lOd.; Net I>rofit £1,220 7s. 5d. (5) Branch :A: 
Ch-oss Profit £2,402 Gs. 6d.; Net Pi*ofit £1,797 8s. 4d.; Branch D: Gross Profit 
£2,518 Ss. Ud., Net Profit /.1.727 4s. 7d. (6) Value of Stock £2,687 15s. (7) 

liyerpool Branch: Gross Profit £11,550 13s. lOd.; Net Profit £3,423 Is. 3d.; 
Readmg Branch; Gross Profit £9,456 10s. 8d.; Net Profit £2,302 4s. Id.; Total 
of Net Profit £3,381 13s. lOd.; Total ot Balance Sheet £51,413 Os. 9d. (8) Total 

of Balance Sheet £15,474 Hs. lid. (9) Gross Profit £1,496 16s. lOd.: Net Profit 
£766 I8s. lOd., Total of Balance Sheet £2,078 78. lOd. (10) Gross Profits; London 
£13,576 38, 4d., Edinburgh £8,586 19s. 3il., Dublin £8,084 lOs. Id.; Net Profits: 
i^ndon £9,132 2s. lUL; Edinburgh £5,132 10s. 2d., Dublin £5,481 12s. lOd.; 
'Xm} I*rofit £19,746 Ss. lid.; Finch £9,198 8s. 8d., Green £5,915 9s. lid. 
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Roberts £4,632 7s. 4d.; Total of Balance Sheet £76,143 3s. 4U. (II) Gross Profit 
£1,804, Net Profit £1,033, Debtors at dose £1,210. (12) Total ^let Profit £22,200: 

V £5,600, B £5,600, C £6,100, D £4,900; Total of Balance Sheet £80.200. (13) Net 

Profit £366. (16) Net Profits: K £290, P £324, Q £436. (17) Gross Profits: Head 
Office £32,974 13s. lid., Branch A £16,143 6s. 5(1., Branch B £6,583 14s. 7a.; Net 
Profits: Head Office £26,739 16s. 9d. ; Branch A £11,609 2s. 9d. ; Branch B 
£3,261 4s. Id., Approp. A/c £28,784 5s. 8d.; Total of Balance Sheet £131.120 
l7s, 5d. (18) Factory A/c: Manufacturing Loss £837 11s. 8d., Net Loss £3,354 

18s. 5d. ; Gross Profits: Brunch A £26,819 19s. 7d., Branch B £10,052 2;. 2d.; 
Net Profits: Branch A £18,937 5s. 4d., Branch B £3,604 3s.; Total of Balance 
Sheet £148,703 17s. 8d. (19) Gross Profits: Northern Branch £3,943 15s. lOd.; 
Southern Branch £2,646 I2s. 6d. Net Profits: Northern Branch £1,775 13s.; 

.Southern Branch £1,299 Is. 2d. The 24% Allowance has been taken off the Pur- 
chases and Sales respectively. Total Net I^ofit £1,328 3s. Id.; Total of Balance 
Sheet £26,896 15s. 9d. (20) Balance of Factory Cunent A/c Dr. £13,000. . (22) Not 
^ Profit £1,000. (23) Gross Profit £36,000. Net Profit £30,300; Total of Balance Sheet 

£87,150. (24) Head Office A/c Dr. £54,440; Total of Branch Balance Sheet £58,130. 

(25) 1431 marks 78 pfennige; 1742 marks 92 pfeimigc. (26) Profit on exchange 
Is. 7d. (27) Profit on exchange 5s. Id. (29) Profit on exchange 5s. 2d. (30) 

Profit on exchange £26 Os. lOd. (36) Loss on exchange £24 14s. 7d. ; Net Profit 
£3,510 13s. 6d. ; Total of Balance Sheet £11,399 3s. 8d. (37) Profit on Exchange 

£405 7s, Od. ; Branch Profit £3,247 17s. 6d.; Total of Balance Sheet £25,848 ISs.lOd. 
(38) Loss on Exchange £23 15s. 6d. ; Net Profit £767 3s. 7d. ; Total of Balance 
Sheet £11,957 16s. 9cK (39) U>ss on Exchange £139 19s. 2cl.; (rfoss Profit £2,388 
7s. 2d.; Net Profit £1,224 6s.; Total of Balance Sheet £16,226 7s. 6d. (40) London 
Office A/c Cr. $108,700; Profit on Exchange £181 Ss. ; Total of Balance Sheet 
$116,700. 

EXERCISE XX 


(1) Deficiency £3,245. (2) Deficiency £62 6j». lOcl. (3) Deficiency £15,509, 

7s. od. in £. (4) Deficiency £1,950. (5) Deficiency £1,400. (6) Deficiency £2,675. 

(7) Deficiency £9,820. (8) Surplus £162 6s, 8d. (9) Deficiency £5,020. (lO) Deft- 

oiehey £3,769. (11) Deficiency £74,178. (12) Deficiency £3,118. (13) Deficiency 

£2,370. (14) Deficiency £19,600. (15) Deficiency £750. (16) Deficiency £338 15s. 

(17) Deficiency £1,837. (18) Deficiency £5,084 7s. 2d. (19) Deficiency £650. (20) 

Deficiency £21,047 ids. (21) Deficiency £21,760 13s. 4d. (22) Deficiency £2 046 
13s. Id. (23) DefK’iency £18,700. (24) Deficiency of firm £4,723; Surplus o/ Alfred 

£725, of Benjamin £881: Charles’ Statement balances. (25) Deficiency £23,291 
I2s. 3d. (26) Balance due to A £69 5s. (27) Balance £11 14s. lOd. (28) First and 
Final Dhidcnd of 6s. 4 05d. 


EXERCISE XXI 

(2) Assurance Fund at end of year £1,640,452; Balance. Sheet total £1,651,632. 
(4) Fund £2,177,835. (6) Fund £1,770,395; Balance Sheet £1,854,750. (8) Fund 

£3,168,026. (9) Fund £820,000; Balance Sheet £862,000. (10) Fund £3,790,500; 
Balance Sheet £3,056,200, (11) Fund £4,235,000; Balance Sheet £4,260,000, 


EXERCISE XXn 

(1) Coke 68*12; Tar 4-71; Sulphate ot Ammonia 1*30. 

EXERCISE XXm 

(3) Profit £1,760. (5) Profit £618. (13) Balance of Redeemable Dead Rent A/c 
£666 13s. 4d. (14) Dead Rent unredeemed £300. (15) Balance of Overpaid Royalties 
A/c £150. (19) Income £259 I4s. 8d.; l5ofit on sale £144 18s. 2d. (20) Income 
£39 18s. 2d.; Profit on Sale £21 15s. lOd. (21) Income £141 Os. 6d, ; Profit on Sale 
£16 16s. 9d. (1J2) A B’s profit £103 ISs. (24) Income £546 3s. 4d. ; Pi-ofit on Sale 
£195 14s. (25) Snowflake’s profit £284 15s. 

<1. BZEBCUB xxnr 

(10) Double A/c Sy^toiu : Balance of Capital A/c £20,000, Balance Sheet £95,000; 
Single A/c System : Total of Balance Sheet £255,000, (1 1) Balance of Revenue A/t. 
, £2,465; Net Revenue A/c £1,565. (12) Balance of Capital A/c £17,000; total oi 
. Balance Sheet £47,000. (13) Capital A/o JOr, balance £300; Revenue A/c Cr. 
U liolanoe £8,674; Net Revenue £4,232; total of Balance Shee^ £5,593. (16) Capilui 
A/S Dr. balance £366.501; Rt*venue A/c Cr. £218.373; Net Revenue £226.559; 
f Balance Sheet ^lal £563,955. (17) Capital A/c £7,700; Balance Sheet £|8,800, / 
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EXERdSfi ZXV 

(2) B/s £22,140,200. (5) Interest Cr. £10 11s. 4d.; Balance ot A/o Cr. £1,262 

14s. 8d. (8) Interest Dr, £1 1 12s. lOd. ; Balance of A/c Dr, £594 9s. 4d. (9) Interest 
Z)r. 8s. 3d. and Cr, £6 135., Balance of A/c Cr, £106 4s. 9d. (10) Interest Dr, £119 
17s. 4d. and Cr, £51 Te.i Balance of A/c £381 9s. 8d. (11) 2%. (14) Trial Balance 
£11,041,250; Balance of Profit and Loss £137,550; Balance Sheet £10,919,000. 

EXERCISE XXVI 

(2) Tax payable £32 4s. Od. (3) Tax payable £1 4s. Od. Tax payable: by Husband 
£10 5s. Od. ; by Wife 11s. 6d. (5) Y raay reclaim £18 6s. 2d. (6) F. Brightman's 
Investment will be valued at £763 13s. Od. dross, assuming the appropriate rate to 
be 3s. 4d. ; the British Relief being at Is. 8d. [Students may assume different rates 
from those above as the exercise gives scope for variation in treatment of the ques- 
tion.] (7) Appropriate Rate 2s. 9d. (81 Appropriate Income Tax Rate, 4s. 3d. ; Sur 
Tax Rate 5d. ; Appropriate Rate 4s. 8a. (11) Shares of Assessable Profits to Partners 
arc, respectively, B £2,400 ; J £2,400 ; K £2,400 ; Tax payable by Firm £1,671 7s. 6d. 
chargeable against the Partners as follows: B £590 17s. 6d. ; J £557 2s. 6d. ; K 
£523 7s. 6d. (12) Tax payable £54 8s. (13) Assessments: 1st year (full year) £400, 
2nd year £533, 3rd year nil. The second and third years are dealt with according to 
regulations contained in the Finance Act, 1926, Sect. 31 (1). The normal assessments 
1st year £400 ; 2nd year £400 ; 3rd year £600, but as the business is discontinued, 
adjustments affecting the results have b^n given ks would arise according to the 
Act. (16) (a) disallowed; (£) does not affect the account; (d) only allowed by special 
sanction of Surveyor, but not allowed if a premium is paid to an Insurance 
Office covering that rish. (17) {a) and {d) do not affect the account being of a 
** capital ** nature; (6) vvoula be added back; (c) is allo.ved on “ prime cost ** only. 
(18) Net Tax payable £80 19s. Od. ; Sur-tax payable £402 10s. Od. (19) The firm will 
be assessed on £1,509 subject to the usual abatements and reliefs. (20) Tax pay- 
able £48 I7s. 6d. (21) Total Income upon which Sur-tax is charged is £13,150. 
Amount of Sur-tax payable £2,247 lOs. Od. (22) Tax payable £1604 8s. Od. riu- 
Interest credited to A would seem to be outside the scope of this Return. 


ANSWERS TO REVISION EXERCISES 

EXERCISE I 

(3) Total of Trial Balance £1.542 18s. 6d. (4) Total of Trial Balance £25,062. 

EXERCISE n 

" (SSJ.Total of Trial Balance £369 13s. 4d. (4) Total ol invoice £512 10s. ; kJcksmitli, 
PIm AXo. Dr, £512 10s.; Screening A/c Dr. £25; Coal A/c Cr, £375, Wagon Hiic 
Am Cfi lSJ 10s., Carriage A/c Cr. £125. (5) Gross Profit £8,266 1 4s. 5d., Net Profit 
£3,878 7s. 2d., Balance of Appropriation A/c £3,807 13s. 8d., Smith’s bonus £7. 
I3s, 0d., Balance Sheet total £28,126 15s. 8d., Capital A/c: Sykes £9,828 16s. lOo 
Simpson £7,920 Is. lOd. \ 

EXERCISE ni 

(3) Petty Cash items £20, £3 5s.»-^l 17s. 6d., £2 14s. 9d., and £1 17s. 6d. (SX* 
Total of invoice £57 ; Ibbetson & Co. Dr, £57 ; Coal A/c Cr. £52 10s., Wagon Hire 
A/c Cr, £4 10s.; (a) Commission £1 2s, 9d., Interest i4s. 3d., New J3ill £58 175.;^ 

f Commission 15s. 6d., Interest 6s. 6d., New Bill £39 19s. (6) Gross Profit* Factory; 
,725,, Shop £3,006; Net Profit £3,966, Balance Sheet total £15,073; Capital A/c : 
alters fZ,942, Smith £4,391 . „ 

EXERCISE XV 

(2) Total of Trial Balance £839 3s. 1 Id. ; Discount on J. Moulton’s Account « 
£1 2s. 6d.; aU these '’catchy^ points on Discount arc explained and illustrated in 
Fitnum^ Dictionary of Book-keeping. (4) Ashton’s Capital £23,760 7s. 8d.; total 
’•of Journal entry £47,286 9s. 2d: (6) Net Result £293 2s. 4d. more profit. (7) 
Gio^ Profit £3,824 Ss. lOd., Net Profit £913 15s. 5d., Total of Balance Sheet £10,685 
8s. 5d. ; Capital A/cs: Pearson £6,259 3s. 74., Macgregcr £3,154 11s. lOjjJ,^ 

EXERCISE V f 

(3) {a) IMsuount £l I4s;'; Commission £1 14s.; (5) New Bill £173 7b. 4d.; Discounr 
0 He. ComaSission £l lla. Id. (6) Gross Profit £737 lOs.; Shrinltage itf: 
weteht ^7 tons. (7) Average due date*- 9th May; interest £137 10s.; B$ll 
aM37 lOs/; Stamp 112», (8) 2s. a load. (10) Gross Profit £3.235 Ss.; Net 
|2s.l Balatgfe Sheet total £10,040 5s. 3d. ; Draudng A/cs: MacAdam 
' 4s. ; Wffetnuii £419 8s. / f 
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V EXERCISB VI 

[ H) Amnuiit <jfTiivuic<* AvU4 lOb. ; Discount £2 lis. Iil. ; CuiuiiuS'^ioii £1 I4s. 5(J.; 
.Cash £172 5s.; i^ill Receivable £176 2s. ^1. (5) Gios.n Profit £65,180; Net lYofit 

J £49,480. (6) Discount £1 2s. 2cl. (7) Total <0 Balance- Sheet £10,686. (8) Interest 

Ibalancc Dr. 5s. 6(1.; BuTaiicc of Account C>. £87 14s 6d. (9) £1,790 on 14th June. 

pnO) Gross Proht £8,799; Net Profit £1,748 10s.; Bal.inre Sheet total £48,261 18s.; 
; Capital A.^cs: Walters £20,791 I3s., Dove £17,777 5s. 

EXEBaSE vn 

(2) Amount ol Invoice £18 15s.; Cash £17 Pis. 6d. ; Discount £1 2&. 6d. (5) 

Profit on Exports £1,190, oil Wool £8,850; Loss on Consigninents £1,050. Interest 
on Loans to be debited to the Wool and Consignment A/cs; Net Profit £1,190; Total 
of Balance Sheet £11,396 Ms. lOd.; Capital A/c £1,896 14s. lOd. (6) Discount 
£2 16s. 3d. (7) Net Piofit after adjustments £2,905 23. 4d. (8) Publishers’ profit; 

1st year £190, 2nd vear £90 ; Author’s profit : 1st year, £100, 2na year £45. (9) (iross 

Profit £2,004 Os. lOd. ; Net I'rofit (,466 9s. 4d. ; Total of Ibilaucc Sheet £12,551 4s. 8d. ; 
Capital A/c £10,046 9s. 4d. 


EXERCISE Vm 

(4) Amount ut Invoice £61 13s. 4d. ; Conimissiou 12s. 4d. ; Discount 15s. 5d. ; 
Bill £63 Is. Id.; (5) Balance of Adjustment A/c £6,870. (7j £2,685 on 14th June. 

(8) Discount £1 8s. 2d. (to bo borne half each). (9) Balance of Interest £19 16s. 8d. ; 
Lanng’s Remittance in settlcmeat £726 7s. lOd. (10) Gross Piofit £14,181 10s.; 
Net Profit £3,780 11s. 7d.; Total of Balance Sheet £30,159 7«. 7d ; Capital A/cs; 
Skinner £12,828 17s. lOd., I'ullcr £12,932 15s. 4d. 

EXERCISE IX 

(4j Net Profit £18 Ss. 8d. (7) Net Profit £159. (8) (a) Gross Profit £4,072 Os. Id. ; 

Profit before charging Interest on Capital £1,778 18s. 2d. ; Net Profit £1,208 19s. 3d. ; 
Merryweather’s Bonus £213 6s. lid.: Total of Balance Sheet £21,746 11s. 6d. ; 
Capital A/cs: Mildred £9,083 6‘^;. 5d., Merryweather £6,025 I5s. 2d.; (6) Materials 
Consumed 56*37%; Wages 23*72%; Gross Profit 21*32",',; Net E.xp(‘n?es 12*30 Vf,; 
Net Profit 6*33%; Net Turnover £19,101 3s. 


EXERCISE X 

(4) (a) Amount of Invoice £478 ; (b) Dr. balance £28 ; (d) 3s. (7) Balance of lutei 

Dr. £2 6s. lOd.; Balance of Account Dr. £456 10s. 2a. (8) Amount of si,.(.t tlraft 
£730. (9) Profit and Loss Dr, £254 10s. (10) Profit and Loss Dr. £192 13s. 4d. 

(11) Gross Profit £6,126; Net Profit £3,629; Total of Balance Sheet £17,741 ; Capital 
'/cs: C. G. £7,178 2s. 6d., S. G. £3,592 17s. 6d. ; both Reserves treated as new ones, 
all the adjustments appear to have been made. 


EXERCISE XI 

(5) Net Profit £320. (6) £1,790 on I4th June. (8) Balance of Adiuslmeut A/ca 
i0,100 12s. lid. (9) Gross Profit £3,521 ; Net Profit £597 2s. lid.; Balance Sheet 
total £13,048 IGs. lid.; Capital A/cs; Farmer £4,788 I5s. 3d.. Right £3,887 6s. 8d.; 
f^rcentages of Profit on Turnover: Gross 38*07, Net 6*45. 


EXERCISE XU 

(2) Amount of Bill £354 1 is. 6d. ; Interest £4 7s. 6d. ; Bill Stamp 4s. ; Discount 
on Bill £l 15s. 6d. (3) Profit on part sold £61 5s. ; Value of Slock on hand £132 10.s. 

(4) Capital A/cs: Lone Ct. £3,360; Stanley Cr. £2,640; Maxwell Cr. £1,270. (5) 
Interest due to A 17s. Id.; Interest due from B £2 3s. Id. ; B owes A £38 9s. 3d. 
(Note, Items on I2th Mar., 17th Mar., 1st Apr., 2lst Apr., being unpaid will not, 
carry intei-est, but must be entered in the account.) (7) 25 % in eacli case. (9) Excess 
of Income over Expenditure, £71 ; Total of Balance Sheet £1,237 10s. (10) J.x5ss on 

Realization £2,990 ; A’s Capital A/c (after absorbing his loan) is £342 10s. in debit, 
which A has to make good in order to pay B £1 ,652 10$., the balance due to him as per 
his Capital A/c. (12) Gross Profit £i2, 388 14s. Id.; Net Profit £1,330 8s.; Appro- 
priation A/c ft^82 4s. 7d, ; Balance &eet £31,172 95. 5d, 


EXERCISE Sm 

(4) Discount on Bill, 2 mos., £4 33. 4d.; the bill will appear on thp December 
Balance Sheet as a contingent liability. (7) B owes A £1,250, and C owes A £1,250; 

ISA— (1405) 0 
0 
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ADVANCED ACCOUNTS 


total due to A £2,500. (8) Goodwill £42,000 ; total of Balance Sheet £341,250 ; Cash 
Balance £36,250. (6) Front on Realization £1,200; Cash balance £11,200: A £6,800, 
B £4,400. (10) Gross Profit £12,000. Net Profit £7.600 (adding tax £25 on to Deben- 
ture Interest). (11) — 

Balance Sheet — ^Liabilities Side 
AutWized Debenture Stock £100,000. 

Debenture Stock issued £80,000 

Premium on Debenture Stock .... 1,000 

Bank Loan 15,000 

(Secured by issue of £20,000 Debenture Stock.) 

(14) Four mouths or \ of the profit, viz. £1,900, is not available for dividend 
being earned prior to incorporation; only £3,800 is available for dividend purposes 

(15) Gross Profit £22,223 ()s. 4d. ; Net Profit £11,679 17s. 8d.; Appropriation A/c 
balance £10,516 I4s. 5d. ; B.'ilance Sheet total £632,579 19s. 

EXERCISE X3V 

g ) Gross Profit £3,400 : A Dept. ii9 or £1,014 18s. 6d. ; B Dept. or £913 8s. 8d. ; 
ept. or £964 3s. 7d. ; D. Dept. A? or £507 9s. 3d. ; Proportions of Expenses 
(£258); A Dept, g? or £77 Os. 4d.; B Dept. or £69 6s. 3d.; C Dept. or £73 
3s. 3d.; D Dept. A? or £38 lOs. 2d.; Net Profit £1.761: A Dept. £569 ISs. 2d.; 
B Dept. £540 23. 5d.; C Dept. £477 Os. 4d.; D Dept. £173 19s. Id. (4) Banker's 
Discount £9; Interest £5. Venture No. 1 : H 40% of £1,000; G and J ^ and ? 
of balance; Ventuie No. 2: H 45% of £500; G and J i) and 1) of balance; Currenl 
A/cs; G CV. £985 14s. 4d.; H Cr. £775; J Cr. £739 5s. 8d. (6) Assuming that 
the New Company takes over the Creditors, there is a surplus or profit of"£l 1,950, 
wldch should be put to a Capital Reserve A/c. This surplus can be used to make 
good any depreciation of the assets taken over, but is not available for dividend 

f urposes. (9) Total of Trial Balance £112,000. (11) Loss on Realization £600; Net 
tofit £9,900; Cash paid out: L. Brier £10,590; C. Oke £2,710. (14) Gross Profit 
£18,562; Net Profit jra,000 2s. 6d.; Appropriation A/c balance £5,890 2s, 6d.; Total 
of Balance Sheet £127,470 2s. 6d. (£280 Interest on Sinking Fund Investments must 
not be credited to Profit and Loss but to the Sinking Fund A/c, and shown as a debt 
on the assets side of the Balance Sheet.) 


EXERCISE XV 

(4) Total of Balance Sheet £130,060 13s. 7d. (5) Profit on No. 1 £1,500; Profit 
on No. 2 £11,150; about | of these amounts should be taken to Profit and Loss, 
and the other ^ left as a reserve. Depreciation of Plant reckoned at 10%. (7) Gross 
Profit £19,246’; Net Profit £7,112 .Approp. A/c £4,613 9s. Balance Sheet 
£74.944 9s. 


EXERCISE XVn 

(4) Balance due from Vendor £3,274 4s. 9d. (5) Net Profit £345. (6) Profit on Joint 
Venture £4,000; Smith’s total profit £3,000; Jones total profit £2,120. (7) Interest 
Df. £12 Os. 3d.; 6 months’ BiU £2^12 Ss. 3d. (8) Interest on Drawings: D £11 
Os. fOd.; E £9 15s.: F £8 4s. 7d.; Net Profit £2,029 Os, 5d.; Capital A/cs: D 
£3,626 13s. Id. ; E £2,374 6s. 5d. : F £1,399 Os. 6d. (9) Surplus £34. (12) Loss on 
Realization £390; Cash balance £2,210 ; exercise does not state whether Robinson 
is solvent or not. or what the Debtors realise; it cannot therefore be completed. 

(16) Gross Profit £44,943 ; Net Profit £19,291 ; Approp. A/c £11 ,775 ; Total of Balance 
^t £73,516. 

EXERCISE XVm 

(4) Interest on £6,000 58. at 5% at average date of 4 months £100; each bill m 
£ 2,033 8s. 4d. (5) Net proceeds £l ,076 17s. 6d. (6) Balance of Sales Ledger Adjust- 
ment A/c £2,582. (7) Amount due to P £1,008 os. 8d. on Current A/c and £6,554 
3s. 4d. on Capital A/c; total ^^,562 10s. (8) A’s Capital £4,480; B’s £3,000. (9) 
Goodwill £11, (TOO. (11) Gross T^ofit £10,900; Net Profit £7,066 15s.; Approp. A/c 
£5,669 17s. 6d.; total of Balance Sheet £58,519 16$. lOd. (12J Net Profit £3,220 
19s.; Approp. A/c ^^,930 14s. lOd.: total of Balance Sheet £59,492 Is. lid. (13) 
Manage;:^ Commission 5% on £1,158 3$. lOd.; Net Profit £1,084 7s. 2d.; Total of 
Ba]aac«.%|jbt £27.516 18s. 3d. 

■ 
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EiXERCXSE XIX 

(3) Interest £i 5s.; New Bill flOl 5s,; due date 21st AprU. (4) (a) By Days, 
balance of Interest Dr. £2 5s. 8d. ; Balance of Account Dr. £72 5s. 8d. ; (6) By Months^ 
Interest Dr, £2 5s. dd, ; Balance of Account Dr, £72 5s. 6d. (5) Total of Balance 
Sheet £8,929 16s. 9d. (7) Total of Balance Sheet £471,200. (8) Balance due to 

Vendor £809 8s. 8d. (9) Loss on Realization £1,700; C's Deficiency £816 13s. 4d., 

to be borne {Garner v. Murray) A and B; A receives Cash £1,989 11s. 8d.; 
B receives Cash £1,193 15s. (10) Book value of Assets ■■£24,850 (25,600-£750) ; 
Loss on Realisation £3,800 ; Net Loss £3,640 10s. 

EXERCISE XX 

(2) (5) Smith’s A/c Cash £272. Bad Debts £272. (4) Net Profit: Soap Dept. 

£5,8^ 16s.; Scent Dept. £2,968 19s. 2d. (6) Loss on Realization £8,000; Brown 

receives £9,000; Robinson £8,000. (8) Total of Balance Sheet £84,900. (9) Net 

I^ofit £3,239 5s.; total of Balance Sheet £53,512 5s. (10) Gross Profit £21,435; 

Net Profit £11,155; Approp. A/c £10,555; total of Balance Sheet £199,286. (11) 
Gross Profit £13,501 8s.; net I^ofit £6,369 I5s. Id.; Approp. A/c £4,640 10s. 6d. ; 
total of Balance Sheet £71,210 19s. 4d. 

EXERCISE XXI 

(5) Gross Profit £3,508 99. 2d. ; Net Profit £1 .082 83. 6d. ; Approp. A/c £875 73. Id. ; 
Balance Sheet £15,292 16s. 7d. (6) Gross profit £1.325; Net Loss £6,(^4; Balance 

Sheet £127,601. (7) Gross Profit £12,415; Net Piofit £1.786 16s. 4d.; Balance Sheet 

£97,970. 

« EXERCISE XXn 

(2) Account Sales £8,943; Net Profit £1 496. (3) A receives £4,200, B £2,100. 

(5) Gross Profit £8,450, Net Profit £2.630, Approp. A/c £2,030, Balance Sheet £51,030. 
6) Gross Profit £5,910 Us. 8d.; Net Profit £1,000; Balance Sheet £38,100 16s. 3d. 
(7) Tin Vein A/c £8,184 ; Tile Dept. : Net Loss £197, Balance Sheet £34,034. 

EXERCISE XXm 

(5) Gross Profit £14,498; Net Profit £12,156; Approp. A/c £2,435. (7) Net Loss, 

Aim Road £3,040; Net Gain, Beech Road £774. (8) Gross Profit £2,852; Net Profit 
£522 Os.; Approp. A/c £17 9s.; Balance Sheet £22,862 9s. 

EXERCISE XXIV 

(6) Furnaces A/c Dr, £58,660; Gross Profit £17,986; Net Profit^ ^.9,876; Approp. 

A/c £9,703; Balance Sheet £81,363. (7) Gross Profit £12,700; Net Loss &M0 : 

Balance Sheet £78,000. 

EXERCISE XXV 

(1) R.S.A. Book-keeping (Advanced) Examination, 1929, Question 2: Balance to 
carry forward to next year £6,743. Question 3', Alanufactiirinf I'iohl £30,723; Net 
Profit £15,104; Appropriation A/c B.aiance £12,854, Balance Sheet Total £244,312. 
(2) L.C.C. Book-keeping (Sienior) Examination, 1929, Questions'. Net Profit £28,181; 
Appropriation A/c Balance £33,11 ^ ; Balance Sheet Total £377,079. 

EXERCISE XXVI 

(8) Profit on Exchange £14 Os. 7d.; Gross Profit £3,609 2s. 3d., Not Profit £2.163 
39. 8d., Balance Sheet £6,291 19s. 3d. (9) Deficiency £2,850; 10s. 5d. in the £, 

e Gross Profit £6,337 Is. lid.; Net Profit £1 ,434 Us. 3d. (II) Profits : Publishing 
t. £3,280 ; Supply Dept. £5,030 ; Net Profit £2,586 ; Approp. A/o^ £3,51 1 7s. : 
ince Sheet £36,806. (12) W. Lincoln's liability is £3,054 subject to the usual 
abatements. (13) Gross Loss £13,307 ; Net Loss £39,629 ; Balance Sheet Total £247,1 74. 
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